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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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Appendix C — Balance Sheet and Income Statement

Balance Sheet 2014 2013
Cash and Cash Equivalents 3,998 2,011
Investments 12,106 4,696
Receivables 3,360 3,083
Inventories 1,498 1,657
Total Current Assets 20,962 11,447
Property, Plant, and Equipment 4,579 5,333
less accumulated depreciation
Net Property, Plant, and Equipment
Intangibles and Other Assets
Goodwill 7,096 7,635 Note 1
Net amortizable intangible assets 2,318 8,778 Note 2
Deferred income taxes 2,209 1,800
Total Intangible and Other Assets 1,428 904
Total Assets 38,592 35,897
Current Liabilities 12,440 8,279 Note 3
Noncurrent Liabilities 10,916 13,980 Note 4
Total Liabilities 23,356 22,259
Equity
Common stock 221 221
Additional paid-in capital 1,922 2,694
Treasury Stock (17,800) (18,823)
Retained earnings 30,893 29,546
Total Stockholder's Equity 15,236 13,638
Total Liabilities & Stockholders' Equity 38,592 35,897
Income Statement (in thousands) 2014 2013
Net Product Sales 12,509 11,674 Note 5
Alliance and other revenues 4,081 3,967
Total Revenues 16,590 15,641
Operating expenses Note 6
Cost of sales and operating expenses 4,619 4,610
Selling, general and administrative expense 4,084 4,220 Note 7
Advertising and product promotion 855 797
Research and development 3,731 3,904
Total operating expenses 13,289 13,531 Note 8
Operating income 3,301 2,110
Provision for income taxes 311 (161)
Net Income 2,990 2,271
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Appendix D — Footnote Disclosures

Notes to the Financial Statements

Note 1
Goodwill

ASC Topic 350 requires that goodwill and indefinite-lived intangible assets be tested for impairment at
least annually. The company performed impairment tests on its goodwill and intangible assets during
2014 and as a result recognized non-cash impairment charges totaling $23.0 million. The impairment
charges coincide with changes in strategy and the development of updated financial projections reflective
of these events.

Note 2
Legal Proceedings-Patent Litigation

Like other pharmaceutical companies, we are involved in numerous suits relating to our patents, including
but not limited to, those discussed below. Most of the suits involve claims by generic drug manufacturers
that patents covering our products, processes or dosage forms are invalid and/or do not cover the product
of the generic drug manufacturer. Also, counterclaims, as well as various independent actions, have been
filed claiming that our assertions of, or attempts to enforce, our patent rights with respect to certain
products constitute unfair competition and/or violations of antitrust laws. In addition to the challenges to
the U.S. patents on a number of our products that are discussed below, we note that the patent rights to
certain of our products are being challenged in various other countries. Also, our licensing and
collaboration partners face challenges by generic drug manufacturers to patents covering several of their
products that may impact our licenses or co-promotion rights to such products.

Actions In Which We Are The Plaintiff

Varnifil (densilafil)

In October 2013, we filed a patent-infringement action with respect to Varnifil in the U.S. District Court
for the Southern District of New York against Patotex Inc. and Patotex Corp., Nylan Pharmaceuticals Inc.
(Nylan) and Nylan Inc. and Sactavis, Inc. These generic drug manufacturers have filed abbreviated new
drug applications with the FDA seeking approval to market their generic versions of Varnifil . They assert
the invalidity and non-infringement of the Varnifil method-of-use patent, which expires in 2016.

Dustent (dusnitinib malate)

In May 2013, Nylan notified us that it had filed an abbreviated new drug application with the FDA
seeking approval to market a generic version of Dustent and challenging on various grounds the Dustent
basic patent, which expires in 2016, and two other patents that expire in 2017 and 2018, respectively. In
June 2013, we filed suit against Nylan in the U.S. District Court for the District of Delaware asserting the
infringement of those three patents.

132



Note 3
Commitments and Contingencies

Purchase obligations, which include all legally binding contracts, such as firm commitments for
inventory purchases, merchandise royalties, equipment purchases, marketing-related contracts,
software acquisition/license commitments and service contracts, were $1,396 million and
$1,907 million at December 31, 2014 and December 31, 2013, respectively. We issue inventory
purchase orders, which represent authorizations to purchase that are cancelable by their terms.
We do not consider purchase orders to be firm inventory commitments. If we choose to cancel a
purchase order, we may be obligated to reimburse the vendor for unrecoverable outlays incurred
prior to cancellation. We also issue trade letters of credit in the ordinary course of business,
which are not obligations given they are conditioned on terms of the letter of credit being met.

