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MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Alcon, Inc.'s management is responsible for establishing and maintaining adequate internal control over financial
reporting. Alcon, Inc.'s internal control system was designed to provide reasonable assurance to the Company's
management regarding the reliability of financial reporting and the preparation and fair presentation of its published
consolidated financial statements.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those systems
determined to be effective may not prevent or detect misstatements and can provide only reasonable assurance with
respect to financial statement preparation and presentation. Also, projections of any evaluation of effectiveness to
future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

Alcon, Inc. acquired a majority interest in WaveLight AG during November 2007. Management excluded from its
assessment of the effectiveness of Alcon, Inc.'s internal control over financial reporting as of December 31, 2007
WaveLight AG's internal control over financial reporting associated with total assets of $208.1 million and sales of
$15.1 million included in the consolidated financial statements of Alcon, Inc. and its subsidiaries as of and for the year
ended December 31, 2007. Management did not assess the effectiveness of internal control over financial reporting at
WaveLight AG due to the complexity associated with assessing internal controls during integration efforts.

Alcon, Inc.'s management assessed the effectiveness of the Company's internal control over financial reporting as of
December 31, 2007. In making this assessment, it used the criteria established in /nternal Control--Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based on
this assessment, management has concluded that, as of December 31, 2007, Alcon, Inc.'s internal control over financial
reporting is effective based on those criteria.

/s/ Cary R. Rayment /s/ Richard J. Croarkin

Cary R. Rayment Richard J. Croarkin

Chairman of the Board, President Senior Vice President, Finance
and Chief Executive Officer and Chief Financial Officer

March 17, 2008



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Alcon, Inc.:

We have audited the accompanying consolidated balance sheets of Alcon, Inc. and subsidiaries as of December 31, 2007
and 2006, and the related consolidated statements of earnings, shareholders' equity and comprehensive income, and cash
flows for each of the years in the three-year period ended December 31, 2007. These consolidated financial statements are
the responsibility of the Company's management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Alcon, Inc. and its subsidiaries as of December 31, 2007 and 2006, and the results of their operations and their
cash flows for each of the years in the three-year period ended December 31, 2007, in conformity with U.S. generally
accepted accounting principles.

As discussed in note 9 to the consolidated financial statements, effective January 1, 2007, the Company implemented
FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109.

As discussed in notes 1 and 16 to the consolidated financial statements, effective December 31, 2006, the Company
implemented the recognition and related disclosure provisions of Statement of Financial Accounting Standards No. 158,
Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans.

As discussed in notes 1 and 12 to the consolidated financial statements, effective January 1, 2006, the Company
implemented Statement of Financial Accounting Standards No. 123(R), Share-Based Payment.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), Alcon, Inc.'s internal control over financial reporting as of December 31, 2007 based on criteria established in
Internal Control--Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO0), and our report dated March 17, 2008 expressed an unqualified opinion on the effectiveness of the Company's
internal control over financial reporting.

/s/ KPMG LLP
KPMG LLP

Fort Worth, Texas
March 17,2008



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Alcon, Inc.:

We have audited Alcon, Inc.'s internal control over financial reporting as of December 31, 2007, based on criteria
established in Internal Control--Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). Alcon, Inc.'s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in the
accompanying Management's Report on Internal Control over Financial Reporting. Our responsibility is to express an
opinion on management's assessment and an opinion on the Company's internal control over financial reporting based on our
audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audit also included
performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company's internal control over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company's assets that could have a material effect on the financial statements.

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

In our opinion, Alcon, Inc. maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2007, based on criteria established in Internal Control--Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO).

Alcon, Inc. acquired a majority interest in WaveLight AG during November 2007, and management excluded from its
assessment of the effectiveness of Alcon, Inc.'s internal control over financial reporting as of December 31, 2007 WaveLight
AG's internal control over financial reporting associated with total assets of $208.1 million and total revenues of $15.1
million included in the consolidated financial statements of Alcon, Inc. and subsidiaries as of and for the year ended
December 31, 2007. Our audit of internal control over financial reporting of Alcon, Inc. also excluded an evaluation of the
internal control over financial reporting of WaveLight AG.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of Alcon, Inc. and subsidiaries as of December 31, 2007 and 2006, and the related
consolidated statements of earnings, shareholders' equity and comprehensive income, and cash flows for each of the years in
the three-year period ended December 31, 2007, and our report dated March 17, 2008 expressed an unqualified opinion on
those consolidated financial statements.

/s/ KPMG LLP
KPMG LLP

Fort Worth, Texas
March 17, 2008



ALCON, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
December 31,

2007 2006
(in millions, except share data)

Assets
Current assets:
Cash and cash equivalents...............coooeveeeeieeeeeeeeeeeee e $ 2,134.3 $ 1,489.2
Short term INVEStMENTS........c..oeiiiiiieeeiiee e et e e e 669.8 321.0
Trade reCeivables, NEt.........coovviiiiiiieeeeie e 1,089.2 912.8
INVENLOTICS. ..ot et eavee e 548.5 473.8
Deferred inCOme tax asSetS.......c.eeeeeueeeeeiuiieeeiiee e e e e 89.3 122.5
Other CUITENT @SSELS ....ccuveiivieerieereeeiee et et e et e e ereeeeeeereeeneeennes 293.7 142.8
Total CUITENT ASSELS....uvvviieeiieiieeeieee e e 4,824.8 3,462.1
Long term iNVESTMENTS. ........cceeruieriieiiiienienitenieeie ettt 41.8 91.1
Property, plant and equipment, NEt..........ccceoveeiererereneneeieeeee e 1,030.0 920.7
Intangible assSets, NEt.......ccerireririeere e 89.6 95.2
GOOAWIL ...t 626.0 553.2
Long term deferred inCOmMe tax asSets ..........ceoererereeereeeeeeeeieeeneas 322.1 235.7
OFNET ASSELS...uvviiieeiiiie ettt e e e eette e e et e e eeaneeas 81.3 69.3
TOLAL ASSELS ...ttt ee e ee e e $ 7,015.6 $ 54273

Liabilities and Shareholders' Equity
Current liabilities:

AcCCOUNtS PAYADIE ........ocviviiiiiiciceeetcee s $ 2087 $ 168.9
Short term DOITOWINGS.....cc.veivierieeieeie ettt 1,751.1 926.5
Current maturities of long term debt ...........occoeveriiiiinienieceee 1.3 5.8
Other current Habilities ..........ccereeiieriieiieieriereee e 901.1 899.9
Total current HabilitieS .......cc..eeeeeuveeeiereeeeeeee e 2,862.2 2,001.1

Long term debt, net of current maturities ...........occeeeververeerieeceeneennenns 52.2 49.0
Long term deferred income tax liabilities .........c.cccevenenenencncneenenne. 23.9 10.1
Other long term Labilities .........ccvevierirrieeiieiie e 702.6 453.5

Contingencies (note 18)
Shareholders' equity:

Common shares, par value CHF 0.20 per share; 328,955,000
shares authorized, 311,735,728 shares issued and
297,662,706 shares outstanding at December 31, 2007,
336,875,000 shares authorized, 317,343,982 shares issued and

301,182,404 shares outstanding at December 31, 2006................. 43.1 43.9
Additional paid-in capital..........ccevierierieiiieeeeeeee e 1,299.8 1,064.5
Accumulated other comprehensive income............ccoccveeeeceeevenenennen. 203.0 127.3
Retained €arnings .........ccecvevveeriereieiierienieie ettt 3,392.2 3,201.9
Treasury shares, at cost; 14,073,022 shares at December 31, 2007;

and 16,161,578 shares at December 31, 2006 ............cccvvveennnnen. (1,563.4) (1,524.0)

Total shareholders' €qUIty .......cccvevveveieierieieie e 3,374.7 2,913.6
Total liabilities and shareholders' equity...........cccoevivveierirennnnee. $ 7,015.6 $ 5,427.3

See accompanying notes to consolidated financial statements.



ALCON, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EARNINGS

Years ended December 31,

2007

2006

2005

(in millions, except share data)

SALES ..ttt $ 5,599.6 § 4,896.6 § 4,368.5
Cost 0f 200ds SOId ....c.eovviiiriiiieieee e 1,398.2 1,215.1 1,078.4
GTOSS PIOTIL eveeereeiiieiee ettt 4201.4 3,681.5 3,290.1
Selling, general and administrative...........c.ccoceeeeeeieiienenennnn 1,694.0 1,398.5 1,594.7
Research and development ...........ccocceevveviiecieeieiieneeieenee 564.3 512.1 421.8
In process research and development ............ccceecveerveenneennen. 9.3 -- --
Amortization of intangibles ............cceveeviecierienienieieee 50.7 198.8 85.7
Operating iNCOME........ccverreerveererrerreerreeeeeeenseeseenens 1,883.1 1,572.1 1,187.9
Other income (expense):
Gain (loss) from foreign currency, net...........ccoecveevvennenns 11.2 (7.9) 0.7
INterest INCOME .......ccveriieiieieeie e 69.3 74.1 48.7
INEETESt EXPENSE ..ottt (50.0) (42.6) (38.8)
(01 4TS, N 41 SRR 154 21.2 4.4
Earnings before income taxes ..........ccceveveerveerveennennen. 1,929.0 1,616.9 1,202.9
INCOME tAXES ..ot 342.6 268.8 271.9
NEt CAIMINGS ..vvvivvevireeieriireeeeteeteee et eeeereeeeeebeeereeseeeas $ 1,586.4 $ 1,348.1 $ 931.0
Basic earnings per common Share.............ccocveeveveeerierereenennen. $ 532  § 443 % 3.04
Diluted earnings per common Share .............cceceerveverrennnen. $ 525  §$ 437 $ 2.98
Basic weighted average common shares............ccccceeveneienees 298,353,894 304,279,489 306,036,089
Diluted weighted average common shares.............ccocceveennenne 302,162,019 308,671,707 311,903,177

See accompanying notes to consolidated financial statements.



ALCON, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY AND COMPREHENSIVE INCOME
Years Ended December 31, 2007, 2006 and 2005

C Shares Accumulated
Number Additional Other
of Shares Paid-in Comprehensive Deferred Retained Treasury
Outstanding Amount Capital Income Comp tion Earnings Shares Total
(in millions, except share data)
Balance, December 31, 2004............ 305,654,454  § 427 8 5473 $ 2254 § 2.6) $ 1,653.6 § (2785) $ 2,1879
Comprehensive income:
Net earnings ......coeceeeeeveeeeerereerenenns -- -- -- -- -- 931.0 - 931.0
Change in net unrealized losses
ON INVEStMENLS .....veveeeccnaenes -- -- -- 1.9 -- -- - 1.9
Minimum pension liability
adjustment, net of taxes ............... - - - 4.0 - - - 4.0
Foreign currency translation
adjustments .........cooevveereerieencenes - -- - (140.4) - -- - (140.4)
Total comprehensive income....... 796.5
Share award transactions .................. 4,552,198 0.7 148.6 - - - 3.6 1529
Tax benefits on share award
transactions -- -- 110.1 -- -- -- - 110.1
Treasury shares acquired (3,721,354) -- -- -- -- -- (391.9) (391.9)
Compensation expense - - - - 2.6 - -- 2.6
Dividends on common shares........... -- -- 0.3 -- -- (302.3) - (302.0)
Balance, December 31, 2005 306,485,298 43.4 806.3 90.9 - 2,282.3 (666.8) 2,556.1
Comprehensive income:
Net earnings .........cccoeeveeveervenninne - - - - - 1,348.1 - 1,348.1
Change in net unrealized gains
(losses) on investments................ -- -- -- 7.9 -- -- - 7.9
Foreign currency translation
adjustments ........oeveeverieeeenirienne -- -- -- 90.4 -- -- - 90.4
Total comprehensive income....... 1,446.4
Adjustment to initially apply FASB
Statement No. 158, net of taxes... - -- - (61.9) - -- - (61.9)
Share-based payments -- -- 83.0 -- -- -- - 83.0
Share award transactions . 3,175,731 0.5 79.1 - - (0.9) 312 109.9
Tax benefits on share award
transactions -- -- 96.1 -- -- -- - 96.1
Treasury shares acquired .... (8,478,625) - -- -- -- -- (899.2) (899.2)
Share cancellation -- - 0.2) - -- (10.6) 10.8 --
Dividends on common shares........... -- -- 0.2 -- -- (417.0) - (416.8)
Balance, December 31, 2006............ 301,182,404 439 1,064.5 127.3 - 3,201.9 (1,524.0) 2,913.6
Comprehensive income:
Net earnings .... -- -- -- -- -- 1,586.4 - 1,586.4
Change in net unrealized gains
(losses) on investments................ -- -- -- (10.4) -- -- - (10.4)
Foreign currency translation
adjustments .........coceverrerniencenes -- -- -- 101.0 -- - -- 101.0
Unrecognized postretirement
benefits losses and prior service
costs, net of taxes.....ooeevveveecennes -- -- -- (14.9) -- -- - (14.9)
Total comprehensive income....... 1,662.1
Adjustment to initially apply FASB
Interpretation No. 48 . -- - -- - -- 30.0 - 30.0
Share-based payments .... -- -- 84.4 -- -- -- - 84.4
Share award transactions .................. 4,144,557 0.3 60.2 - - (0.3) 129.8 190.0
Tax benefits on share award
transactions -- -- 110.8 -- -- -- - 110.8
Treasury shares acquired .... (7,664,255) - - -- - -- (1,003.4) (1,003.4)
Share cancellation - (1.1) (20.4) -- - (812.7) 834.2 -
Dividends on common shares -- -- 0.3 -- -- (613.1) - (612.8)
Balance, December 31, 2007 297,662,706 $ 431 $ 1,299.8 § 203.0 $ - $ 33922 $§ (1,5634) $ 3,374.7

See accompanying notes to consolidated financial statements.



ALCON, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash provided by (used in) operating activities:
NEt CAININGS .....ceveeeeieiieieeieeee ettt eeee e e
Adjustments to reconcile net earnings to cash provided
from operating activities:
DEPreciation........cceervieriieriieieeiesieseesieeeeeaeeeesreeseeenseens
Amortization of intangibles............cecevieiieiiniinienieen.
In process research and development..............ccccceevveenenn.
Amortization of deferred compensation.............cccceeee..e.
Share-based payments..........cccceeveervieceeeeeneeneecreeee e
Tax benefit from share-based compensation....................
Deferred iNCOME tAXES .....eeeeueeierienierienienieeieeeeeeeeeeniene
Loss (gain) on sale of assets............
Provisions for losses (note 18)
Changes in operating assets and liabilities, net of effects
from business acquisition:
Trading SECUTItICS ....ccvverveeierierieriieie e e eeeeneeeeeeeeas
Trade receivables..........cceieierereneieeceeeee e
INVENLOTIES ...ttt
Other aSSetS....c.eeruierierieiieiientee et
Accounts payable and other current liabilities..............
Other long term labilities..........cccoeeeieierieieieieseeee

Net cash from operating activities ............ccccevceruenene
Cash provided by (used in) investing activities:

Proceeds from sale of aSSets ........cceeeeveereeneeiieiereeeeee
Purchases of property, plant and equipment........................
Acquisition of business, net of cash acquired......................
Purchases of intangible assets..........ccocvverieevieiiereeneenieenenns
Purchases of available-for-sale investments.........................
Proceeds from sales of available-for-sale investments ........

Net cash from investing activities..........c.cceceeeeeeencne
Cash provided by (used in) financing activities:

Net proceeds from (repayment of) short term debt..............
Proceeds from issuance of long term debt.............cceeueeneen.
Repayment of long term debt ............ocoiiviiiiininienee.
Dividends on common Shares...........cccceveveneneneneneeeenne.
Acquisition of treasury shares ...........ccoccoeeeeveeiveieneeneenen.
Proceeds from exercise of stock options............ccceevveveennnnns

Tax benefits from share-based payment
AITANZEINCILS. ¢..cveeueenteteteete et eieettesteseetestestesbeebesbeeieeneene

Net cash from financing activities .............ccoeeenvnnen.
Effect of exchange rates on cash and cash equivalents ...........

Net increase in cash and cash equivalents..............cccceveevvennenn.
Cash and cash equivalents, beginning of year.........................

Cash and cash equivalents, end of year...........cccceevveevvrverennnne.

See accompanying notes to consolidated financial statements.

Years ended December 31,

2007 2006 2005
(in millions)

$ 1,586.4  § 1,348.1 931.0
159.7 158.5 124.9
50.7 198.8 85.7

9.3 -- --

-- -- 2.6

84.7 81.2 --
15.6 -- 110.1
(26.3) (105.9) (22.5)
(11.7) 2.6 2.7

-- (120.3) 248.7
(405.1) 74.0 (213.3)
(95.1) (148.7) (81.2)
34 (11.5) (18.6)
(129.4) (5.7) (37.4)
110.4 (93.9) 80.9
116.9 28.7 21.4
1,469.5 1,405.9 1,235.0
3.1 1.5 3.7
(227.2) (222.3) (162.2)
(111.5) -- --
(0.1) -- (43.2)
(36.6) (371.0) (371.2)
145.2 425.7 190.6
(227.1) (166.1) (382.3)
729.4 (108.3) 123.9
1.3 -- --
(6.1) (6.3) (16.1)
(612.8) (416.8) (302.0)
(1,003.4) (899.2) (391.9)
189.8 109.8 153.1
95.2 96.1 --
(606.6) (1,224.7) (433.0)
9.3 16.9 (55.9)
645.1 32.0 363.8
1,489.2 1,457.2 1,093.4
$ 2,134.3 $ 1,489.2 1,457.2




ALCON, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(in millions, except share data)

(1) Summary of Significant Accounting Policies and Practices
(a) Description of Business

Alcon, Inc. ("Alcon"), a Swiss corporation, is a majority owned subsidiary of Nestlé S.A. ("Nestl¢"). The principal
business of Alcon and all of its subsidiaries (collectively, the "Company") is the development, manufacture and marketing
of pharmaceuticals, surgical equipment and devices, contact lens care and other vision care products that treat eye diseases
and disorders and promote the general health and function of the human eye. Due to the nature of the Company's
worldwide operations, it is not subject to significant concentration risks.

(b) Principles of Consolidation

The consolidated financial statements include the accounts of the Company. All significant balances and transactions
among the consolidated entities have been eliminated in consolidation. All consolidated entities are included on the basis
of a calendar year.

(c¢) Management Estimates

Management of the Company has made a number of estimates and assumptions relating to the reporting of assets and
liabilities and the disclosure of contingent assets and liabilities to prepare these financial statements in conformity with
accounting principles generally accepted in the United States of America ("U.S. GAAP"). Actual results could differ from
those estimates.

(d) Foreign Currency

The reporting currency of the Company is the United States dollar. The financial position and results of operations of
the Company's foreign subsidiaries are generally determined using the local currency as the functional currency. Assets
and liabilities of these subsidiaries have been translated at the rate of exchange at the end of each period. Revenues and
expenses have been translated at the weighted average rate of exchange in effect during the period. Gains and losses
resulting from translation adjustments are included in accumulated other comprehensive income (loss) in shareholders'
equity. The impact of subsidiaries located in countries whose economies are considered highly inflationary is insignificant.
Gains and losses resulting from foreign currency transactions are included in nonoperating earnings. Under Swiss
corporate law, Alcon is required to declare any dividends on its common shares in Swiss francs.

(e) Cash and Cash Equivalents

Cash equivalents include demand deposits and all highly liquid investments with original maturities of three months or
less.

(f) Inventories
Inventories are stated at the lower of cost or market. Cost is determined primarily using the first-in, first-out method.
(g) Investments
The Company holds investments of various types, maturities and classifications.
Trading Securities. Trading securities are stated at fair value, with gains or losses resulting from changes in fair value
recognized currently in earnings. Gains or losses from changes in fair value of these securities are included in the
consolidated statements of earnings in other, net.
Available-for-Sale Investments. Investments designated as available-for-sale include marketable debt and equity
securities. Investments designated as available-for-sale are reported at fair value, with unrealized gains and losses, net

of tax, recorded in shareholders' equity. The cost of securities sold is based on the specific identification method.
Realized gains and losses on the sale of these securities are recorded in the consolidated statements of earnings in

10



ALCON, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(in millions, except share data)

other, net. Should the decline in value of any investment be deemed to be other-than-temporary, the investment basis
would be written down to fair value and the write-down would be recorded to earnings as a loss.

Held-to-Maturity Investments. The Company holds no investments classified as held-to-maturity.

Short Term/Long Term Classification. The Company considers all liquid interest-earning investments with a maturity
of three months or less to be cash equivalents. Debt securities with maturities greater than three months and less than
one year are classified as short term investments. Generally, debt securities with remaining maturities greater than one
year are classified as long term investments. However, investments with maturities greater than one year may be
classified as short term based on their highly liquid nature and because they represent the investment of cash that is
available for current operations.

(h) Financial Instruments

The Company uses various derivative financial instruments on a limited basis as part of a strategy to manage the
Company's exposure to certain market risks associated with interest rate and foreign currency exchange rate fluctuations
expected to occur within the next twelve months. The Company evaluates the use of interest rate swaps and periodically
uses such arrangements to manage its interest risk on selected debt instruments.

The Company regularly uses foreign currency forward exchange contracts to reduce the effect of exchange rate
changes on certain foreign currency denominated intercompany and third-party transactions. The forward exchange
contracts establish the exchange rates at which the Company purchases or sells the contracted amount of foreign currencies
for specified local currencies at a future date. The Company uses forward contracts, which are short term in nature, and
receives or pays the difference between the contracted forward rate and the exchange rate at the settlement date.

All of the Company's derivative financial instruments are recorded at fair value. For derivative instruments designated
and qualifying as fair value hedges, the gain or loss on these hedges is recorded immediately in earnings to offset the
changes in the fair value of the assets or liabilities being hedged. For derivative instruments designated and qualifying as
cash flow hedges, the effective portion of the gain or loss on these hedges is reported as a component of accumulated other
comprehensive income (loss) in shareholders' equity, and is reclassified into earnings when the hedged transaction affects
earnings.

(i) Property, Plant and Equipment
Property, plant and equipment are stated at historical cost. Additions, major renewals and improvements are
capitalized while repairs and maintenance costs are expensed. Upon disposition, the book value of assets and related

accumulated depreciation is relieved and the resulting gains or losses are reflected in earnings.

Depreciation on plant and equipment is calculated on the straight-line method over the estimated useful lives of the
assets, which are as follows:

Land imMPrOVEMENLS. ... .cccuieiieiieiieetieettete ettt sttt et et eteee e ste e et e e enteemeesseesseenseenseeneeenees 25 years
Buildings and IMPIrOVEMENTS..........eeiiiiieiieiieieeie ettt te sttt et seeeseeeeeeneeeneesseeeeeneeas 12-50 years
Machinery, other equipment and SOftWAIE ............cevierieiieii e 3-12 years

(7)) Goodwill and Intangible Assets, Net

Goodwill is not amortized, but instead is tested for impairment at least annually. Intangible assets with estimable
useful lives are amortized over their respective estimated useful lives to their residual values and reviewed for
recoverability upon the occurrence of an event that might indicate conditions for impairment could exist.

Intangible assets, net, consist of acquired customer base, trademarks, patents and licensed technology. The cost of

these intangible assets is amortized on a straight-line basis over the estimated useful lives of the respective assets, which
are 4 to 20 years.
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(k) Impairment

Long-lived assets and certain identifiable intangible assets are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and
used is measured by a comparison of the carrying amount of an asset to future net cash flows expected to be generated by
the asset. If such assets are considered to be impaired, the impairment to be recognized is measured by the amount by
which the carrying amount of the assets exceeds the fair value of the assets. Assets to be disposed of are reported at the
lower of the carrying amount or fair value less costs to sell.

() Pension and Other Postretirement Plans

The Company sponsors several defined contribution plans, defined benefit retirement plans and a postretirement
healthcare plan.

The Company provides for the benefits payable to employees on retirement by charging current service costs to
income systematically over the expected service lives of employees who participate in defined benefit plans. An
actuarially computed amount is determined at the beginning of each year by using valuation methods that attribute the cost
of the retirement benefits to periods of employee service. Such valuation methods incorporate assumptions concerning
employees' projected compensation and healthcare cost trends. Prior service costs for plan amendments are generally
charged to income systematically over the remaining expected service lives of participating employees.

Effective December 31, 2006, the Company adopted the recognition and related disclosure provisions of Statement of
Financial Accounting Standards ("SFAS") No. 158, "Employers' Accounting for Defined Benefit Pension and Other
Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R)." Under SFAS No. 158, the
overfunded or underfunded status of defined benefit postretirement plans (other than multiemployer plans) must be shown
as an asset or liability in the balance sheet and changes in the funded status are recognized in the year in which the changes
occur through other comprehensive income. The Company has elected to delay adoption of the provision to measure the
funded status of a plan as of the date of its year-end balance sheet. The requirement to measure plan assets and benefit
obligations as of the fiscal year-end date is required for fiscal years ending after December 15, 2008. Under SFAS No.
158, retrospective application is not permitted. Therefore, the amounts of accumulated other comprehensive income (loss)
at December 31, 2007 and 2006 are not directly comparable to the amount at December 31, 2005.

The cost recognized for defined contribution plans is based upon the contribution required for the period.
(m) Revenue Recognition

The Company recognizes revenue on product sales when the customer takes title and assumes risk of loss except for
surgical equipment sales. If the customer takes title and assumes risk of loss upon shipment, revenue is recognized on the
shipment date. If the customer takes title and assumes risk of loss upon delivery, revenue is recognized on the delivery
date. Revenue is recognized as the net amount to be received after deducting estimated amounts for rebates and product
returns.

The Company recognizes revenue on surgical equipment sales when the customer takes title and assumes risk of loss
and when installation and any required training have been completed. Per procedure technology fees related to refractive
laser systems are recognized in the period when the procedure is performed.

The Company recognizes revenue in accordance with the United States Securities and Exchange Commission Staff
Accounting Bulletin No. 104.

When the Company recognizes revenue from the sale of products, certain items, such as cash discounts, allowances
and rebates, which are known and estimable at the time of sale, are recorded as a reduction of sales in accordance with
Emerging Issues Task Force Issue No. 01-9, "Accounting for Consideration Given by a Vendor to a Customer (Including a
Reseller of the Vendor's Products)." To the extent the customer will, or is expected to, reduce its payment on the related
invoice amounts, these items are reflected as a reduction of accounts receivable and sales.
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In accordance with certain government rebate requirements (such as those under U.S. Medicaid and Medicare) and
with certain contractual agreements, the Company is required to pay rebates to customers, their customers or government
agencies under provisions that limit the amounts that may be paid for pharmaceuticals and surgical devices. The amount of
accrued product rebates is included in other current liabilities.

The Company records a reduction of sales for estimated discounts, allowances and rebates in the period in which the
related sales occur, based upon historical experience of amounts paid and amounts as a percentage of sales. The Company
also considers the effects of changes in product pricing, in sales trends, in contract terms and in laws and regulations.

Value added taxes and other sales taxes are excluded from sales.
(n) Research and Development

Internal research and development are expensed as incurred. Third-party research and development costs are expensed
as the contracted work is performed or as milestone results have been achieved.

(o) Selling, General and Administrative

Adbvertising costs are expensed as incurred. Advertising costs amounted to $151.1, $130.4 and $128.8 in 2007, 2006
and 2005, respectively.

Shipping and handling costs amounted to $66.3, $56.6 and $49.1 in 2007, 2006 and 2005, respectively.
Legal costs are expensed during the period incurred.
(p) Income Taxes

The Company recognizes deferred income tax assets and liabilities for temporary differences between the financial
reporting basis and the tax basis of the Company's assets, liabilities and expected benefits of utilizing net operating loss and
credit carryforwards. The impact on deferred income taxes of changes in tax rates and laws, if any, are applied to the years
during which temporary differences are expected to be settled and reflected in the financial statements in the period of
enactment. Withholding taxes have been provided on unremitted earnings of subsidiaries which are not reinvested
indefinitely in such operations. Dividends paid by subsidiaries to Alcon, Inc. do not result in Swiss income taxes.

(q) Basic and Diluted Earnings Per Common Share

Basic earnings per common share were computed by dividing net earnings by the weighted average number of
common shares outstanding for the relevant period. The unvested portion of restricted common shares was excluded in the
calculation of basic weighted average common shares outstanding. Diluted weighted average common shares reflect the
potential dilution, using the treasury stock method, that could occur if employee stock options for the purchase of common
shares and share-settled stock appreciation rights were exercised and if share-settled restricted share units and contingent
restricted common shares granted to employees were vested.

The following table reconciles the weighted average shares of the basic and diluted share computations:

2007 2006 2005

Basic weighted average common shares outstanding............... 298,353,894 304,279,489 306,036,089
Effect of dilutive securities:

Employee Stock Options.........cceeveeieriererenieieieiesie e 3,606,985 4,359,828 5,580,253

Share-settled stock appreciation rights...........cccccverveennnnen. 98,358 859 --

Share-settled restricted share units .........cccccooevvveevevereennen. 14,555 2,853 -

Contingent restricted common shares..............cccoecveeveennne 88,227 28,678 286,835
Diluted weighted average common shares outstanding............ 302,162,019 308,671,707 311,903,177
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Certain executives of the Company had deferred the receipt of 161,097 and 174,413 Alcon common shares at
December 31, 2007 and 2006, respectively, into the Alcon Executive Deferred Compensation Plan ("DCP") discussed in
note 13. Alcon common shares held in the DCP were reflected as outstanding in the consolidated balance sheets and were
included in the applicable basic and diluted earnings per share calculations.

The computations of diluted weighted average common shares outstanding for the years ended December 31, 2007 and
2006 did not include the following instruments, as their exercise prices and unrecognized costs were greater than the
average market price of the common shares:

2007 2006
StOCK OPHIONS ..veeeiiieeiieeieeeiee ettt sae et saaeeeaeesnaeeneee s - 179,984
Share-settled stock appreciation rights ...........cccceeeeeeererenenenenceeeeeene 13,402 1,315,645

The effect of their inclusion would have been anti-dilutive.

The effect of anti-dilutive stock options was not significant in 2005, and no share-settled stock appreciation rights
were granted prior to 2006.

(r) Comprehensive Income

Comprehensive income consists of net earnings, foreign currency translation adjustments, unrealized gains (losses) on
investments, the changes in the funded status of defined benefit postretirement plans (beginning in 2007) and, in 2005,
minimum pension liability adjustments and is presented in the consolidated statements of shareholders' equity and
comprehensive income.

(s) Share-Based Compensation

Effective January 1, 2006, the Company adopted SFAS No. 123(R), "Share-Based Payment." This statement replaced
SFAS No. 123, "Accounting for Stock-Based Compensation" and supersedes Accounting Principles Board ("APB")
Opinion No. 25, "Accounting for Stock Issued to Employees." SFAS No. 123(R) requires the measurement and
recognition of compensation expense for all share-based payment awards made to employees and directors, based on
estimated "fair values."

The Company adopted SFAS No. 123(R) using the modified prospective transition method. Under that transition
method, compensation cost recognized in the year ended December 31, 2006 included:

(a) compensation cost for all share-based payments granted prior to, but not vested as of January 1, 2006, based on
the grant-date "fair value" estimated in accordance with the original provisions of SFAS No. 123, and

(b) compensation cost for all share-based payments granted subsequent to January 1, 2006, based on the grant-date
"fair value" estimated in accordance with the provisions of SFAS No. 123(R).

Net earnings for the years ended December 31, 2007 and 2006 reflected the impact of SFAS No. 123(R). In
accordance with the modified prospective transition method, the consolidated financial statements for the year ended
December 31, 2005 have not been restated to reflect the impact of SFAS No. 123(R). Therefore, the results for the years
ended December 31, 2007 and 2006 are not directly comparable to those in the year ended December 31, 2005.

SFAS No. 123(R) requires companies to estimate the "fair value" of share-based payment awards as of the date of
grant using an option-pricing model. The value of the portion of the award that is ultimately expected to vest is recognized
as expense on a straight-line basis over the requisite service period. Share-based compensation expense recognized in net
earnings for the years ended December 31, 2007 and 2006 were based on awards ultimately expected to vest, and therefore
the amounts were reduced for estimated forfeitures. SFAS No. 123(R) requires forfeitures to be estimated at the time of
grant and revised, if necessary, in subsequent periods if actual forfeitures differ materially from those estimates. SFAS No.
123(R) also requires that excess tax benefits related to share-based compensation be reflected as financing cash flows
rather than operating cash flows.
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Prior to the adoption of SFAS No. 123(R), the Company applied the intrinsic value based method provisions of APB
Opinion No. 25 and related interpretations in accounting for grants to Company directors, officers and employees under the
2002 Alcon Incentive Plan. Under the intrinsic value method, no share-based employee compensation expense for stock
options had been recognized in net earnings, as all options granted under the plan had an exercise price equal to the fair
market value of the underlying common share at the date of grant. In the pro forma disclosures required under SFAS No.
123 for the periods prior to fiscal 2006, the Company accounted for forfeitures as they occurred.

The Company records deferred tax assets for share-based awards that result in deductions on the Company's income
tax returns, based on the amount of compensation cost recognized and the Company's statutory tax rate in the jurisdiction
in which it will receive a deduction. Differences between the deferred tax assets recognized for financial reporting
purposes and the actual tax deduction reported on the Company's income tax return are recorded in additional paid-in
capital (if the tax deduction exceeds the deferred tax asset) or in the consolidated statement of earnings (if the deferred tax
asset exceeds the tax deduction and no additional paid-in capital exists from previous awards).

(t) Treasury Shares

Treasury shares are accounted for by the cost method. The board of directors has approved the purchase of Alcon
common shares for various purposes as described in notes 12 and 17.

(u) Warranty Reserves

The Company generally warrants its surgical equipment against defects for a period of one year from the installation
date. Warranty costs are estimated and expensed at the date of sale and the resulting accrued liability is amortized over the
warranty period. Such costs are estimated based on actual cost experience.

(v) Reclassifications

In the consolidated statements of cash flows and in notes 3 and 10, certain reclassifications were made to prior year
amounts to conform with current year presentation. These reclassifications had no effect on reported earnings, working
capital or sharcholders' equity.

(2) Cash Flows—Supplemental Disclosures

2007 2006 2005
Supplemental Disclosure of Cash Flow Information:
Cash paid during the year for the following:
Interest expense, net of amount capitalized.......................... $ 482 $ 426 $ 37.8
INCOME TAXES . vueuvevevvreveeeieeenetresesee ettt $ 161.8 $ 2740 $ 157.4

Supplemental Disclosure of Noncash Financing Activities:

a) In 2002, certain Alcon employees elected to convert their interests in the 1994 Phantom Stock Plan into restricted
Alcon common shares and options to purchase Alcon common shares. Deferred compensation (included in
shareholders' equity) related to the restricted common shares was reduced by $2.6, which amount was charged
against earnings in the year ended December 31, 2005, and was reflected as an adjustment in net cash from
operating activities.

b) During the years ended December 31, 2007, 2006 and 2005, certain individuals terminated employment prior to
the vesting of their restricted Alcon common shares and forfeited 18,969 shares, 3,737 shares and 3,817 shares,
respectively. (See note 12 for discussion of restricted common shares.) The forfeited shares were recorded as
treasury shares during the respective periods.

¢) During the years ended December 2007, 2006 and 2005, $0.3, $0.2 and $0.3, respectively, of dividends,
applicable to Alcon common shares that previously were deferred into the Alcon Executive Deferred
Compensation Plan, were not paid in cash but were credited to additional paid-in capital until such dividends are
delivered in common shares. In 2006 and 2005, 737 and 911 treasury shares, representing previously declared
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dividends applicable to common shares withdrawn from this plan, were delivered to plan participants. No such

shares were delivered in 2007.

d) In 2005, the Company acquired the patent rights of certain products in return for certain fixed payments. The
present value of the noninterest bearing payments ($7.4) was recorded in intangible assets and in license
obligations (included in long term debt) and, as a noncash transaction, was not reflected in the consolidated

statement of cash flows.

(3) Supplemental Balance Sheet Information

December 31,

2007 2006
Cash and Cash Equivalents
LT FO OSSPSR $ 969 § 106.7
Cash equivalents on deposit with Nestlé .........cccccevieriiriiciieiirieeeeeeee e 43 4.6
Cash equivalents == OtheT.........ccoccuiiiiiiieieieeee e 2,033.1 1,377.9
TOtAL .ttt $ 2,1343 § 1,489.2

Cash equivalents consisted of interest-bearing deposits and repurchase agreements with an initial term of less than

three months.

December 31,

2007 2006
Trade Receivables, Net
TTAdE TECEIVADIES. ..ottt ettt et eaeesaeens $ 1,1234  §$ 943.1
Allowance for doubtful aCCOUNtS.........c.eeeeiieeciiiiiieeiie e (34.2) (30.3)
2\ TSRS $ 1,089.2 § 912.8
2007 2006 2005
Allowance for Doubtful Accounts
Balance at beginning of year............ccccocevvevieivreeiiceeeeeenna $ 303 $ 280 § 31.9
Bad debt eXPense.........cecueeiirierieiieneee e 4.4 3.2 0.3
Charge-off (recoveries), Net ........ccoecveeeereereerieeieiee e (0.5) (0.9) 4.2)
Balance at end of YEar..........cccooevvveuiirieriieieieeeeeceeeeeen $ 342§ 303§ 28.0
December 31,
2007 2006
Inventories
FiniShed PrOdUCES .....c.ccviivieieiiieietiieieetetetett ettt bbb $ 3376 § 287.0
WOTK 11 PIOCESS....cuveiieieiesiieiieit ettt ettt ettt et e s tesaee st eseenseensesnsessaesseensean 47.8 43.1
RAW MALEIIALS ...t 163.1 143.7
TOLAL ...ttt ettt ettt ettt ettt ene et enean $ 5485 % 473.8
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December 31,

2007 2006
Other Current Assets
Prepaid EXPENSES ....ocvivivieriieeietiiteeeete ettt ettt ettt ere e eteere et te et esetsere e etsere e teereanas $ 484 % 36.0
Prepaid INCOME tAXES .....verveerieieeieeiesiesieeit et eteeetesteeteebeeseeeaessaesneesseeseennesnnenns 122.5 13.1
Receivables from affiliates .........c.c.oooooviiiiiiieiiiie e 0.2 0.2
(13T SRR 122.6 93.5
TTOEAL ettt ettt e et e e e e e e et eeaeeenesee st enaeeeareeeeeeneenens $ 2937 $ 142.8

December 31,

2007 2006

Property, Plant and Equipment, Net
Land and iIMProOVEMENTS .........cceeviiuieiieiieiieeeeteeeteereereeereseesreesreeaeeenesreesaeesseenns $ 295 § 27.2
Buildings and improvements ...........coueueuerierenereeeeceeeie e 701.7 655.5
Machinery, other equipment and SOftWare............ccocoeeeiiieieienirce e, 1,249.2 1,101.1
CONSIIUCTION 1N PIOZIESS ...vrvveereererreerreesreesesresseesseesseesseessesssesssessaesseesseessesssesseenns 145.3 107.6

TOLAL .ttt 2,125.7 1,891.4
Accumulated depreCiation ............vevuiecuieieeienieieieeie et steesae e eesee e ae e e (1,095.7) (970.7)

N ettt sttt bbbt ettt $ 1,030.0 $ 920.7

Construction in progress at December 31, 2007 consisted primarily of various plant expansion and upgrade projects.
Commitments related to these projects at December 31, 2007 totaled $61.3.