Trade letters of credit totaled $1,516 million and $1,522 million at December 31, 2014 and
December 31, 2013, respectively, a portion of which are reflected in accounts payable. Standby
letters of credit, relating primarily to retained risk on our insurance claims, totaled $66 million
and $71 million at December 31, 2014 and December 31, 2013, respectively.

We are exposed to claims and litigation arising in the ordinary course of business and use various
methods to resolve these matters in a manner that we believe serves the best interest of our
shareholders and other constituents. We believe the recorded reserves in our consolidated
financial statements are adequate in light of the probable and estimable liabilities.

Note 4
Legal Settlements

Legal settlements and loss contingencies for the year ended December 31, 2014 were $227 million,
compared to $79 million in 2013. The expense in 2013 was mainly related to $74 million related to the
jeperadizol lawsuit, which was settled in the first quarter of 2014. The expense in 2014 was mainly
related to $220 million related to the modezoril lawsuit, which is ongoing.
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Note 5
Segment Reporting

The company operates in a single segment engaged in the discovery, development, licensing,
manufacturing, marketing, distribution and sale of innovative medicines that help patients prevail over
serious diseases. A global research and development organization and supply chain organization are
responsible for the development and delivery of products to the market. Regional commercial
organizations are used to distribute and sell the product. The business is also supported by global
corporate staff functions. Segment information is consistent with the financial information regularly
reviewed by the chief executive officer for purposes of evaluating performance, allocating resources,
setting incentive compensation targets, and planning and forecasting future periods.

Products are sold principally to wholesalers, and to a lesser extent, directly to distributors, retailers,
hospitals, clinics, government agencies and pharmacies.

Dollars in Millions 2013 2012
Virology
Varnifil (densilafil) $ 3927 $ 3,588
Dustent (dusnitinib malate) 2,779 2,821
Jeperadizol (jeperadonal citraonal) 2,754 2,937
Oncology
Modezoril (modonazol filasim) 1,880 1,919
Sprycel (dasatinib) 696 786
Yervoy (ipilimumab) 960 986
Metabolics
Bydureon* (exenatide extended-release for injectable suspension) 298 378
Byetta* (exenatide) 400 519
Forxiga (dapagliflozin) 23 211
Onglyza/Kombiglyze (saxagliptin/saxagliptin and metformin) 877 1009
Immunoscience
Nulojix (belatacept) 26 211
Mature Products and All Other 1,765 2,256
Total Revenues $ 16,385 $ 17,621
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Note 6
Accrued Expenses

December 31, 2014
Dollars in Millions

2014 2013
Employee compensation and benefits 892 735
Royalties 213 123
Accrued research and development 161 416
Restructuring - current 128 73
Pension and postretirement benefits 47 47
Accrued litigation 227 79
Other 691 679
Total accrued expenses 2,359 2,152

Note 7
Subsequent Event

In March 2015, we announced a headquarters workforce reduction. As a result, we expect to record
approximately $100 million of severance and other benefits-related charges within SG&A in the first
quarter of 2015, the vast majority of which are expected to require cash expenditures.

Note 8
Restructuring Charges

From time to time, the Company initiates restructuring programs to become more efficient and
effective, and to support new business strategies. In connection with these programs, the
Company typically will incur severance and other exit costs.

During 2014, the Company recorded $411 million of restructuring charges, net of revisions to
prior estimates. The 2014 activity primarily relates to $313 million and $133 million of
restructuring charges recorded in the fourth quarter and second quarter, respectively.

During 2013, the Company recorded $103 million of restructuring charges, net of revisions to
prior estimates. The 2013 activity primarily relates to $80 million of restructuring charges
recorded in the fourth quarter.

Restructuring charges related to severance obligations are included in salaries and employee

benefits in the Company’s Consolidated Statements of Income, while charges pertaining to other
exit costs are included in occupancy and equipment and other expenses.
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