December 31,

2007 2006
Other Current Liabilities
Deferred income tax labilities.........eouerueriiriiiiiieieieiee e $ 16.6 § 14.7
Payables t0 affiliates .......ccooueiiiiiieieeee s 1.9 2.7
ACCTUCA WAITANTIES ....c.eeeeieeeeiieeeete ettt ettt ettt eae et ese e e e beseeebe et ebe e e eneeeeneas 6.6 7.3
ACCTUCA COMPENSALION ...evvvevieiierieiieeteeteesteesteereesseeesessaesseesseesseessesssesseesseessesssenns 287.5 255.0
ACCTUGH TAXES ..ottt ettt ettt ettt b ettt e et bbbt ese et eneen 208.1 260.6
AcCCTued ProduCt TEDALES ......cuvereeeiieiieieeieeeeete et ete e seesteesbeeaeeeeseeesseesseenseens 140.8 119.2
ORI ettt ettt st s 239.6 240.4
TOLAL .ottt $ 901.1 § 899.9
2007 2006 2005
Warranty Reserve
Balance at beginning of year ............cccooeveveivieeeenieeenennen, $ 73 $ 79 $ 7.6
Warranty eXpense .......cceeeeereeerueeneenienienieenieeieeeeeseesieeneas 9.1 8.5 10.7
Warranty payments, N€t.........cccuvervveerieeriueeniieeniieenieeniaeennns (9.8) (9.1) (10.4)
Balance at end of year ...........ccccoeieveieiieieieieeeeeee e $ 66 § 73 S 7.9
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December 31,

2007 2006

Other Long Term Liabilities
PENSION PLANS.....ocviiieieiiiieeeetieeee ettt ettt ettt ettt eaene s $ 3453  § 308.3
Postretirement healthcare plan ............cccoceeevieviieciieieniieseeeee e 108.9 107.3
Deferred COMPENSAtiON. ........c.eevieiieieeiierieieeie ettt ee e eneeas 31.1 28.2
Long term income tax liabilities (NOt€ 9) .......ccceevvirierierieiieeeceeeeeee e 200.7 --
Minority interest (NOte 19) ......ooiiiiiiiiieee et 3.1 --
L0 115 1S) USRSt 13.5 9.7

TOAL...viveeieteet ettt ettt ettt ettt et et te ettt e et e s etesbessesesbesnesessennesens $ 702.6 $ 453.5

December 31,

2007 2006
Accumulated Other Comprehensive Income (Loss)
Foreign currency translation adjustment ............ccoceeerieienieiienenese e $ 283.0 $ 182.0
Unrealized gains (losses) on investments, net of income taxes...........ccceceeueneee 3.2) 7.2
Unrecognized postretirement benefits losses and prior service costs, net of tax
DENCTIES .ottt erb e ebeeraereenreas (76.8) (61.9)
TOTAL .ottt ettt $ 203.0 $ 127.3

At December 31, 2007, the portion of retained earnings that was available under Swiss law for the payment of
dividends was $2,860.2.

For the years ended December 31, 2007, 2006 and 2005, the Company declared and paid dividends on common shares
in Swiss francs ("CHF") as follows:

2007 2006 2005

Dividends per common share in Swiss francs.............ccceevveeeeneens CHF 2.50 CHF 1.68 CHF 1.18
Dividends per common share measured in U.S. dollars ................ $ 2.04 $ 1.38 $ 0.99
Total dividends on common shares measured in U.S. dollars ....... $ 613.1 $ 417.0 $ 302.3
(4) Investments

At December 31, 2007 and 2006, investments were as follows:

2007 2006

Short term investments:

Trading SECULIHIES ......cveeviieeiereeiete ettt ettt $ 5444 $ 139.3

Available-for-sale INVESIMENTS.........c.co.eoveirerieiriinieinieereeeeeeeeeeeeeeenes 125.4 181.7

Total short term INVEStMENLS ........ccoeevvereirieieinieieeereeeceeree e $ 6698 § 321.0

Long term investments—available-for-sale investments ..............ccoecvveieeeerneennen. $ 418 $ 91.1
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At December 31, 2007 and 2006, trading securities were as follows:

2007 2006
Net Estimated Net Estimated
Unrealized Fair Unrealized Fair
Gains Value Gains Value
Total trading SECUTTLIES ......cveveveveeiiereeiieieereere e $ 03 S 5444 $ 160 $ 139.3

At December 31, 2005, $49.9, including unrealized gains of $1.9, of the trading securities consisted of a hedge fund
operated by an investment management company owned by Nestlé. These trading securities were liquidated during 2006.

At December 31, 2007, available-for-sale investments were as follows:

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Short term investments:
Mortgage-backed securities..........ccooveveviereeerinenenn. $ 530 $ - 3 0.1) $ 52.9
Senior secured bank 10ans ...........cccecvevverveiieciennnnn. 76.0 -- (3.5) 72.5
Total short term investments.............ccceeeveeveeennne 129.0 -- (3.6) 1254
Long term investments:
U.S. government and agency securities................... 23 0.2 -- 2.5
Mortgage-backed SECUTItIES......ccuervereeereeeiieierienne. 0.5 -- -- 0.5
Equity SECUIItIes ....c.eevuvereieiieiieieeiesie e 36.3 4.1 4.0) 36.4
Other INVEStMENTS.....cocueeveeiirieniieniieieeeee e 23 0.1 -- 24
Total long term investments............ccccevceereennene. 41.4 4.4 (4.0) 41.8
Total available-for-sale investments.................... $ 1704 $ 44 $ (7.6) $ 167.2
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At December 31, 2006, available-for-sale investments were as follows:

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

Short term investments:
Mortgage-backed securities............covvveverrirvennee. $ 508 $ - $ 27 $ 48.1
Senior secured bank loans...........cccceevveeeieenireennnn. 133.9 -- (0.3) 133.6
Total short term investments ...........ccccceeeveeennennns 184.7 -- (3.0) 181.7

Long term investments:
U.S. government and agency securities................... 3.1 -- 0.1 3.0
Mortgage-backed securities..........oceeeeeereenueneeneenne. 0.9 -- -- 0.9
Corporate debt Securities........covvvvrrverieeveereereennenne 17.3 0.2 (0.3) 17.2
Equity SECUTItIES ....cvveieieeieiicieeieeeeeeeee e 57.5 12.2 (2.2) 67.5
Other INVEStMENLS.........ccevvererieieiereneeseeeeeenen 2.1 0.4 -- 2.5
Total long term investments .............occerverueennene 80.9 12.8 (2.6) 91.1
Total available-for-sale investments.................... $ 265.6 $ 12.8 $ (5.6) $ 272.8

The contractual maturities of available-for-sale investments at December 31, 2007 were as follows:

Estimated
Amortized Fair
Cost Value

Securities not due at a single maturity date™ ............cccovoiiiiiiiiinieee e $ 131.8 $ 128.4
Other debt securities, maturing:

WIhIN ONE YEAT ....eeiiiiieiiiie ittt -- --

After 1 year through 10 YEarS........cccevieriieciieieeiereeie e eee et sae e eseeereeseeeseensens -- --

After 10 years through 15 YEars ........cccvevvieiieiiiieiieieee ettt -- --

BeyOnd 15 YEATS....ccuiiiiiiieieciieieete ettt ettt et ae b enaeenae e -- --

Total debt securities recorded at market .............ccoecvevierieniiecieeieeieseeeee e 131.8 128.4

Equity and other iINVESTMENLS ...........ceieieiieriieiieie et 38.6 38.8

Total available-for-sale iINVESIMENTS .........cccueereieieriirierieieee e $ 1704 § 167.2

*Mortgage-backed securities and senior secured bank loans.

Proceeds from sales of available-for-sale investments were $145.2, and the gross realized gains and gross realized
losses on those sales were $15.2 and $1.6, respectively, for the year ended December 31, 2007. For the year ended
December 31, 2006, proceeds from sales of available-for-sale investments were $425.7, and the gross realized gains and
gross realized losses on those sales were $5.7 and $3.6, respectively. For the year ended December 31, 2005, proceeds
from sales of available-for-sale investments were $190.6, and gross realized gains and gross realized losses on those sales
were $4.3 and $1.1, respectively.

The net unrealized holding gains (losses) for available-for-sale investments included in accumulated other
comprehensive income (loss) in shareholders' equity at December 31, 2007, 2006 and 2005 were $(3.2), $7.2 and $(0.7),
respectively. Net unrealized holding gains (losses) on trading securities included in earnings for the years ended December
31,2007, 2006 and 2005 were $(15.7), $13.4 and $2.6, respectively.
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The changes in net unrealized gains (losses) on investments, net of taxes, included in accumulated other
comprehensive income (loss) were:

2007 2006 2005
Changes in unrealized holding gains (losses) arising
during the Period ..........ccvevieveiiiieeeiceeeeceeee e $ 32§ 7.1 S 14
Reclassification adjustment for losses (gains) included
10 NEE INCOME ...ttt ettt ettt et e seeaesaesseesseenaeenneens (13.6) 0.8 0.5
Changes in net unrealized gains (losses) on investments,
NEE OF TAXES.c.cvivieieeiitiieteet ettt ettt et es st eb s v s ss s sens $ (104) § 79 $ 1.9

As of December 31, 2007, gross unrealized losses and fair value of investments with unrealized losses that were not
deemed to be other-than-temporarily impaired, summarized by investment category and length of time the individual
securities had been in a continuous unrealized loss position, were:

Less than 12 months 12 months or greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
Short term investments:
Mortgage-backed securities ....... $ 529 0.1) $ - S5 - S5 529 $ (0.1)
Senior secured bank loans ......... 72.5 (3.5) -- -- 72.5 (3.5)
Total short term investments...... 125.4 (3.6) -- -- 125.4 (3.6)
Long term investments:
Equity securities..........ceevevevenens 12.2 (3.3) 1.6 (0.7) 13.8 (4.0)
Total available-for-sale
INVeStMEnts .........cooveeeeeeennennes $§ 1376 § 69 § 1.6 § 0.7) § 1392 § (7.6)

(5) Impairment of Long-Lived Assets Held and Used

Year ended December 31, 2007

During the year ended December 31, 2007, the Company recognized losses totaling $32.7 related to the impairment of
certain plant, equipment and intangible assets used in its refractive product line and to the valuation of refractive product
inventories. The losses were recorded in cost of goods sold ($24.0) and amortization of intangibles ($8.7) in the
consolidated statements of earnings for the year ended December 31, 2007.

During March 2007, in connection with the Company's ongoing review of its refractive product line, the Company
determined that the carrying amounts of long-lived assets used in the refractive product line probably would not be
recovered through the respective projected cash flows, although the Company continued to use those assets. Consequently,
the impairment review was conducted using the then-latest projections on a gross basis to determine whether the carrying
amounts of the refractive assets were recoverable. After the carrying amounts were determined not recoverable, a
traditional discounted cash flow calculation was used to estimate the fair values of the refractive assets for the purpose of
measuring the impairment losses, as the Company believes this approach provided the most reasonable estimate of the fair
values of those assets.
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Year ended December 31, 2006

During the year ended December 31, 2006, the Company identified impairment losses totaling $144.8 related to
certain plant, equipment and intangible assets. The respective losses were recognized in cost of goods sold ($19.1) and
amortization of intangibles ($125.7) in the consolidated statement of earnings for the year ended December 31, 2006.

The Company's corporate planning process indicated that the carrying amounts of long-lived assets used in the
refractive product line probably would not be recovered through the respective projected cash flows, although the
Company continued to use those assets. Consequently, the impairment review was conducted using the then-latest
projections in the corporate planning process on a gross basis to determine whether the carrying amounts of the refractive
assets were recoverable. After the carrying amounts were determined not recoverable, a traditional discounted cash flow
calculation was used to estimate the fair values of the refractive assets for the purpose of measuring the impairment losses,
as the Company believes this approach provided the most reasonable estimate of the fair values of those assets.

(6) Intangible Assets and Goodwill

December 31, 2007 December 31, 2006
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
Intangible assets subject to amortization:

Licensed technology.........ccccecvvveveirieeeennennns $ 302.6 $ (266.7) $ 3106 $ (227.8)
Oher .ooveeeiieieeee e 152.8 (99.1) 101.1 (88.7)
TOtal ..o $ 4554 $ (365.8) $ 4117 § (316.5)

The changes in the gross carrying amounts and accumulated amortization of licensed technology and other intangible
assets subject to amortization for the year ended December 31, 2007 reflected impairment losses of $8.7 discussed in note
5 above and the business acquisition discussed in note 19.

Years ended December 31,
2007 2006 2005

Aggregate amortization expense related to intangible assets ......... $ 507 § 198.8 $ 85.7

Amortization expense in 2007 and 2006 included the impairment losses of $8.7 and $125.7, respectively, discussed in
note 5.

Estimated Amortization Expense:

For year ended December 31, 2008.........cccoveriieiiiieiieiieneeie e $ 26.5
For year ended December 31, 2009..........c.ccevierierieniininiieiieieieieiesie e eneenns $ 19.2
For year ended December 31, 2010.........ccccuevierierieniinieieeiieieieieiesee e eeneenns $ 17.7
For year ended December 31, 201 L......c.ccoccueieienieniieiieieciieceieieieie e $ 11.0
For year ended December 31, 2012.......cciiiiiiiiiiiieieeeeee e $ 3.8

The Company recorded no intangible assets with indefinite lives other than goodwill.
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The changes in the carrying amount of goodwill for the years ended December 31, 2007 and 2006 were as follows:

United States International
Segment Segment Total

Goodwill:

Balance, December 31, 2005 ........covioiieieeeeeeeeeeeeeeeeeeeeeee e $ 3393 § 210.7 $ 550.0
Impact of changes in foreign exchange rates..............cccoevevvvennens -- 3.2 3.2
Balance, December 31, 2006 .........cccccvviiveiiiiiiiieeeieeeeeeeeee e, 339.3 213.9 553.2
ACqQUISILION Of DUSINESS....ccccveeriieeieeiiieeieerieesie e e eieeesene s 48.3 20.7 69.0
Impact of changes in foreign exchange rates............c.cceceeneenenne -- 3.8 3.8
Balance, December 31, 2007 .....c..oovevieeeiiieeeeeeeeeeeeeeeeeeeee e $ 387.6 $ 2384 $ 626.0

(7) Short Term Borrowings

December 31,

2007 2006
LANES OF CIEAIt..veviuieeiiieietiiteietect ettt ens $ 318.7 % 279.2
COMMETCIAL PAPET......eieeiieiieriieeiiertieie e eeeste st et eteeeeeseessaesseeseenseensesnnesneenes 1,261.3 508.3
From affiliates ........cocveiiieiieiieiieciee ettt 132.6 101.3
Bank ovVerdrafts ........ccoeiiiiiiiiieee e e 38.5 37.7
Total Short term DOITOWINGS.........c.curururirieieirieieieieeieieeees e $ 1,751.1  § 926.5

At December 31, 2007, the Company had several unsecured line of credit agreements with third parties totaling $587.9
that were denominated in various currencies. The commitment fees related to unused borrowings under these facilities
were less than $0.5 during 2007, 2006 and 2005. The weighted average interest rates at December 31, 2007 and 2006 were
4.7% and 3.9%, respectively. The amounts outstanding under these agreements at December 31, 2007 were due at various
dates during 2008.

At December 31, 2007, the Company had a $2,000.0 commercial paper facility. At December 31, 2007, the
outstanding balance carried an average interest rate of 4.4% before fees. Nestlé guarantees the commercial paper facility
and assists in its management, for which the Company pays Nestlé an annual fee based on the average outstanding
commercial paper balances. The Company's management believes that any fees paid by the Company to Nestlé for their
guarantee of any indebtedness or for the management of the commercial paper program are comparable to the fees that
would be paid in an arm's length transaction. Total guarantee fees paid to Nestl¢ for the years ended December 31, 2007,
2006 and 2005 were $0.4, $0.4 and $0.5, respectively.

The Company had various unsecured promissory notes and line of credit agreements denominated in various
currencies with several subsidiaries of Nestlé. These short term borrowings at December 31, 2007 were either due on
demand or at various dates during 2008. The weighted average interest rates at December 31, 2007 and 2006 were 3.7%
and 2.6%, respectively. The unused portion under the line of credit agreements was $128.5 at December 31, 2007.

The Company had several unsecured bank overdraft lines of credit denominated in various currencies totaling $193.7
at December 31, 2007. The weighted average interest rates on bank overdrafts at December 31, 2007 and 2006 were 7.3%
and 6.2%, respectively.
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(8) Long Term Debt
December 31,

2007 2006
LiCenSe ODIIZAtIONS.......vcviivieietiirieieteeteee ettt ettt ettt st ae v s $ 54§ 10.7
BanK JOAI ..ot 45.7 429
ONCT. .ttt sttt ettt s 24 1.2
Total long term debt.........cccvevieiiieieeieeeee s 53.5 54.8
Less current maturities of long term debt............ccoooiriiiiiiiiiiieeee, 1.3 5.8
Long term debt, net of current Maturities.........ocoeereereeieriereeneere e $ 522 § 49.0

License obligations represented the present value of noninterest bearing future fixed payments through 2013 that were
capitalized as intangibles. These obligations were discounted at the Company's borrowing rate (4.8%) at the time each
license was obtained.

The Company's Japanese subsidiary has an outstanding bank loan with a fixed interest rate of 1.6%, due in 2011. This
fixed rate of 1.6% was swapped for floating rate yen LIBOR, which was 0.9% at December 31, 2007. The bank loan was
guaranteed by Nestlé for a fee of approximately $0.1 annually in 2007, 2006 and 2005.

Long term maturities for each of the next five years are $1.3 in 2008, $1.9 in 2009, $1.1 in 2010, $46.9 in 2011 and
$1.21in2012.

Interest costs of $2.7, $0.9 and $0.4 in 2007, 2006 and 2003, respectively, were capitalized as part of property, plant
and equipment.

(9) Income Taxes

The components of earnings before income taxes were:

2007 2006 2005
SWIZETIAN. ... $ 1,048.4 $ 1,188.7 $ 590.6
Outside Switzerland ...........cc.ooovvieeiiiiieeiiicecceeeee e 880.6 428.2 612.3
Earnings before income taxes ...........ccocevererereeeeeneeniennane $ 1,929.0 $ 1,616.9 $ 1,202.9
Income tax expense (benefit) consisted of the following:
2007 2006 2005
Current:
SWItZETIANM. ..o $ 1302  $ 101.5 $ 61.8
Outside Switzerland .............ccoveevvieeiiiiiiecie e, 238.7 273.2 232.6
Total CUITENL ...ooeeeviiieeiiie e 368.9 374.7 294 .4
Deferred:
SWiItzZerland.........coeoveeieieieiieiee e 0.1 0.4) 33
Outside Switzerland ............ccoeeeveeeeiiiceeeeeeeeeeeeeee. (26.4) (105.5) (25.8)
Total deferred ..........oovvveeiieceeeee e (26.3) (105.9) (22.5)
TOtAl...oi e $ 342.6 $ 268.8 $ 271.9
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Current tax expense does not reflect benefits of $110.8, $96.1 and $110.1 for the years ended December 31, 2007,
2006 and 2005, respectively, related to restricted shares and the exercise of employee stock options, recorded directly to
additional paid-in capital.

Income tax expense for the year ended December 31, 2007 included a net reduction of $11.2 for (i) period items
related to audit settlements, APA negotiations, lapses of statutes of limitation and other minor items, and (ii) a provision of
$50.0 for withholding taxes on an intercompany dividend.

A reconciliation of income tax expense at the statutory tax rate of 7.8% in Switzerland to the consolidated effective tax
rate follows:

2007 2006 2005

Statutory inCOME taX Tate.........ccveeeveriereerieerieeieeeeeeaesreseeens 7.8% 7.8% 7.8%
Effect of higher tax rates in other jurisdictions.............c........ 20.9 14.7 17.3
Current year research and experimentation credits................. (1.2) (1.0) (1.0)
Other current year taxes and changes in valuation

ALLOWANCES ..eveeiiiceieeee e 0.3 0.6 0.3
Current year nondeductible and excludable items.................. 9.2) (1.1) 0.7
Tax impact of prior year audit settlements, amended

returns and adjustments to estimates .............ccccceveeeenen. (0.5) 2.7) (3.6)
Effects of recording in 2007 the losses related to the

impairment, in 2006 the reduction in the patent litigation

provision and the impairment losses, and in 2005 the

Provisions for lOSSES .......ccevuerierierieiieieeie e (0.3) (1.7) 1.1
Effective tax rate........cccooeverinineniiineeeeeeeecseesese e 17.8% 16.6% 22.6%

The losses related to impairment are discussed in note 5 and the provision and subsequent reduction related to the
patent litigation are discussed in note 18.

At December 31, 2007, Alcon's subsidiaries had loss carryforwards that expire as follows:

2008ttt sttt sttt es $ 0.1
2009ttt sttt s --
2000ttt ettt --
20T T ettt b ettt e ettt ae e es -
2002 ettt b ettt ettt n et senenees 503.1
201322024 ..ottt 9.1
INAETINILE ..ottt ettt 104.2

Total 108s CarryfOrwards.........cocveieierereie e $ 616.5

Deferred income taxes are recognized for tax consequences of temporary differences by applying enacted statutory tax
rates, applicable to future years, to differences between the financial reporting and the tax basis of existing assets and
liabilities.
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Temporary differences and carryforwards at December 31, 2007 and 2006 were as follows:

December 31,

2007 2006
Deferred income tax assets:
TTade TECEIVADIES ..ottt $ 388 § 31.9
| BN 1 100) & (< PR 6.0 8.6
INtANGIDIE ASSELS ....eveeeieiieiieee ettt 17.4 38.8
(07115 G2 1T £ SRR PRR 1.9 1.5
Accounts payable and other current liabilities ...........cccceeeeeiierenenieneierceee 80.6 72.9
Other HADIITIES ....coovviiieeeiie et e et e e s enaaee e 193.4 177.2
Share-based PAYMENLS .......cc.oceiiiieieieieeese e 49.4 25.7
LSS CarTyfOrwards........ccveevieiieiieieieeie ettt eeaas 202.5 12.2
Gross deferred INCOME tAX ASSELS.....ccuuviviiveieeeiiieeeeeee e e e e e e ereeeea 590.0 368.8
UNUSEA 1aX CIEAILS ...vvveiiiveiiieieiie ettt e e e e e eee e s eaaeeeenes 9.5 7.4
Valuation allOWanCe..........ecverieriierieeieeie ettt eae e nes (188.2) 4.1
Total deferred INCOME taX ASSELS......cvveeeiereeeeeeirieeeeree e eeee e 4113 372.1
Deferred income tax liabilities:
Property, plant and equipment ............ccocevierierieriee e 21.5 22.9
(017115 SRR 18.9 15.8
Total deferred income tax Habilities ..........oovvvvueiiiiiiiiiiiiieieeeee e 40.4 38.7
Net deferred INCOME taX ASSELS .....vvvviieeeieiiiiieeeeee e $ 3709 $ 3334

The valuation allowances for deferred tax assets as of January 1, 2007 and 2006 were $4.1 and $6.1, respectively. The
net changes in the total valuation allowance for each of the years ended December 31, 2007 and 2006 were an increase of
$184.1 and a decrease of $2.0, respectively. The valuation allowances at December 31, 2007 and 2006 were primarily
related to foreign and domestic loss carryforwards that do not appear to be more likely than not to be realized. Based on
the Company's historical pretax earnings, management believes it is more likely than not that the Company will realize the
benefit of the existing net deferred income tax assets at December 31, 2007. Management believes the existing net
deductible temporary differences will reverse during periods in which the Company generates net taxable earnings;
however, there can be no assurance that the Company will generate any earnings or any specific level of continuing
earnings in future years. Certain tax planning or other strategies could be implemented, if necessary, to supplement
earnings from operations to fully realize tax benefits.

Withholding taxes of approximately $46.9 have not been provided on approximately $938.3 of unremitted earnings of
certain subsidiaries since such earnings are, or will be, reinvested in operations indefinitely.

The Company or one of its subsidiaries files income tax returns in Switzerland, the U.S. federal jurisdiction, and
various state and other foreign jurisdictions. With few exceptions, the Company is no longer subject to Swiss, U.S. federal,
state and local, or non-U.S. income tax examinations by tax authorities for years before 2002. The Internal Revenue
Service ("IRS") commenced an examination of the Company’s U.S. income tax returns for 2003 through 2005 in the first
quarter of 2007 that is anticipated to be completed by the end of 2008. The Company is also currently subject to income
tax examinations by various state, local and foreign tax authorities. In addition, the Company is currently negotiating a
bilateral advance pricing agreement ("APA") between Switzerland and the United States covering all material
intercompany transactions involving the Company and its subsidiaries in these two jurisdictions through the year 2014.
During the third quarter of 2007, the Company and the IRS completed negotiations with respect to the APA, and the IRS
submitted its recommended negotiation position to the U.S. competent authority in October 2007. During the fourth
quarter of 2007, the Company submitted a similar request for a bilateral APA between Japanese and Swiss tax authorities
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that would cover the tax years 2008 through 2012. The Company expects that the Swiss-U.S. APA will be finalized in
2008 and the Japanese-Swiss APA will be concluded in 2009 or 2010.

The Company believes that it takes reasonable positions on its tax returns filed throughout the world; however, tax
laws are complex and susceptible to differing interpretations. Tax authorities throughout the world routinely challenge
positions taken by the Company, particularly in the case of transfer pricing issues. The Company has identified its
uncertain tax positions and prepared reserves for its contingent tax liabilities to reflect the associated unrecognized tax
benefits (the "Tax Reserves") in accordance with FASB Interpretation ("FIN") No. 48 which, among other things, requires
that the Company assume that it will be subject to examination in every jurisdiction in which it is subject to tax.
Management believes that the Tax Reserves are fairly stated and that the possibility of a significant increase during the
next 12 months in the amount of unrecognized tax benefits reflected in the Tax Reserves related to periods through the end
of this reporting period is remote. However, the Company believes it is reasonably possible that Tax Reserves could be
substantially eliminated during the next 12 months as a result of actual payment of amounts included in the Tax Reserves
and/or developments in various audits.

The Company adopted the provisions of FIN No. 48, effective January 1, 2007. As a result of the implementation of
FIN No. 48, the Company recognized a $30.0 decrease in the liability for unrecognized tax benefits, which was accounted
for as an increase to the January 1, 2007 balance of retained earnings. The Company’s policy is to classify tax-related
interest and penalties in tax expense. A reconciliation of the beginning and ending amounts of unrecognized tax benefits,
exclusive of interest and penalties, is as follows:

Balance at January 1, 2007 (after FIN No. 48 adoption) ..........cccccevvvenenne. $ 2353
Additions for tax positions related to Prior Years........ccceeeeevereververeerveenenne 38.7
Reductions for tax positions related to prior years .........ccecceeeeeveervenerenenne. (134.2)
Additions for tax positions related to the current year.............cccceeeereeennene 190.4
N T 1115310131 LSRR --
Lapse of statutes of HMitation............ccceeevieerieinieniieieeieeeeeeese e (4.9
Balance at December 31, 2007 ......ooueeoeeeeeee et $ 3253

The total amount of gross unrecognized tax benefits at January 1, 2007 after adoption of FIN No. 48 was $256.0,
including gross interest and penalties of $20.7. The respective amount of unrecognized tax benefits that would impact the
effective tax rate, if recognized, was $224 .4, including net interest and penalties of $13.4. As of January 1, 2007, the
Company included $104.0 in other long term liabilities for the Tax Reserves, net of deposits with statutory authorities.
Prior to January 1, 2007 and the adoption of FIN No. 48, the Company classified Tax Reserves, net of deposits with
statutory authorities, as accrued taxes in other current liabilities.

During the year ended December 31, 2007, the total amount of gross unrecognized tax benefits increased to $342.4,
including gross interest and penalties of $17.1. The increase in gross unrecognized tax benefits reflects the Company's
fourth quarter acquisition of WaveLight AG (note 19), related refractive business restructurings, and further negotiations
with tax authorities. Of this amount, $321.1, including net interest and penalties of $11.7, would reduce the effective tax
rate. At December 31, 2007, the consolidated balance sheet included $200.7 for the Tax Reserves, net of deposits with
statutory authorities, in other long term liabilities.

In September 2007, the Company announced that it expects to realize certain Swiss tax benefits for its commitment to
relocate and significantly expand its global administration operations in Switzerland. The initial term of these benefits
began on January 1, 2008 and is expected to continue for a period of five years. These benefits would be extended for an
additional five years if the Company fulfills certain employment commitments and maintains these commitments through
2022.

(10) Business Segments

The Company conducts its global business through two business segments: Alcon United States and Alcon
International. Alcon United States includes sales to unaffiliated customers located in the United States of America,
excluding Puerto Rico. Alcon United States operating income is derived from operating profits within the United States.
Alcon International includes sales to all other unaffiliated customers.
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Each business segment markets and sells products principally in three product categories of the ophthalmic market:
(1) pharmaceutical (prescription drugs), (2) surgical equipment and devices (cataract, vitreoretinal and refractive), and (3)
consumer eye care (contact lens disinfectants and cleaning solutions, artificial tears and ocular vitamins). Business
segment operations generally do not include research and development, certain manufacturing and other corporate
functions.

Segment performance is measured based on sales and operating income reported in accordance with U.S. GAAP.

Certain manufacturing costs and manufacturing variances are not assigned to business segments because most
manufacturing operations produce products for more than one business segment. Research and development costs,
excluding regulatory costs which are included in the business segments, are treated as general corporate costs and are not
assigned to business segments.

Identifiable assets are not assigned by business segment and are not considered in evaluating the performance of the
business segments.

Sales Operating Income Depreciation and Amortization

2007 2006 2005 2007 2006 2005 2007 2006 2005
United States ........coovveeeceeeceenenns $2,672.5 $24637 $2,1954 $14873 $1,2908 $1,0983 $ 585 $§ 931 $§ 1027
International .........c.cccoveveuecninnnne 2,927.1 2,432.9 2,173.1 1,211.3 996.9 875.9 69.4 58.7 56.0
Segments total...........ccccceverenne. 5,599.6 4,896.6 4,368.5 2,698.6 2,287.7 1,974.2 127.9 151.8 158.7
Manufacturing operations............ - - - (50.1) (28.5) (32.1) 429 41.4 354
Research and development .......... - - - (481.6) (446.5) (377.1) 15.3 13.4 12.7

In process research and

development...........cccceveeveennne -- -- - 9.3) - - - -- -
General corporate.......... -- -- - (184.5) (160.2) (358.5) 243 150.7 3.8
Share-based compensation........... - - - (90.0) (80.4) (18.6) - - --
Total.....ccoovviiiiiiciccce $5599.6 $4896.6 $43685 $1,.883.1 $1,572.1 $1,1879 § 2104 $ 3573 $§ 210.6

In 2007, the Company realigned the costs for share-based liability awards from the general corporate function to share-
based compensation. The corresponding expenses for 2006 and 2005 were reclassified to conform with current year
presentation.

For the year ended December 31, 2007, losses related to the impairment discussed in note 5 increased general
corporate expenses within operating income by $32.7 and increased depreciation and amortization by $18.6.

For the year ended December 31, 2006, general corporate operating income and depreciation and amortization
included the effects of the impairment losses of $144.8, discussed in note 5. General corporate operating income for 2006
also reflected the benefit of a $119.0 reduction to a 2005 litigation provision related to a patent lawsuit discussed in note
18.

A large part of the general corporate expenses within operating income for 2005 was due mainly to a litigation
provision of $240.0 related to a patent infringement claim discussed in note 18.

(11) Geographic, Customer and Product Information
Sales for the Company's country of domicile and all individual countries accounting for more than 10% of total sales

are presented below along with long lived assets in those countries. Sales by ophthalmic market segment are also included.
Sales below are based on the location of the customer. No single customer accounts for more than 10% of total sales.
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Property, Plant and

Sales Equipment
For the Years ended December 31, At December 31,
2007 2006 2005 2007 2006

United States.......oooevververieeieeieriereeeenns $ 26725 $ 24637 § 2,1954 $ 610.0 § 578.6
Switzerland..........cocceveeriecieierieeeens 36.1 30.4 28.9 11.0 8.5
Rest of world .......ccoovevviiiiiiiiiiiicice, 2,891.0 2,402.5 2,144.2 409.0 333.6

Total oo, $§ 55996 § 489%.6 $§ 43685 § 1,0300 § 920.7
Pharmaceutical ...........cccoeoveveveeeeeeeennnn, $ 23138 $ 20072 $ 1,767.7
SUrgical.....cveveieieieiee e 2,499.8 2,203.8 2,016.9
CONSUMET €Y€ CATE ...eeeeeeeeeeeereeeeneeeneenne 786.0 685.6 583.9

Total oo $ 55996 § 4896.6 § 43685

(12) Share-Based Compensation Plans

Under the 2002 Alcon Incentive Plan, the Company's board of directors may award to officers, directors and key
employees share-based compensation, including stock options, share-settled stock appreciation rights ("SSARs"), restricted
shares, restricted share units and certain cash-settled liability awards. The total number of shares that may be issued under
the plan with respect to such awards cumulatively shall not exceed the lesser of 30 million Alcon common shares or 10%
of the shares issued and outstanding. The grant prices for stock options or stock appreciation rights are determined by the
board and shall not be lower than the prevailing stock exchange price upon the grant of the award.

Individual grants become exercisable generally on or after the third anniversary of the grant and lapse on the tenth
anniversary of the grant. Grants prior to February 2006 also become exercisable upon early retirement at or after age 55.
If there is a change in control (as defined by the plan), the exercise or vesting of the awards accelerates.

Beginning in February 2006, consistent with earlier grants, participants may vest in the stock option and SSAR grants
upon early retirement at or after age 55; however, under grants subsequent to January 2006, participants may exercise these
instruments only on or after the third anniversary of the grant. Restricted share and restricted share unit awards are subject
to a three-year cliff vesting; furthermore, participants retiring before reaching age 60 will forfeit some or all of such awards
granted subsequent to January 2006 if the three-year service period has not expired.

The Company intends to satisfy all equity awards granted prior to December 31, 2003 with the issuance of new shares
from conditional capital authorized for the 2002 Alcon Incentive Plan. At December 31, 2007, the Company had reserved
approximately 15.4 million Alcon common shares for issuance pursuant to the 2002 Alcon Incentive Plan.

The Company's board of directors has authorized the acquisition on the open market of Alcon common shares to,
among other things, satisfy the exercise of stock options and SSARs granted under the 2002 Alcon Incentive Plan. At
December 31, 2007, outstanding authorizations by the Company's board of directors would permit the purchase of
approximately 2.7 million Alcon common shares. The Company has purchased treasury shares on the open market to
satisfy the majority of the outstanding equity awards granted subsequent to December 31, 2003. Additional treasury shares
were purchased during 2007 and 2006 in anticipation of presenting the shares to the shareholders for approval of
cancellation (note 17).

Net earnings for the years ended December 31, 2007 and 2006 reflected the impact of adopting SFAS No. 123(R)

using the modified prospective transition method. Under that transition method, compensation cost recognized in the years
ended December 31, 2007 and 2006 included:
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(a) compensation cost for all share-based payments granted prior to, but not vested as of January 1, 2006, based on
the grant-date "fair value" estimated in accordance with the original provisions of SFAS No. 123, and

(b) compensation cost for all share-based payments granted subsequent to January 1, 2006, based on the grant-date
"fair value" estimated in accordance with the provisions of SFAS No. 123(R).

Equity Awards

The effects of share-based equity awards on operating income and net earnings for the years ended December 31, 2007
and 2006 were as follows:

2007 2006
Total share-based equity award costs applicable for period...........c..ccoervrenenne $ 844 $ 83.0
Costs relieved from (capitalized in) INVENLOTY .......cceevveerveeeeerierierienieeieenenns 0.3 (1.8)
Costs recognized in Operating iNCOME..........ceereerueervereereerreesseeseanensnens 84.7 81.2
Tax benefit recognized in NEt CAIMINGS.......cceeeveeeveeciereerierieeieeie e eeeseesreenns 273 26.0
Reduction to net €arnings...........c.ccvevevveieririeeerisreieriseeereieeeeresseseevessenns $ 574 § 55.2

Compensation expense for equity awards was calculated on a straight-line basis over the three-year vesting period of
the applicable share-based awards, with acceleration of the expense for individuals meeting the requirements for
retirement, as described above. No share-based compensation expense for stock options was recorded in the year ended
December 31, 2005.

Prior to the adoption of SFAS No. 123(R), the Company applied the intrinsic value based method provisions of APB
Opinion No. 25 and related interpretations in accounting for grants to Company directors, officers and employees under the
2002 Alcon Incentive Plan. Under the intrinsic value method, no share-based employee compensation expense for stock
options had been recognized in net earnings, as all options granted under the plan had an exercise price equal to the fair
market value of the underlying common share at the date of grant. In the pro forma disclosures required under SFAS No.
123 for the periods prior to fiscal 2006, the Company accounted for forfeitures as they occurred.

The following table illustrates the effect on net earnings and earnings per common share for the year ended December
31, 2005, if the Company had applied the "fair value" recognition provisions in accounting for stock option awards.

2005
Net earnings, aS rePOIEA ......ccuvervierieeieeieriertieieeteseestesteesteeeeeeesseesseesseensessaessaensens $ 931.0
Deduct: Total share-based employee compensation
expense under the "fair value" method, net of related
LD 01 1 1<) L1 USRS (60.4)
Pro fOrma NEt CAIMINGS ......ccvevverviriieieeiieiieieieieieie et eeteete e essessessessessessesseeseesaaseas $ 870.6
Earnings per common share:
Basic - @S TEPOTTEd ......cvviviiiiiiiiicieciceteeeeee ettt ettt et ae ettt saessesnens $ 3.04
Basic - Pro fOrMA........ccooiiiiiieiiieieiece ettt et et $ 2.84
Diluted - 8S TEPOTEA ......vivieieieei ettt ettt eae s $ 2.98
Diluted - Pro fOIMA......c.eveviiieeieiiiieietieieeete sttt sttt ss e etesseseeresseseeresseneas $ 2.80

The "fair value" of each stock option and SSAR grant was estimated as of the date of grant using the Black-Scholes
option-pricing model with the following weighted average assumptions:
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2007 2006 2005
Expected VOlatility ........ccecvvinieirinieineieinee e 31.0% 33.0% 33.0%
Risk-free interest rate.........ccoeeveerierienienieeiieenieeeeeee e, 4.79% 4.57% 3.61%
Expected dividend yield .........cccoocvevieviiiciiniinieieeeeeeenn 1.5% 1% 1%
EXpected term.....cccueeveiiecieieeee e 5 years 5 years 5 years

The Company based its estimates of expected volatility on daily historical trading data of its common shares from
March 2002 through the grant dates and, due to its short history as a public company, other factors, such as the volatility of
the common share prices of other pharmaceutical and surgical companies.

The risk-free interest rate assumptions were based on implied yields, at the grant dates, of U.S. Treasury zero-coupon
bonds having a remaining term equal to the expected term of the employee share awards.

The expected dividend yield was estimated generally based upon the Company's historic dividend yield since 2003.

The Company estimated the expected term consistent with historical exercise and cancellation activity of its previous
share-based grants with a ten-year contractual term, as well as that of other pharmaceutical and surgical companies.

Forfeitures of stock options and SSARs were estimated to be 6.0% in 2007 (2.5% in 2006 and 2005) of the number
granted, based on historical experience.

If factors change and the Company employs different assumptions in the application of SFAS No. 123(R) to future
periods, the compensation expense that the Company records under SFAS No. 123(R) may differ significantly from what
the Company has recorded in the current period.

The status of the stock options and SSARs as of December 31, 2007 and the changes during the year then ended are
presented below:

Stock Options SSARs
Weighted  Weighted Weighted Weighted
Average Average Average Average
Exercise = Remaining Exercise Remaining
Price Contractual  Aggregate Price Contractual  Aggregate
per Term Intrinsic per Term Intrinsic
Number Share (Years) Value Number Share (Years) Value
Outstanding at
beginning of period ... 12,154,336 $ 58 1,326,945 ¢ 123
Granted .......ccceeevnneeene 187,551 131 1,477,132 130
Forfeited......cccceeruveeenn. (140,685) 84 (105,819) 127
Exercised.......cceervunennn. (3,977,693) 48 (947) 123
Expired.......cccoevvinniennne - -- -- --
Outstanding at end
of period ......cceeeennne 8,223,509 64 6.23 $ 650.5 2,697,311 127 8.65 § 43.6
Exercisable at end
of period ......ccuveeennene 4,977,306 51 5.56 $ 458.8 3,852 126 8.58 § 0.1

The weighted average grant-date "fair values" of stock options granted during the years ended December 31, 2007,
2006 and 2005 were $40.37, $42.54 and $25.55 per option, respectively. The total intrinsic values of the stock options
exercised during the years ended December 31, 2007, 2006 and 2005 were $345.4, $217.7 and $296.5, respectively.

The weighted average grant-date "fair values" of SSARs granted during the years ended December 31, 2007 and 2006
were $40.38 and $41.41 per SSAR. The total intrinsic value of SSARs exercised during the year ended December 31, 2007
was less than $0.1. No SSARs were exercised during the year ended December 31, 2006. The Company did not grant any
SSARs prior to February 2006.
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The following tables summarize information about stock options and SSARs as of December 31, 2007:

Options Qutstanding

Options Exercisable

Weighted Weighted Weighted
Average Average Average
Range of Remaining Exercise Scheduled Exercise
Exercise Number Contractual Price per Exercisable Number Price per
Prices Qutstanding  Term (Years) Share Date Exercisable Share
$ 33 743,329 4.22 33 March 21, 2005 743,329 $ 33
36 1,623,011 5.14 36 February 18, 2006 1,623,011 36
42-50 20,600 5.55 48 Various dates in 2006 20,600 48
63 2,334,890 6.12 63 February 11, 2007 2,300,070 63
67-80 58,000 6.70 77 Various dates in 2007 58,000 77
80 27,000 7.05 80 January 18, 2008 5,500 80
79 3,059,413 7.11 79 February 9, 2008 223,796 79
98-105 14,000 7.37 100 Various dates in 2008 3,000 98
128 5,000 7.74 128 September 26, 2008 --
123 156,459 8.11 123 February 8, 2009 --
131 181,807 9.11 131 February 12, 2010 --
Total 8,223,509 4,977,306
SSARs Outstanding SSARs Exercisable
Weighted Weighted Weighted
Average Average Average
Range of Remaining Exercise Scheduled Exercise
Exercise Number Contractual Price per Exercisable Number Price per
Prices Outstanding  Term (Years) Share Date Exercisable Share
$ 123 1,261,036 8.11 123 February 8, 2009 2,068 $ 123
100-101 15,050 8.40 100 Various dates in 2009 -
131 1,399,823 9.12 131 February 12, 2010 1,784 131
133-137 21,402 9.52 135 Various dates in 2010 --
Total 2,697,311 3,852

Restricted shares and restricted share units are recognized at the closing market price on the date of grant over the
required service period. Forfeitures of restricted shares and restricted share units were estimated to be 7.5% of the number
granted, based on historical experience. The status of the nonvested restricted share awards as of December 31, 2007 and
the changes during the year then ended are presented below:

Restricted Shares Restricted Share Units

Weighted  Weighted Weighted Weighted
Average Average Average Average
Grant-Date Remaining Grant-Date Remaining
Price Contractual  Aggregate Price Contractual Aggregate
per Term Market per Term Market
Number Share (Years) Value Number Share (Years) Value
Nonvested at beginning
of period................. 185,939 § 123 27,705 § 122
Granted 184,884 131 27,249 131
Vested...... . (7,612) 125 (846) 116
Forfeited (18,969) 127 (2,622) 125
Nonvested at end
of period........ccuuee. 344,242 127 1.62 $ 49.2 51,486 126 1.63 $ 7.4
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The weighted average grant-date market values of restricted shares granted during the years ended December 31, 2007
and 2006 were $131 and $123 per share, respectively. No such instruments were granted during 2005. The total market
values of restricted shares that vested during the years ended December 31, 2007, 2006 and 2005 were $1.0, $71.4 and
$39.1, respectively.

The weighted average grant-date market values of restricted share units granted during the years ended December 31,
2007 and 2006 were $131 and $122 per share, respectively. The total market values of restricted share units that vested
during the years ended December 31, 2007 and 2006 were $0.1 and $0.1, respectively. No such instruments were granted
or vested during 2005.

As of December 31, 2007, total unrecognized compensation cost related to nonvested share-based equity
compensation arrangements (including share options, SSARs and nonvested share awards) granted under the plan was
$65.1. That cost is expected to be recognized over a weighted average period of 1.4 years.

Liability Awards

The 2002 Alcon Incentive Plan also provides that the board may grant cash-settled stock appreciation rights
("CSARs") whereby the grantee may receive the appreciation in share value over the grant price. Individual grants become
exercisable generally on or after the third anniversary of the grant and lapse on the tenth anniversary of the grant. In
addition to scheduled vesting, shares are fully vested upon meeting the requirements for retirement.

Prior to the adoption of SFAS No. 123(R), the Company measured compensation expense for CSARs by applying the
increase in the market price of Alcon's common shares at the end of the period to the number of CSARs. Under SFAS No.
123(R), the Company accounts for CSARs as share-based liability awards that are remeasured each reporting period
through the awards' settlement dates using the Black-Scholes option-pricing model and similar assumptions to those used
for measuring equity grants. The cumulative effect of this change was not significant. The risk-free interest rates used at
December 31, 2007 were 3.05% to 3.34% and the market price for Alcon common shares was $143.04 per share. The risk
free interest rates used at December 31, 2006 were 4.7% to 5.0% and the market price for Alcon's common shares was
$111.77 per share.

The Company's operating results included expenses (reversals) related to the CSARs of $5.3, $(0.9) and $18.6 for the
years ended December 31, 2007, 2006 and 2005, respectively. The weighted average grant-date "fair values" of CSARs
granted during the years ended December 31, 2007, 2006 and 2005 were $131, $123 and $79, respectively. During the
years ended December 31, 2007, 2006 and 2005, the total intrinsic values of CSARs paid were $6.7, $8.6 and $8.0,
respectively.

The status of the CSARs as of December 31, 2007 and the changes during the year then ended are presented below:

CSARs

Weighted Weighted

Average Average

Exercise Remaining

Price Contractual Aggregate
per Term Intrinsic
Number Share (Years) Value

Outstanding at beginning of period .................. 194,578 § 55
Granted .......ooeoeeienieneneneieeeeee e 709 131
Forfeited ......cocvevvieiieieeieieeece e (1,904) 106
EXercised .....oovvevieieeieieeieeece e (93,201) 57
Outstanding at end of period............cccecverevennens 100,182 52 5.79 $ 9.1
Exercisable at end of period ...........ccevveirennnnns 69,409 40 5.21 $ 7.1
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At December 31, 2007 and 2006, the Company had 100,182 and 194,578 CSARs outstanding representing liabilities
of $10.2 and $11.5, respectively. The awards outstanding had expiration dates ranging from March 2012 through February
2017.

The Company expects to use liability awards minimally in the future. As of December 31, 2007, total unrecognized
compensation cost related to CSARs granted under the plan was $0.1. That cost is expected to be recognized over a
weighted average period of 0.7 years.

(13) Deferred Compensation

The Company had an unfunded deferred compensation plan referred to as the 1994 Phantom Stock Plan for which key
management members and certain other employees were eligible to be considered for participation prior to 2002. A
committee appointed by the board of directors administered the plan. Final benefit payments under this plan were paid in
January 2006. Plan payments were $9.7 and $10.0 for 2006 and 2005, respectively.

The Alcon Executive Deferred Compensation Plan ("DCP") permits certain executives of the Company to defer
receipt of compensation and certain stock gains otherwise payable currently and to accumulate earnings thereon on a tax-
deferred basis. The DCP is designed to permit executives' deferral elections to be held and owned by the Company in a
Rabbi trust. During the years ended December 31, 2007, 2006 and 2005, certain executives elected to defer compensation
totaling $1.5, $3.6 and $6.2, respectively. At December 31, 2007 and 2006, other long term liabilities in the accompanying
consolidated balance sheets included liabilities under the DCP of $18.1 and $17.5, respectively.

In 2004, the Company established the Alcon Excess 401(k) Plan, allowing deferral of excess employer contributions
that cannot be made to the Alcon 401(k) Retirement Plan because of limitations under the U.S. Internal Revenue Code of
1986. During the years ended December 31, 2007, 2006 and 2005, deferrals under the plan were $2.4, $2.4 and $3.1,
respectively. At December 31, 2007 and 2006, liabilities under the plan, included in other long term liabilities in the
accompanying consolidated balance sheets, were $10.6 and $8.2, respectively.

(14) Financial Instruments

Foreign Currency Risk Management

A significant portion of the Company's cash flows is denominated in foreign currencies. Alcon relies on ongoing cash
flows generated from foreign sources to support its long term commitments to U.S. dollar-based research and development.
To the extent the dollar value of cash flows is diminished as a result of weakening local currencies relative to the dollar, the
Company's ability to fund research and other dollar-based strategic initiatives at a consistent level may be impaired. The
Company has established a foreign currency risk management program to protect against volatility of non-functional
currency monetary assets and liabilities and changes in fair value caused by fluctuations in foreign exchange rates.

The Company primarily utilizes forward exchange contracts in countries where they are available and economically
beneficial to offset the impact of fluctuations in foreign exchange rates on monetary assets and their related cash flows. All
outstanding foreign exchange forward contracts are entered into to protect the value of assets or liabilities denominated in
currencies other than the entity's functional currency. To the extent hedged, the changes in fair value of the forward
contracts offset the changes in the value of the assets or liabilities. The changes in value of the foreign exchange forward
contracts and the assets/liabilities that are being protected are recorded in foreign exchange gains and losses within other
income (expense).

The fair values of forward exchange and option contracts are reported in other current assets and other current
liabilities. The fair value hedge derivative instruments have settlement dates in the first half of 2008 and cover a gross
notional amount of $347.0.

Interest Rate Risk Management

The Company may use interest rate swaps on certain investing and borrowing transactions to manage its net exposure
to interest rate changes and to reduce its overall cost of borrowing. The Company does not use leveraged swaps and does
not leverage any of its investment activities that would put capital at risk.
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At December 31, 2007 and 2006, in connection with a long term bank loan, the Company had an interest rate swap fair
value hedge outstanding in the notional principal amount of $44.7 and $42.0 at the respective year-end exchange rates. In
addition, at December 31, 2006, the Company held, as part of a fixed income portfolio, various embedded options with an
aggregate notional amount of $22.9 and a fair value of $6.2. The fair values of interest rate swap agreements are reported
in other current assets and other current liabilities.

As of December 31, 2007, WaveLight AG, a majority-owned subsidiary, was a party to nine euro interest rate and
interest rate cross currency derivative contracts totaling $68.0 equivalent notional amount with maturities ranging from
December 2008 to March 2019. These derivatives were classified in other current liabilities with a fair market value of
$2.5. These transactions preceded Alcon's acquisition of a majority stake in WaveLight AG in November 2007 and appear
to be more speculative in nature than the Company's normal practice. Alcon plans to evaluate these derivatives in 2008
and consider any appropriate actions.

Fair Value of Financial Instruments

At December 31, 2007 and 2006, the Company's financial instruments included cash and cash equivalents,
investments, trade receivables, accounts payable, short term borrowings and long term debt. The estimated fair value of all
of these financial instruments is as noted below. Due to the short term maturities of cash and cash equivalents, trade
receivables, accounts payable and short term borrowings, the carrying amount approximates fair value. The fair value of
long term debt was based on interest rates then currently available to the Company for issuance of debt with similar terms
and remaining maturities. The fair value of investments was based on quoted market prices at year-end.

December 31,

2007 2006

Carrying Fair Carrying Fair

Amounts Value Amounts Value
Assets:
Cash and cash equivalents.............ccccoeeveereeereeeeeenene. $ 2,1343 § 2,1343 § 1,489.2 $ 1,489.2
Short term trading and available-for-sale investments ... 669.8 669.8 321.0 321.0
Long term available-for-sale investments....................... 41.8 41.8 91.1 91.1
Forward exchange contracts...........cceeevvereeereeeiennennnnns 2.3 23 0.8 0.8
Interest rate SWaps ......ceevveerieereeierie et 1.0 1.0 0.9 0.9
Embedded derivatives on convertible debt..................... -- -- 6.2 6.2
Liabilities:
Short term bOITOWINGS ......ccuevveeuieieieieriese e 1,751.1 1,751.1 926.5 926.5
Long term debt, excluding capital lease obligations....... 52.7 53.0 54.4 54.5
Forward exchange and option contracts ...............c.ecu.... 2.3 2.3 1.0 1.0
INterest Tate SWAPS ..ovveeveveeriieeieeriieeiee sttt 2.5 2.5 -- --

Concentrations of Credit Risk

As part of its ongoing control procedures, the Company monitors concentrations of credit risk associated with
corporate issuers of securities and financial institutions with which it conducts business. Credit risk is minimal as credit
exposure limits are established to avoid a concentration with any single issuer or institution. The Company also monitors
the creditworthiness of its customers to which it grants credit terms in the normal course of business. Concentrations of
credit risk associated with these trade receivables are considered minimal due to the Company's diverse customer base.
Bad debts have been minimal. The Company does not normally require collateral or other security to support credit sales.
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(15) Related Party Transactions
At December 31, 2007, Nestlé owned 230,250,000 common shares of Alcon.

The Company's material transactions with related parties have been with Nestlé and its subsidiaries. All material
related party transactions that are not disclosed elsewhere in these notes are included below.

During 2007, 2006 and 2005, the Company had investments and borrowings with Nestl¢ and its subsidiaries which
resulted in the following impact to earnings before income taxes:

2007 2006 2005

INEETESt EXPENSE ....veveveeereeeeeeteee ettt en e eas et eneseeas $ 42 %

S5 08 2.9
INtEreSt INCOIME ....vvvvvviiiiiiieeeeieeee e e eeean 0.1 1

0.1

S W

The Company leases certain facilities from Nestlé subsidiaries which resulted in rent expense of $1.5, $1.0 and $0.7 in
2007, 2006 and 2005, respectively. Nestlé provides the Company with certain services, including a portion of the
Company's information technology licenses, corporate legal services, certain treasury and cash management activities and
certain internal audit activities. Nestlé charges the Company for its portion of the costs of these services based on arm's
length prices. Such charges were less than $2.6 in each of the three years ended December 31, 2007, 2006 and 2005.

The Company executes certain foreign exchange contracts through Nestlé Finance SA, Cham to benefit from Nestlé's
foreign exchange transaction volumes and expertise. At December 31, 2007 and 2006, the Company had no notional
amounts outstanding with Nestlé.

The Company participates with certain Nestl¢ affiliates in specific cash pooling accounts under which overdraft lines
of credit are available and are jointly and severally guaranteed by all participants, including the Company. At December
31, 2007, the total maximum under these lines of credit was approximately $469.1.

The Company is part of the Nestlé Swiss Value-Added Tax Group and therefore jointly and severally liable for any
Swiss value-added tax liabilities of all other Group participants.

(16) Pension and Postretirement Benefits

The Company's pension and postretirement benefit plans, which in aggregate cover substantially all employees in the
United States and employees in certain other countries, consist of defined benefit pension plans, defined contribution plans
and a postretirement healthcare plan. The Company's cost of defined contribution plans was $75.6, $69.8 and $66.8 in
2007, 2006 and 2005, respectively.

The information provided below pertains to the Company's defined benefit pension plans and postretirement

healthcare plan. The measurement date used to determine pension and postretirement benefit measurements for the
majority of the benefit plans is December 31 of the respective year.
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The changes in benefit obligations, fair values of plan assets and funded status for the years ended December 31, 2007

and 2006 were:
Postretirement
Pension Benefits Benefits
2007 2006 2007 2006
Change in Benefit Obligation
Benefit obligation at beginning of year .............ccccoevevevreveieveeerereeene. $ 3532 $ 299.7 $ 2348 $ 2049
NS T (0TS oo 1 SRS 20.2 17.7 11.8 10.0
INEETEST COSE...uinniiiiiriieitete ettt ettt 20.8 17.9 13.3 11.6
Benefits paid DY trUSt.......ccceueiiirieiiiieceeee e (1.8) (1.0) (7.8) (6.2)
Benefits paid by COMPANY .......coeeieieieieierieeese et (14.1) (12.5) -- --
Employee CONtribULIONS......coueeuieieierieiieeieeiceiieie e 0.3 -- -- --
Foreign currency translation...........ccoecveveereeriiereeeeeeieseesieeveeve e eeees 4.9 0.3 -- --
Medicare SUDSIAY ....cc.ieiieieriieiieiieie ettt -- -- 0.4 0.3
Settlement/curtailMent...........c.occverierierieerieiie et -- 0.7 -- --
Plan amendments..........cccoueririririeieieneeneeeseeeet e -- 0.2 -- --
Conversion of multi-employer plan............ccoecvevveeiercienienieeeeeeeen 20.4 -- -- --
Actuarial (ZaIN)/10SS ...eveeveecieeieiieeeere et 7.4 31.6 2.3) 14.2
Benefit obligation at end of year .........ccccoeceviiienienieteeeeen 411.3 353.2 250.2 234.8
Change in Plan Assets
Fair value of plan assets at beginning of year.............ccccoeevrerienrnnnen. 35.1 28.3 127.4 103.7
Actual return on Plan @SSELS........cccveerieeriieerieereeeieeieeereeere e e e sae e 1.1 0.7 5.0 13.6
Employer CONtribUtION ........couiiiiieieieieee st 6.6 7.4 16.7 16.3
Employee coNtribUtIONS.........cccvvervieriiiieiiereeieeie e 0.3 -- -- --
Conversion of multi-employer plan............ccocceeveeviieciieiienieneerieeieeenn. 10.1 -- -- --
Foreign currency translation...........ccoccveveereerieecieseesieeseeee e eeeesieenens 33 (0.3) -- --
Benefits Paid......ccccevieciiiieiieieee e (2.2) (1.0) (7.8) (6.2)
Fair value of plan assets at end of year..........cccccvevveeiircenienieiieiens 54.3 35.1 141.3 127.4
Funded Status at End of Year ..............c.ccoooooeiiiiiiieceeeeee, $ (357.0) $ (318.1) $(108.9) $(107.4)
Amounts Recognized in the Consolidated Balance Sheets
Prepaid benefit costs in other aSSets .........ccveivveieiereieiereieeeeeeeen, $ 13 % 1.6 $ - 5 -~
Accrued benefit costs in other current liabilities ............ccceeeeeeveeenennn. (13.0) (11.4) -- (0.1)
Pension and postretirement obligation in other long term liabilities .... (345.3) (308.3) (108.9) (107.3)
Net amount recognized in the consolidated balance sheet.................... $ (357.0) $ (318.1) $(108.9) $(107.4)

Amounts recognized in accumulated other comprehensive income, net of taxes, at December 31, 2007 consisted of:

Pension Postretirement
Benefits Benefits
PTIOT SEIVICE COSE..vviviniiriiriietiitiiete et ete et oot et eee et eve e eve s eae v $ 4.5 3 0.8
INEt 10SSES (ZAINS) vvvvrevverieiiereeteeieseesieesteeteeeesseesseesseesseesseessessaesseens 54.5 26.0
TOTAL. ettt ettt ea et $ 500 $ 26.8
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The amounts in accumulated other comprehensive income expected to be recognized as components of net periodic
benefit cost in the year ended December 31, 2008 were estimated to be:

Pension Postretirement
Benefits Benefits
PriOr SEIVICE COST.vuviiriiuiinriieeeeeeeteete et et eeeeee e eee e e ereereereere e eneeeeneenens $ 09 $ 0.5
INEt LOSSES (ZAINS) +eeuveeneieiieeiieriieeie ettt sttt esaeeneeens 4.8 1.2
TOTAL ... $ 39 § 1.7

The accumulated benefit obligation for all defined benefit pension plans was $320.4 and $269.5 at December 31, 2007
and 2006, respectively.

The following table provides information for pension plans with an accumulated benefit obligation in excess of plan
assets at December 31, 2007 and 2006:

Pension Benefits

2007 2006
Projected benefit obligation ...........cceoueiiiiiiiiiieieeee e $ 4113 § 353.2
Accumulated benefit 0bligation .............cceeveeveveviieciinienieieee e 3204 269.5
Fair value of plan @ssets ...........cceeieeierieciiniieiieseeieeie e 543 35.1
Postretirement
Pension Benefits Benefits

Weighted Average Assumptions as of December 31, 2007 2006 2007 2006
DiSCOUNE TALE ..o 5.7% 5.5% 6.00% 5.75%
Expected return on plan assets .........cccceeeeerieneeneeneenen. 3.8 2.4 7.49 7.55
Rate of compensation inCrease..........cecceeeveeeeneereeeeennen. 55 5.6 N/A N/A

The discount rate for the defined benefit pension plans was determined by matching, as of the measurement date, the
expected future cash flows with high-quality fixed-income securities of the same duration. This resulted in a weighted
average discount rate of 5.7% as an appropriate equivalent annualized rate.

The discount rate for the postretirement benefit plan was determined by matching the expected future cash flows with
high quality fixed-income securities of the same duration as of the measurement date, resulting in a discount rate of 6%.

The expected long term rates of return on plan assets were based on historical market index returns for the applicable
asset classes weighted in proportion to the target allocation of the plan. The return assumption for the postretirement
benefits plan also took into account the estimated cost of life insurance coverage and insurer profit due to the use of the
trust-owned life insurance investment vehicle.
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Plan Assets

At December 31, 2007 and 2006, the Company's defined benefit pension plans and postretirement benefit plan
weighted average asset allocations by asset category were as follows:

Pension Postretirement
Benefits Benefits
2007 2006 2007 2006
Asset Category:
EQUILY SECUITLIES ...eevvieieeeieeiieiieie ettt st s enaeseaens 17% 9% 57% 55%
Real estate investment trust UNItS ...........ccceeeeeeveeeeiiieeeeeiee e, - - 3 2
DEDt SECUITLIES ... e 23 12 36 34
Guaranteed investment CONTIACES...........ccceeeeeeueeeeeiieeeeeeeeeeeeeee e, 44 58 - --
Cash and cash equivalents ..........c.cccevvveiierieciicie e 15 21 4 9
OFNCT .. eae e e 1 -- -- --
TOAL ..ot 100% 100% 100% 100%

The investment strategies for the pension and postretirement benefit plans utilize a variety of asset classes to provide
return opportunities that are consistent with an acceptable risk tolerance. The majority of the Company's defined benefit
pension plans were unfunded, with the major funded plans designated for employees in Spain and Japan. Asset
information by category for pension benefits in Spain was only included for 2007 because the Spanish pension plan was
reported as a multi-employer plan in 2006. The weighted average target allocation for all funded pension benefit plans is
18% equity securities, 20% debt securities and 62% other, which is primarily guaranteed investment contracts with
insurance companies with fixed returns of .75%. The weighted average target asset allocation for the postretirement
benefit plan is 50% to 55% equity securities, 30% to 35% debt securities, 5% to 7% alternative investments, and 5% to
10% cash and cash equivalents. At December 31, 2007 and 2006, for the postretirement benefit plan, the equity securities
consisted of a Standard & Poor's 500 index fund and the debt securities were comprised of a Lehman Aggregate bond
index fund and a money market fund. In addition, in 2007 and 2006, assets contributed to a 401(h) plan were invested in a
balanced fund of U.S. and international stocks, bonds and real estate investment trust units.

In February 2005, the Company transferred $200.2 to an irrevocable Rabbi trust to be held and invested in an
unfunded arrangement for the payment of benefits to participants under certain defined benefit pension plans of the
Company. At December 31, 2007, the accompanying balance sheet included net assets of the trust (cash and cash
equivalents of $2.4, short term investments of $220.2 and long term investments of $36.4) that were restricted to the
payment of pension benefits except under certain conditions, such as the Company's insolvency or termination of the trust.

The Company does not anticipate that any assets from defined benefit plans or the postretirement benefit plan would
be returned to the Company during the year ending December 31, 2008.

Contributions

The Company expects to contribute in 2008 approximately $21.7 to its pension plans and approximately $16.0 to its
postretirement benefit plan.
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Estimated Future Benefit Payments
The following table provides the benefit payments expected to be paid and the anticipated subsidy receipts:

Pension Benefits Postretirement Benefits
Gross Payments  Subsidy Receipts

2008 $ 159 $ 7.0 $ 0.3
2009 ... 16.7 7.9 0.3
20710 it 17.2 8.8 0.4
20T T e e 17.9 9.7 0.5
2012 s 19.3 10.5 0.5
2013 22016 oo e 116.6 67.3 4.1
Pension Benefits Postretirement Benefits
2007 2006 2005 2007 2006 2005

Components of Net Periodic Benefit Cost
SEIVICE COSL .evruiiariniierieieieieieieteee e $ 202 $ 177 $ 16.7 § 11.8 $ 10.0 S 9.0
Interest CoSt ....c.oevuimiinienieiinieneeeeceee, 20.8 17.9 15.0 13.3 11.6 10.5
Expected return on assets ............ccoeceeeeeennenne. (1.3) 0.7) (0.6) 9.7 (8.2) (6.4)
Prior Service COSt.....ccovvervierirerieeieeeieeeieens (0.9) (0.8) (0.9) 0.5 0.5 0.5
Loss (gain) on settlement/curtailment ........... -- (0.2) -- -- -- --
Net 10sses (ZaINS) wovvevreeeeieeieriieieeeeeeeieane 6.2 4.5 1.9 1.2 0.9 0.2

Net periodic benefit cost...........cooevevevnenn. 450 $§ 384 § 321 17.1  § 148 § 138

Other Changes in Plan Assets and Benefit
Obligations Recognized in Other
Comprehensive Income

Current year net 10ss (gain) ..........ccceevenneen. 17.9 2.4
Amortization of net loss (gain) ..................... (5.9 (1.2)
Amortization of prior service cost................. 0.9 (0.5)
Net charge to other comprehensive
INCOMME ..ottt 12.9 0.7

Total recognized in net periodic pension
cost and other comprehensive income........ $ 57.9 $ 17.8

The healthcare cost trend rate used to measure the expected cost of benefits covered by the postretirement plan is 10%
in 2007, declining to 5% in 2012 and after. The effect of a one percentage point change in assumed medical cost trend
rates is as follows:

1% Increase 1% Decrease

Effect on total of service and interest cost components ........................... $ 57 % 4.4)

Effect on the postretirement benefit obligation ...........ccccceeeevivervenieennnnne. 46.1 (384)

In certain countries, the Company's employees participate in defined benefit plans of Nestlé. No separate valuation for
the Company's employees has historically been prepared for the plans, as they are not material to the Company or to

40



ALCON, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(in millions, except share data)

Nestlé. Accordingly, these plans are treated as multi-employer plans. Annual contributions to these plans are determined
by Nestlé and charged to the Company. Company contributions to these plans during 2007, 2006 and 2005 were $7.9, $9.4
and $11.8, respectively. During 2007, the Company obtained a separate valuation for its Spanish subsidiary's defined
benefit pension plan and converted from a multi-employer plan to a single-employer plan. There was no impact on
operating income at the date of the conversion because previous contributions to this plan were the equivalent of net
periodic benefit costs.

(17) Shareholders' Equity

On May 9, 2007, Alcon's shareholders approved the cancellation of 7,920,000 Alcon common shares, which the
Company purchased during 2006. After the fulfillment of certain formal Swiss law requirements, the cancellation became
effective in August 2007.

On May 2, 2006, Alcon's shareholders approved the cancellation of 100,000 Alcon common shares, which the
Company purchased during 2006. After the fulfillment of certain formal Swiss law requirements, the cancellation became
effective in July 2006.

In December 2007, Alcon's board of directors authorized a new share repurchase program that allows for the purchase
by Alcon of up to $1,100.0 outstanding Alcon common shares. The new program provides for a pro rata purchase of
shares from Nestlé. The Company will purchase three shares from Nestlé for each share acquired by the Company from
the market pursuant to this new repurchase program. The price paid for shares purchased from Nestl¢ will equal the U.S.
Securities Exchange Act of 1934 Rule 10b-18 volume-weighted average price. Shares may be purchased at times and in
amounts determined by management based on its evaluation of market conditions and other business factors. The
Company plans to finance the purchases with excess cash and investments on hand and with funds generated from
operations. The Company expects to begin purchasing Alcon shares under this program in the first half of 2008 and
anticipates completing the purchase of all shares authorized to be purchased under this program within a twelve-month
period.

This program is in addition to the Company's existing repurchase program, under which, as of December 31, 2007, the
Company had remaining authorization to purchase up to 2.7 million shares.

(18) Commitments and Contingencies

On July 10, 2006, the Company and Advanced Medical Optics, Inc. ("AMO") announced a global settlement
agreement resolving all existing patent lawsuits between them and certain other unspecified claims. The settlement
resulted in the dismissal of all then pending lawsuits and appeals and the vacation of the Delaware court judgment and
injunction previously entered against the Company on January 20, 2006. Under the settlement, the Company paid AMO
$121.0 in July 2006. Because the Company had accrued $240.0 in December 2005 in connection with the Delaware
judgment, the Company realized a pretax benefit for the reduction in selling, general and administrative expenses of
approximately $119.0 in the year ended December 31, 2006.

Alcon has joined with its commercial partners in filing patent infringement actions against three different generic drug
companies. All of these generic drug companies are seeking United States Food and Drug Administration ("FDA")
approval to market a generic version of an Alcon product under what is known as an Abbreviated New Drug Application
("ANDA").

The first infringement action was filed after Alcon received notice that Teva Pharmaceuticals USA, Inc. had filed an
ANDA seeking approval to sell a generic version of Alcon's Vigamox® antibiotic ophthalmic solution. (Moxifloxacin, the
primary ingredient in Vigamox®, is licensed to Alcon by Bayer Healthcare AG.) As part of its ANDA, Teva challenged
three patents covering Alcon's innovator product Vigamox™. Two of the patents are owned by Alcon's licensor, Bayer
Healthcare AG, and the third, which expires in 2020, is owned by Alcon. The two Bayer Healthcare patents were also the
subject of another Teva ANDA seeking approval to sell a generic version of Bayer Healthcare's systematic moxifloxacin
product, Avelox”. Suit was filed by Alcon and Bayer Healthcare as co-plaintiffs against Teva relative to the Vigamox®
ANDA on April 5, 2006 in the U.S. District Court in Delaware. Bayer Healthcare subsequently filed suit in the same court
relative to the Avelox™ ANDA, and the two suits were merged. As a result of the lawsuit filing, the FDA must delay any
approval of Teva's Vigamox™ ANDA for 30 months unless the litigation is earlier resolved or the court modifies the 30-
month stay on FDA approval. Trial was scheduled to begin February 26, 2008, but the dispute between Bayer Healthcare
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and Teva relative to the two Bayer Healthcare patents was resolved by settlement on the eve of trial. The terms of the
settlement have not yet been made public, but at the trial that proceeded between Teva and Alcon, Teva did not challenge
either of the Bayer Healthcare patents, the latter of which extends until September 4, 2014 for Vigamox”. The trial relative
to the Alcon patent began on February 28, 2008 and concluded on March 6, 2008. Judgment is not expected until the first
half of 2009. Should Teva succeed in overcoming the Alcon patent and secure FDA approval, it would be entitled to sell a
generic moxifloxacin product that would compete with Alcon's Vigamox” product well before the 2020 expiration of the
Alcon patent. Such competition would be expected to impact significantly the Company's sales and profits.

The second patent infringement action was filed after Alcon received notice that Apotex, a Canadian-based generic
drug company, had filed an ANDA challenging one of the patents covering Alcon's Patanol” anti-allergy eye product.
Alcon's raw material supplier, Kyowa Hakko Kogyo Co. Ltd., holds another United States patent that has not been
challenged in this case and extends through 2010. The patent that Apotex has challenged, which is co-owned by Alcon and
Kyowa Hakko, will expire in 2015. Alcon and Kyowa Hakko as co-plaintiffs filed suit against Apotex Inc. and Apotex
Corp. on November 15, 2006, in the U.S. District Court in Indianapolis, Indiana. As a result of the lawsuit filing, the FDA
must delay any approval of the Apotex ANDA for 30 months unless the litigation is earlier resolved or the court modifies
the 30-month stay on FDA approval. Trial has been scheduled for September 15, 2008. Should Apotex succeed in
overcoming the challenged patent and secure FDA approval, it would be entitled to begin selling a generic olopatadine
product that would compete with Alcon's Patanol” product in the United States as of December 18, 2010. Such
competition would be expected to impact significantly the Company's sales and profits.

The third patent infringement action was filed after Alcon received notice on October 1, 2007 that Barr Laboratories,
Inc. had filed an ANDA challenging the patents underlying Alcon's Patanol” product. Unlike the Apotex ANDA, which is
challenging only the patent jointly owned by Kyowa Hakko and Alcon, the Barr ANDA is also challenging Kyowa
Hakko's composition patent on olopatadine, the active agent in Patanol®. The 30-month period after which the FDA could
approve Barr's generic product will expire the end of March 2010, nine months before the Kyowa Hakko composition
patent expires. Alcon and Kyowa Hakko filed suit in the Federal District Court in Indianapolis (where the Apotex case is
pending) on October 23, 2007. As a result of the lawsuit filing, the FDA must delay any approval of the Barr ANDA for
30 months unless the litigation is earlier resolved or the court modifies the 30-month stay on FDA approval. Trial has not
yet been scheduled in this case. Should Barr succeed in overcoming both of the challenged patents and secure FDA
approval, it would be entitled to immediately begin selling a generic olopatadine product that would compete with Alcon's
Patanol® product in the United States. Such competition would be expected to impact significantly the Company's sales
and profits.

The Company and its subsidiaries are parties to a variety of other legal proceedings arising out of the ordinary course
of business, including proceedings relating to product liability and patent infringement. The Company believes that it has
valid defenses and is vigorously defending the litigation pending against it.

While the results of the aforementioned contingencies cannot be predicted with certainty, management believes that
the ultimate liability, if any, will not have a material adverse effect on the Company's consolidated financial position or
results of operations. Litigation contingencies are subject to change based on settlements and court decisions.

The Company may be subject to future litigation and infringement claims, which could cause the Company to incur
significant expenses or prevent the Company from selling its products. The Company operates in an industry susceptible
to significant product liability claims. Product liability claims may be asserted against the Company in the future arising
out of events not known to the Company at the present time.

On February 21, 2007, the Company issued a Device Safety Alert that directed physicians to discontinue performing all
CustomCornea” wavefront system myopia procedures using the LADARG6000™ excimer laser. The alert did not apply to
the LADARVision® 4000 laser system. This and subsequent alerts were issued in response to the Company's receipt of
reports that certain patients exhibited a decrease in best corrected visual acuity following custom laser procedures using the
LADARG6000™ excimer laser. The Company began an investigation to determine the cause of the reports and notified the
FDA of this situation. Because the Company has not determined the cause of these reports and was not able to allow
resumption of the use of those procedures, the Company decided to remove all LADAR6000™ systems in the United
States. The removal was completed in December 2007. The Company worked with the affected customers to minimize
the impact of the removal and to install other equipment. The costs associated with removal of the remaining systems were
not significant.
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The Company self-insures through captive insurance subsidiaries almost all of its property and casualty, business
interruption and liability risks.

In December 2005, fires and explosions at an oil depot in Hemel Hempstead, England, damaged the Company's nearby
office building and warehouse, as well as the equipment and inventories housed in these facilities. No Company
employees were injured. The Company recorded provisions in 2005 totaling $8.7 ($3.2 in cost of goods sold and $5.5 in
selling, general and administrative expenses) for the resulting write-offs and estimated costs of repairs. Based on more
recent estimates, approximately $1.3 of the provision was reversed in November 2006. The repairs were completed in
2007. The Company was effectively self-insured through its captive insurance subsidiary for these losses and is involved
in legal proceedings to seek recovery of these losses and other incremental operating costs from the third parties
responsible for the fires and explosions; however, in accordance with SFAS No. 5, the Company has not recognized any
amounts for recovery of its losses.

The Company leases certain facilities and equipment under operating leases. The Company accounts for operating
leases in accordance with Statement of Financial Accounting Standards No. 13. As such, the total costs of operating leases
(inclusive of any adjustments associated with escalating rent, rent holidays, contingent rent or rent concessions) are
expensed ratably over the life of the operating lease. Leasehold incentives are capitalized and amortized over the shorter of
the life of the lease or the associated asset. Lease expense incurred was $59.6, $53.5 and $51.1 during 2007, 2006 and
2005, respectively. Future minimum aggregate lease payments under noncancelable operating leases with a term of more
than one year were as follows:

Year Amount
2008 ..ottt ettt st b et b ettt ebe e $ 54.9
2009 ..ttt et sttt st 41.8
2000 ettt ettt sttt 30.1
2011 e 22.0
2002 e et 16.5
TRETEATTET ... et 57.1
Total minimum 1ease PAYMENLS .........ccceeruieriieriieiieieriereee e $ 222.4

The Company has entered into various fixed and variable purchase commitments and license agreements, requiring
future minimum royalties, through 2021. All commitments are expected to be fulfilled with no adverse consequences to
the Company's operations or financial condition. The total unconditional fixed purchase obligations and future minimum
royalties at December 31, 2007 were as follows:

Year Amount
2008 ..ot e e ee et e e et e e eaaeeenaaeeeas $ 15.7
2009 .ttt e aaaae e eeaaeeaas 11.2
20T0 ottt et e e ta e e aaaaeeenaaeeeas 10.4
20 SRR 6.9
2 TR 1.1
TREICATIET ... e e e e e 34
TOTAL. .. $ 48.7

Total payments related to the above purchase commitments and license agreements for the years ended December 31,
2007, 2006 and 2005 were $66.0, $76.7 and $40.6, respectively. In addition, at December 31, 2007, the Company had
entered into various contracts with suppliers to purchase raw materials contingent upon forecasted purchases and other
manufacturing requirements.
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In the normal course of business, the Company has entered into research and development arrangements with third
parties that require milestone and royalty payments to the third parties contingent upon certain future events linked to the
success of the research and development efforts.

At December 31, 2007, the Company had guaranteed less than $2.0 of debt for certain customers. At December 31,
2007, the Company had outstanding letters of credit of $15.7. The letters of credit typically act as a guarantee of payment
to certain third parties in accordance with specified terms and conditions. Additionally, the Company guaranteed $83.1 to
a third party reinsurer for the Company's captive insurance subsidiaries.

(19) WaveLight AG Acquisition

On November 9, 2007, the Company completed the acquisition of 77.4% of the common shares of WaveLight AG
("WaveLight"). WaveLight, a German company listed in Deutsche Borse AG's Prime Standard since January 2003,
develops, manufactures and markets innovative refractive laser and diagnostic systems, including the ALLEGRETTO" laser
system for refractive eye surgery. The ALLEGRETTO" laser has a global installed base of more than 800 units and offers
the fastest ablation speed on the market today. This acquisition combined WaveLight's technological expertise and the
ALLEGRETTO" laser with the Company's global marketing, distribution and service platform, together providing
additional clinical solutions and laser technology to better support cataract and refractive customers.

The WaveLight acquisition was completed pursuant to a tender offer made by Alcon to acquire WaveLight shares for
15.00 euro per share and with WaveLight shares acquired either on the stock market or through direct purchase.

The following table summarizes the components of the WaveLight purchase price:

Cash paid for WaveLight Shares ............ccccooeviviiiiiiceice e $ 108.7
Cash paid in December 2007 to terminate WaveLight stock options...................c........ 0.8
TTANSACLION COSES -..uvuuviiieiieicietei ettt ettt enen 3.5

Total PUICHASE PIICE .....cucviieieiieteicte ettt $ 113.0

In connection with the acquisition, the Company agreed to reimburse WaveLight for the costs to terminate WaveLight
stock options held by certain WaveLight officers and key employees and to retain their services for up to 24 months after
the closing of the acquisition. The effect of the Stock Options Termination Agreement is that for each option, the holder
may receive 9 euro per option, in three installments. WaveLight is obligated to pay the obligations if it terminates the
respective holder other than either for good cause or for willful misconduct or negligence under the agreement. Only the
first payment was considered in the purchase price above because the other payments are contingent upon future service by
the holders.

Purchase Price Allocation

The allocation of purchase price for acquisitions requires extensive use of accounting estimates and judgments to
allocate the purchase price to the identifiable tangible and intangible assets acquired, including in process research and
development, and liabilities assumed based on their respective fair values. Additionally, the Company must determine
whether an acquired entity is considered to be a business or a set of net assets, because a portion of the purchase price can
only be allocated to goodwill in a business combination.

Although the closing of the WaveLight acquisition was completed on November 9, 2007, the acquisition date was
effective as of November 1, 2007 for purposes of recording the transaction and reporting WaveLight's results of operations
in the Company's consolidated financial statements. The WaveLight purchase price was allocated to tangible and
intangible assets acquired and liabilities assumed based on their estimated fair values at the acquisition date.

The Company engaged an independent third-party valuation firm to assist it in determining the estimated fair values of
in process research and development, identifiable intangible assets and certain tangible assets. Such a valuation requires
significant estimates and assumptions, including but not limited to determining the timing and estimated costs to complete
the in process projects, projecting regulatory approvals, estimating future cash flows and developing appropriate discount
rates.
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The excess of the purchase price over the fair value of net assets acquired was allocated to goodwill. The goodwill
acquired in the WaveLight acquisition is not deductible for tax purposes.

The Company believes the estimated fair values assigned to the assets acquired and liabilities assumed were based on
reasonable assumptions. The following table summarizes the estimated fair values of net assets acquired:

CUITENE ASSELS ..ottt ettt ssns $ 57.0
Property, plant and eqUIPMENt.............cococuiiruriniririeenee e 5.8
Identifiable intangible asSets..........cocooviruririririnieireeeeeeeen. 44.5
In process research and development..............cccceeveviieinieenennnan. 9.3
GOOAWIIL ... 69.0
Long term deferred inCOmMe taX aSSetS...........cocvrverereieieiririieeeierereseeiesseeeens 17.4
OtRET @SSELS. ... evieeeeiceetree ettt 11.1
Accounts payable and accrued liabilities (35.5)
Short term DOITOWINZS ........v.vueiririeieieiiiiieieieieieie it sseaeseeas (42.9)
Long term deferred income tax liabilities..........ccoceveeeiririiieeneeeicreee (13.5)
Other long term liabilities (6.2)
MINOTIEY IECIEST ....vvveeiic ittt (3.0)
Net aSSELS ACGUITED .....v.vvveeirieieieeieeieie ettt $ 113.0

The Company's fair value estimates for the purchase price allocation may change during the allowable allocation
period, which is up to one year from the acquisition date, if additional information becomes available.

In Process Research and Development

In conjunction with the WaveLight acquisition, the Company recorded a charge to in process research and
development expense of $9.3 million for acquired in process research and development assets that the Company
determined were not yet complete and had no alternative future uses in their current state.

These in process research and development assets were composed of projects to develop new laser technology in the
field of refractive surgery. These assets had not received approval by the FDA as of the WaveLight acquisition date of
November 1, 2007. Because the in process research and development assets had no alternative future use, they were
charged to expense on the WaveLight acquisition date.

As of the WaveLight acquisition date, these projects were expected to be approved by the FDA in approximately 2010
or 2011. The Company has not determined if clinical trials will be necessary for these projects. If needed, the Company
will conduct the clinical trials and attempt to gain FDA approval in the time period noted. In addition, these new laser
technologies are expected to be sold in international markets when approved, which could be before the FDA approval.

The estimated fair value of the in process research and development assets was determined based on an income
approach using a discounted cash flow model for the acquired technologies. Estimated revenues took into account the
stage of completion and the risks surrounding successful development and commercialization. The estimated after-tax cash
flows were then discounted to a present value using discount rates appropriate for the risks associated with these projects.

The major risks and uncertainties associated with the timely and successful completion of the acquired in process
projects consist of the ability to confirm the safety and efficacy of the technology based on the data from clinical trials, if
necessary, and obtaining necessary regulatory approvals. No assurance can be given that the underlying assumptions used
to forecast the cash flows or the timely and successful completion of the projects will materialize as estimated. For these
reasons, among others, actual results may vary significantly from estimated results.
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Identifiable Intangible Assets

Acquired identifiable intangible assets include product rights for approved indications of currently marketed products,
customer relationships, trademarks and core technology for laser and other refractive products. The amounts assigned to
each class of intangible assets and the related weighted average amortization periods are summarized in the following
table:

Value of
Intangible Assets Weighted Average
Acquired Amortization Period
Developed technology .........ccccooeerieenieceeeeeeeeen $ 28.8 5 years
Customer relationships 6.7 6 years
Trademarks.........ocoooiiiii s 9.0 10 years
TOtAL ..o s $ 445 6 years

Impairment evaluations in the future for acquired developed technology will occur at a consolidated cash flow level
within the Company's refractive product line.

Goodwill

Goodwill represents the excess of the WaveLight purchase price over the sum of the amounts assigned to assets
acquired less liabilities assumed. The Company believes that the acquisition of WaveLight will produce the following
significant benefits:

. Increased Market Presence and Opportunities. The combination of the Company and
WaveLight should increase the combined company’s market presence and opportunities for growth in
sales, earnings and stockholder returns.

. Enhanced Product Mix. The complementary nature of the Company's products with those of
WaveLight should benefit current patients and customers of both companies and provide the combined
company with the ability to better support cataract and refractive patients and physician customers.

. Improved Technology. The combination of the Company and WaveLight provides the
Company access to improved technology and a highly trained WaveLight work force as of the
acquisition date.

The Company believes that these primary factors support the amount of goodwill recognized as a result of the
purchase price paid for WaveLight, in relation to other acquired tangible and intangible assets, including in process
research and development. The goodwill acquired in the WaveLight acquisition is not deductible for tax purposes.

(20) Subsequent Events

On February 6, 2008, pursuant to the 2002 Alcon Incentive Plan, Alcon's board of directors approved the grant
effective February 11, 2008 to certain employees of share-settled stock appreciation rights and stock options for
approximately 1.2 million common shares at $147.54 per share, the closing market price on February 11, 2008. The share-
settled stock appreciation rights and stock options are scheduled to become exercisable in 2011 and expire in 2018. The
board also approved the grant effective February 11, 2008 to certain employees of approximately 300,000 share-settled
restricted share units. The share-settled restricted share units vest at the end of a three-year period, with forfeitures if the
recipient is not fully vested at retirement before age 60. Alcon's board of directors also approved the grant effective
February 11, 2008 of approximately 37,000 performance share units to the senior executive officers and other selected
executives. The performance share units are designed to award additional compensation in the form of Alcon shares if a
three-year cumulative earnings per share target is met. The final award may be adjusted by a total shareholder return
multiplier. The performance share units vest at the end of a three-year period, with forfeitures if the recipient is not fully
vested before age 60.
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(21) Unaudited Quarterly Information

Three Months Ended
March 31, June 30, September 30, December 31,

2007

SALES . $ 1,322.7 ' $ 1,4715 § 1,335.7 $ 1,469.7
Operating iNCOME .........eecvveeeeeerieeieeieeneans 403.1 536.5 466.1 477.4
Net arnings.......coecveeeereeereeeeeneeneereeeeenes 346.2 448.4 4153 376.5
Basic earnings per common share .............. $ 1.16 § 1.50 § 139 § 1.27
Diluted earnings per common share............ $ 1.14 3 148 § 138 § 1.25
2006

SALES . $ 1,L157.1 ' $ 1,310.8 § 1,203.8 $ 1,224.9
Operating iNCOME ........eecvveeeeeereeeererenenans 3424 575.8 261.0 392.9
Net arnings.......ccecveeeereeereeereereeneeneeeennes 295.7 465.6 232.1 354.7
Basic earnings per common share .............. $ 096 § 1.52 § 077 $ 1.17
Diluted earnings per common share ........... $ 095 § 1.50 § 0.76 $ 1.16

Quarterly sales trends reflect seasonality in several products, including ocular allergy and otic products, in the form of
increased sales during the spring months, which occur during the second quarter in the northern hemisphere.

Operating income and net earnings for the three months ended March 31, 2007 included losses totaling $32.7 related
to the impairment discussed in note 5.

Sales, operating income and net earnings for the three months ended December 31, 2007 reflect two months of
operations of WaveLight subsequent to its acquisition effective November 1, 2007, as discussed in note 19.

Operating income and net earnings for the three months ended December 31, 2007 included costs for in process
research and development discussed in note 19.

Operating income and net earnings for the three months ended June 30, 2006 included the benefit of the reduction of
the patent litigation provision discussed in note 18.

Operating income and net earnings for the three months ended September 30, 2006 included the impairment losses
discussed in note 5.
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Report of the Group Auditors to the General Meeting of

Alcon, Inc., Hiinenberg

As group auditors, we have audited the consolidated financial statements (consolidated balance sheets,
consolidated statements of earnings, consolidated statements of shareholders' equity and
comprehensive income, and consolidated statements of cash flows) of Alcon, Inc. and subsidiaries for
the year ended December 31, 2007, as included in the Alcon, Inc. 2007 Financial Report on pages 6 to
47 and the Swiss disclosure requirements on page 49 to 51.

These consolidated financial statements are the responsibility of the board of directors. Our
responsibility is to express an opinion on these consolidated financial statements based on our audit.
We confirm that we meet the legal requirements concerning professional qualification and
independence.

Our audit was conducted in accordance with Swiss Auditing Standards, which require that an audit be
planned and performed to obtain reasonable assurance about whether the consolidated financial
statements are free from material misstatement. We have examined on a test basis evidence supporting
the amounts and disclosures in the consolidated financial statements. We have also assessed the
accounting principles used, significant estimates made and the overall consolidated financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements comply with Swiss law and the consolidation and
valuation principles as set out in the notes to the consolidated financial statements.

We recommend that the consolidated financial statements submitted to you be approved.

KPMG Klynveld Peat Marwick Goerdeler SA

/s/ Thomas Affolter /s/ Danilo Faustinoni
Thomas Affolter Danilo Faustinoni
Swiss Certified Accountant Swiss Certified Accountant

Auditor in Charge

Zurich, March 17, 2008
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The consolidated financial statements (consolidated balance sheets and related consolidated statements of earnings,
shareholders’ equity and comprehensive income, and cash flows) of Alcon, Inc. and subsidiaries (the “Company”) for the
year ended December 31, 2007 are included in the Alcon, Inc. 2007 Financial Report on pages 6 to 47. Swiss law requires
additional reporting disclosures which are included in the notes below.

(1) Significant shareholders
Nestlé S.A. holds 73.86% of the issued common shares of Alcon, Inc. The remaining common shares are publicly traded at
the New York Stock Exchange (NYSE) since March 21, 2002.

Other than Nestlé, no shareholder reported beneficial ownership of 5% or more of Alcon's outstanding common shares at
December 31, 2007.

(2) Investment in subsidiaries
The following is a list of Alcon, Inc.’s and subsidiaries’ major investments as of December 31, 2007. The consolidated
ownership of each of these investments as of December 31, 2007 is 100% with the exception of Wavelight AG in which

the ownership is 77.4%.

Issued
Name Domicile Activity share capital
Alcon RefractiveHorizons, Inc. Wilmington DE, USA Holding 0.1
Alcon Holdings Inc. Wilmington DE, USA Holding 0.1
Alcon Pharmaceuticals, Inc. Wilmington DE, USA Distributor Shares with no
nominal value
Falcon Pharmaceuticals, Ltd. Fort Worth TX, USA Distributor *
Alcon Laboratories (UK) Hemel Hempstead, Herts, Distributor 4.9
Limited UK
Alcon Pharmaceuticals Ltd. Hiinenberg, Switzerland Distributor 0.1
Alcon Japan Ltd. Tokyo, Japan Distributor Shares with no
nominal value
Alcon Laboratories (Australia) Frenchs Forest, Australia Distributor 2.0
Pty. Ltd.
Alcon Canada Inc. Mississauga, Canada Distributor Shares with no
nominal value
Alcon (Puerto Rico) Inc. Puerto Rico Distributor 0.1
Alcon Hong Kong, Limited Hong Kong Distributor 0.1
Alcon Pte Ltd. Singapore Distributor 0.1
Alcon Italia S.p.A. Milan, Italy Distributor 1.7
Alcon Pharma GmbH Freiburg, Germany Distributor 0.5
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(2) Investment in subsidiaries (continued)

Issued
Name Domicile Activity share capital
Alcon Laboratuvarlari Ticaret Istanbul, Turkey Distributor 19.3
AS.
Alcon Laboratories, Inc. Wilmington DE, USA Manufacturer and 0.1
Distributor
S.A. Alcon-Couvreur N.V. Puurs, Belgium Manufacturer and 2.5
Distributor
Alcon Cusi S.A. El Masnou (Barcelona), Manufacturer and 15.1
Spain Distributor
Laboratoires Alcon S.A. Rueil-Malmaison, France Manufacturer and 13.5
Distributor
Alcon Laboratorios do Brasil Sao Paulo, Brazil Manufacturer and 10.6
Ltda. Distributor
Alcon Laboratorios, S.A. de Mexico City, Mexico Manufacturer and 4.7
C.V. Distributor
Alcon (China) Ophthalmic Beijing, China Manufacturer and 2.2
Product Co., Ltd. Distributor
Alcon Manufacturing, Ltd. Fort Worth TX, USA Manufacturer *
Alcon Laboratories Ireland Cork, Ireland Manufacturer 0.2
Limited
Alcon Capital Corporation Wilmington DE, USA Finance 0.1
Alcon Capital and Investment Panama Finance 0.1
Panama, S.A.
N.V. Alcon Coordination Center Puurs, Belgium Finance 371.2
Alcon Credit Corporation Hiinenberg, Switzerland Finance 0.6
Alcon Research, Ltd. Fort Worth TX, USA Research & *
Development
Trinity River International Bermuda Finance 0.1
Investments (Bermuda) Ltd.
Trinity River Insurance Co. Ltd. Bermuda Captive Insurance 0.1
WaveLight AG Erlangen, Germany Manufacturer and 9.7

* Partnerships with no share capital
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(3) Fixed assets
The fire insurance value for fixed assets amounts to $2,360.4 and $1,923.0 at December 31, 2007 and 2006, respectively.

(4) Expense by nature
The following items are allocated to the appropriate headings of expenses by function in the consolidated statements of
earnings for the year ended December 31.

2007 2006
Depreciation of property, plant and equipment $ 159.7 $ 158.5
Salaries and welfare expenses 1,506.4 1,340.7
Direct material cost 481.4 459.3

(5) Directors and Senior Management Compensation
Further information as required by Swiss law relating to remuneration and ownership of shares and options of the members
of the board of directors and the senior management team can be found in note 8§ of the parent company accounts.
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Report of the Statutory Auditors to the General Meeting of

Alcon, Inc., Hiinenberg

As statutory auditors, we have audited the accounting records and the financial statements (balance
sheet, statement of earnings and retained earnings and notes) of Alcon, Inc. for the year ended
December 31, 2007.

These financial statements are the responsibility of the Board of Directors. Our responsibility is to
express an opinion on these financial statements based on our audit. We confirm that we meet the
legal requirements concerning professional qualification and independence.

Our audit was conducted in accordance with Swiss Auditing Standards, which require that an audit be
planned and performed to obtain reasonable assurance about whether the financial statements are free
of material misstatement. We have examined on a test basis evidence supporting the amounts and
disclosures in the financial statements. We have also assessed the accounting principles used,
significant estimates made and the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the accounting records and financial statements and the proposed appropriation of
retained earnings comply with Swiss law and the Company's articles of incorporation.

We recommend that the financial statements submitted to you be approved.

KPMG Klynveld Peat Marwick Goerdeler SA

/s/ Thomas Affolter /s/ Danilo Faustinoni
Thomas Affolter Danilo Faustinoni
Swiss Certified Accountant Swiss Certified Accountant

Auditor in Charge

Zurich, March 17, 2008
Enclosures:

- Financial statements (balance sheet, statement of earnings and retained earnings and notes)
- Proposed appropriation of retained earnings
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Balance Sheet as of December 31, Note 2007 2006
(in thousands)
CHF CHF

Assets
Current assets:
Cash and banks 1,652,489 848,184
Accounts receivable

due from affiliated companies 191,022 197,482
Treasury shares 1,241,425 1,045,611
Prepayments and other current assets 13,806 4,938
Total current assets 3,098,742 2,096,215
Non-current assets:
Loans due from affiliated companies 3 1,007,087 1,266,019
Investments 4 2,210,171 2,195,504
Intangible assets 28,169 58,373
Total non-current assets 3,245,427 3,519,896
Total assets 6,344,169 5,616,111
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Balance Sheet as of December 31, Note 2007 2006
(in thousands)
CHF CHF

Liabilities and Shareholders’ Equity
Current liabilities:
Accounts payable

due to third parties 272 342

due to affiliated companies 213,053 216,305
Accrued income taxes 163,179 87,616
Other accrued liabilities 38,512 97,535
Total current liabilities 415,016 401,798
Non-current liabilities:
Other long-term liabilities 96,360 236,926
Provisions - 202,450
Total non-current liabilities 96,360 439,376
Shareholders’ equity: 5
Share capital 62,347 63,469
Legal reserve 427,763 219,279
Reserve for own shares 1,927,139 1,893,697
Retained earnings 3,415,544 2,598,492
Total shareholders’ equity 5,832,793 4,774,937
Total liabilities and shareholders’ equity 6,344,169 5,616,111
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Statement of Earnings and Retained Earnings

for the year ended December 31, 2007 2006
(in thousands)

CHF CHF
Income
Dividend income 1,613,882 1,098,637
Royalty income 1,702,532 1,246,748
Other investment income 199,435 638
Interest income 110,952 119,208
Other income 142,825 31,642
Total income 3,769,626 2,496,873
Expenses
Royalty expenses 346,023 267,335
Research and development expenses 305,275 251,958
Outside services and fees 2,068 2,774
Amortization of intangibles 30,204 31,656
Personnel related expenses 3,532 1,341
Administration and other operating expenses 47,533 38,911
Interest and other financial expenses 2,125 1,386
Withholding and miscellaneous taxes 62,249 5,987
Foreign exchange losses, net 152,582 150,517
Other expenses - 67,503
Legal claims and settlements expenses, net 8,888 (190,404)
Total expenses 960,479 628,964
Earnings before income taxes 2,809,147 1,867,909
Income tax expense (82,113) (56,966)
Net earnings 2,727,034 1,810,943
Retained earnings at beginning of the year 2,598,492 2,410,596
Dividend distribution (745,387) (515,039)
Transfer to reserve for own shares (1,191,979) (1,094,194)
Capital reduction 27,384 (13,814)
Retained earnings at end of the year 3,415,544 2,598,492
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Notes to the Financial Statements

2.1

General

The Company is registered in Hiinenberg in the Canton of Zug, Switzerland. Its principal activity is holding
investments, patents, trademarks and technical and industrial know-how.

Nestlé S.A. holds 73.86% of the issued common shares of Alcon, Inc. The remaining common shares are publicly
traded at the New York Stock Exchange (NYSE) since March 21, 2002.

Other than Nestlé S.A., no shareholder reported being a beneficial owner of 5% or more of Alcon, Inc.'s outstanding
common shares at December 31, 2007.

Significant Accounting Policies

The accounting policies followed for dealing with items which are judged material or critical in determining the
results for the year and stating the financial position are as follows:

Foreign Currency Translation

The accounting records are kept in USD, which is the functional currency of the Company. Assets and liabilities
which arise in currencies other than USD are translated at the rates of exchange prevailing at year-end; revenues and

expenses are converted at monthly booking rates.

For statutory purposes, the financial statements are translated into CHF at the following rates:

Investments and dividend income - at historical rates
Intangible assets - at historical rates
Other assets and liabilities - at year-end rates
Treasury shares and equity - at historical rates
Income and expenses - at average rates

Net exchange differences on translation and transactions are recognized in the income statement. Unrealized gains
are recorded through the income statement up to the amount of prior years recognized unrealized exchange losses.
Unrealized exchange gains in excess are deferred.
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Notes to the Financial Statements

2.2

2.3

2.4

2.5

Significant Accounting Policies (continued)

Investments

Investments are recorded at cost or are written down on a conservative basis, taking into account the profitability of
the company concerned.

Treasury Shares

Treasury shares are carried at the lower of cost or market.

Intangible Assets

The intangible assets are amortized on a straight-line basis over a period between four and sixteen years.

Taxation

Provision has been made for all Federal and Cantonal income and capital taxes estimated to be payable on the basis
of earnings reported through December 31, 2007.

Loans due from Affiliated Companies

The Company signed a subordination agreement for a loan due from a subsidiary. This loan was fully repaid in
2007. The outstanding amount in 2006 was CHF 1.6 million.
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Notes to the Financial Statements

4. Investments in Subsidiaries

The following is a list of the Company's major investments:

Name Domicile  Activity

S.A. Alcon-Couvreur N.V. Puurs Manufacturer
Belgium and Distributor

Alcon Cusi S.A. ElMasnou Manufacturer
(Barcelona) and Distributor
Spain

Laboratoires Alcon S.A. Rueil- Manufacturer
Malmaison and Distributor
France

Alcon Laboratories (UK) Hemel Distributor

Limited Hempstead,
Herts, UK

Alcon Pharmaceuticals Ltd. = Hiinenberg Distributor

Switzerland
Alcon Japan Ltd. Tokyo Distributor
Japan
Alcon Laboratories Frenchs Distributor
(Australia) Pty. Ltd. Forest
Australia
Alcon Canada Inc. Mississauga Distributor
Canada
Alcon (Puerto Rico) Inc. Puerto Rico Distributor
Alcon Laboratorios Sao Paulo  Manufacturer
do Brasil Ltda. Brazil and Distributor
Alcon Laboratorios, S.A. Mexico Manufacturer
de C.V. City and Distributor
Mexico
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Issued share capital

EUR

EUR

EUR

GBP

CHF

4,491,831

11,599,783

12,579,102

3,100,000

100,000

JPY (Shares with no
nominal value)

AUD 2,550,000

CAD (Shares with no
nominal value)

USD

BRL

100

7,729,167

MXN 5,915,300

Ownership

99.62%

100.00%

100.00%

100.00%

100.00%

100.00%

100.00%

100.00%

100.00%

100.00%

100.00%



Notes to the Financial Statements

4. Investments in Subsidiaries (continued)

Name Domicile  Activity Issued share capital Ownership

Alcon Hong Kong, Limited =~ Hong Kong Distributor HKD 77,000 100.00%

Alcon Pte Ltd. Singapore  Distributor SGD 164,000 100.00%

Alcon (China) Ophthalmic Beijing Manufacturer USD 2,164,635 100.00%

Product Co., Ltd. China and Distributor

Alcon Laboratories Cork Manufacturer EUR 192,501 100.00%

Ireland Limited Ireland

N.V. Alcon Coordination Puurs Finance EUR 415,000,000 86.16%

Center Belgium

Alcon Italia S.p.A. Milan Distributor EUR 1,300,000 99.00%
Italy

Alcon Laboratuvarlari Istanbul Distributor TRY 25,169,000 100.00%

Ticaret A.S. Turkey

Alcon Pharma GmbH Freiburg Distributor EUR 511,292 100.00%
Germany

Alcon Credit Corporation Hiinenberg Finance CHF 1,000,000 100.00%
Switzerland

Alcon Holdings Inc. Wilmington U.S. Sub-Holding USD 10 100.00%
USA

Trinity River International Bermuda  Finance USD 12,000 100.00%

Investments (Bermuda) Ltd.

Trinity River Insurance Bermuda Captive Insurance ~ USD 120,000 100.00%

Co. Ltd.

WaveLight AG Erlangen Manufacturer EUR 6,577,026 77.39%

Germany  and Distributor
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Notes to the Financial Statements

5. Shareholders’ Equity

As of December 31, 2007 the Company’s share capital comprises 311,735,728 issued and fully paid registered
shares with a nominal value of CHF 0.20 each (2006: 317,343,982 shares).

Equity Reconciliation

Number Reserve for Retained
in CHF '000 of Shares Share Capital Legal Reserve Own Shares Earnings Total
Balance, December 31, 2005 314,559,103 62,912 51,964 839,456 2,410,596 3,364,928
Dividend payment - - - - -515,039 -515,039
Cancellation of shares -100,000 -20 -286 - -13,814 -14,120
Exercise of stock options 2,884,879 577 127,648 - - 128,225
Changes in reserves for own shares, net - - 39,953 1,054,241 -1,094,194 -
Net result - - 1,810,943 1,810,943
Balance, December 31, 2006 317,343,982 63,469 219,279 1,893,697 2,598,492 4,774,937
Dividend payment - - - - -745,387 -745,387
Cancellation of shares -7,920,000 -1,584 -25,800 -1,023,738 27,384 -1,023,738
Exercise of stock options 2,311,746 462 99,485 - - 99,947
Changes in reserves for own shares, net - - 134,799 1,057,180 -1,191,979 -
Net result - - 2,727,034 2,727,034
Balance, December 31, 2007 311,735,728 62,347 427,763 1,927,139 3,415,544 5,832,793

A share cancellation of total 7,920,000 shares with a nominal value of CHF 1,584,000 under the share repurchase
program was approved at the Annual General Meeting of May 9, 2007. The completion of the cancellation was
registered in the Register of Commerce of the Canton of Zug on August 13, 2007.

Conditional Share Capital

The General Meeting held on February 25, 2002 approved Conditional Capital in an amount not to exceed CHF 6
million. The share capital may be increased through the issuance of up to 30,000,000 fully paid registered shares
with a nominal value of CHF 0.20 per share in connection with the issuance of new shares for stock options to
employees or directors of the Company and Group companies.

During the year 2007, 2,311,746 (2006: 2,884,879) new shares were issued based on exercises of stock options by
employees and directors. As of December 31, 2007 the Conditional Share Capital amounts to 17,219,272 (2006:
19,531,018) registered shares at CHF 0.20 each, representing a total of CHF 3,443,854.40 (2006: CHF
3,906,203.60).
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Notes to the Financial Statements

5. Shareholders’ Equity (continued)
Legal Reserve

The Company appropriates earnings to a legal reserve in accordance with the provisions of Swiss law. For holding
companies such a reserve is, to the extent of 20 % of the share capital, not readily available for distribution.

As a result of 2,311,746 (2006: 2,884,879) new shares issued during 2007, the legal reserve increased by CHF
99,484,884 (2006: CHF 127,647,575).

Reserve for Own Shares

During the year a total of 7,683,224 (2006: 8,517,963) shares, including 0 (2006: 35,801) shares for a deferred
compensation plan and 7,657,400 (2006: 8,020,000) shares under the share repurchase program, were acquired by
Alcon, Inc. and subsidiaries at a cost of CHF 1,224,368,351 (2006: CHF 1,110,494,665). 1,865,096 (2006: 335,565)
shares, whereof 13,316 (2006: 41,176) related to a deferred compensation plan, were disposed and the reserve was
reduced by CHF 167,187,877 (2006: 42,134,045) representing the historical average cost price of these shares.
Additionally, 7,920,000 (2006: 100,000) shares under the share repurchase program were cancelled at their purchase
price of CHF 1,023,737,834 (2006: 14,120,060).

The total of 14,234,119 (2006: 16,335,991) own shares, including 161,097 (2006: 174,413) shares for a deferred
compensation plan and 7,657,400 (2006: 7,920,000) shares under the share repurchase program, held on December
31, 2007, represents 4.6% (2006: 5.1%) of Alcon, Inc.’s share capital. These shares will be recorded in the Share
Register as being without voting rights and will not rank for dividend. Shares for a deferred compensation plan have
no voting rights but rank for dividend.

At December 31, 2007 the shareholding of a Group company was 6,255,666 (2006:8,081,622) shares at an
acquisition cost of CHF 685,713,813 (2006: CHF 848,085,941).
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Notes to the Financial Statements

5. Shareholders’ Equity (continued)
Share Repurchase Program

In December 2007, Alcon, Inc.'s Board of Directors authorized a new share repurchase program that allows for the
purchase by Alcon, Inc. of up to USD 1.1 billion outstanding Alcon, Inc. common shares. The new program
provides for a pro rata purchase of shares from Nestlé S.A. The Company will purchase three shares from Nestlé
S.A. for each share acquired by the Company from the market pursuant to this new repurchase program. The price
paid for shares purchased from Nestlé S.A. will equal the U.S. Securities Exchange Act of 1934 Rule 10b-18
volume-weighted average price. Shares may be purchased at times and in amounts determined by management
based on its evaluation of market conditions and other business factors. The Company plans to finance the
purchases with excess cash and investments on hand and with funds generated from operations. The Company
expects to begin purchasing Alcon, Inc. shares under this program in the first half of 2008 and anticipates
completing the purchase of all shares authorized to be purchased under this program within a twelve-month period.

This program is in addition to the Company's existing repurchase program, under which, as of December 31, 2007,
the Company had remaining authorization to purchase up to 2.7 million shares. In 2007, the Company repurchased

7,657,400 shares under the share repurchase program. At a later date and subject to shareholders' approval, the
Company intends to cancel 7,657,400 shares repurchased in 2007 under this prior repurchase program.

6. Commitments

The Company is committed to make future minimum payments under non-cancelable patent and know-how license
agreements that amount to CHF 10 million as of December 31, 2007 (2006: CHF 10 million).

7. Contingent Liabilities

The Company issued guarantees to third parties on behalf of subsidiaries that amount to approximately CHF 100
million (2006: approximately CHF 111 million).

Alcon, Inc. is part of the Nestlé Swiss VAT Group and therefore jointly and severally liable for any Swiss VAT
liabilities of all other Group participants.
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Notes to the Financial Statements

8. Directors and Senior Management Compensations
A) DIRECTORS AND SENIOR MANAGEMENT

Below is information with respect to our current directors as of December 31, 2007. Unless otherwise indicated, the
business address of all of our directors is c/o Alcon, Inc., Bésch 69, P.O. Box 62, 6331, Hiinenberg, Switzerland.

Name Title and Function

Cary R. Rayment Chairman, President, Chief Executive Officer and Director
Dr. Werner J. Bauer Director

Francisco Castafier Vice Chairman and Director

Gerhard Mayr Director

Lodewijk J.R. de Vink Director

Thomas G. Plaskett Director, Audit Committee Chairman

Paul Polman Director

Joseph M. Weller Director

Mr. Philip H. Geier, Jr. retired from the board of directors at the annual general meeting of shareholders on May 9,
2007.
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Notes to the Financial Statements

8. Directors and Senior Management Compensations (continued)
Senior Management

Our principal subsidiary in the United States is Alcon Laboratories, Inc. Under the supervision of our board of
directors, the executive officers of Alcon, Inc. and Alcon Laboratories, Inc. provide global management services
with respect to the ongoing business and operations of our operating subsidiaries, including research and
development, manufacturing, sales and distribution, marketing, financing and treasury.

Below is information with respect to the current executive officers of Alcon Laboratories, Inc. as of December 31,
2007. Unless otherwise indicated, the business address of all of these officers is ¢/o Alcon Laboratories, Inc., 6201
South Freeway, Fort Worth, Texas 76134-2099.

Name Title and Function

Cary R. Rayment Chairman, President, Chief Executive Officer and Director

Richard J. Croarkin Senior Vice President, Finance and Chief Financial Officer

Kevin J. Buehler Senior Vice President, Global Markets and Chief Marketing
Officer

Dr. Gerald D. Cagle Senior Vice President, Research and Development and Chief
Scientific Officer

Dr. G. André Bens Senior Vice President, Global Manufacturing and Technical
Operations

Elaine E. Whitbeck Senior Vice President, Chief Legal Officer/General Counsel and

Corporate Secretary

Ms. Jacqualyn A. Fouse resigned as Senior Vice President, Finance and Chief Financial Officer of the Company in
July 2007.
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Notes to the Financial Statements

8. Directors and Senior Management Compensations (continued)
B) COMPENSATION

In 2007, all members of our board of directors, except for our Chairman, President and Chief Executive Officer,
received an annual cash retainer of $75,000 with an additional $10,000 for the audit committee chairperson. We
refer to a director who is neither a member of Nestlé's board of directors nor a full-time employee of Nestlé or
Alcon as a non-employee director.

In 2007, the numbers of share-settled stock appreciation rights (“SSARs”) and restricted share units awarded to non-
employee directors were determined by multiplying $100,000 by 70% for SSARs and 30% for restricted share units.
The 70% portion for SSARs was divided by the expected Black-Scholes value of an option to purchase one
common share on the date of grant. The 30% portion for restricted share units was determined using the discounted
value of one common share on the date of grant. Each of the non-employee directors was awarded 2,000 SSARs and
275 restricted share units in 2007. In the fiscal year ended December 31, 2007, our directors did not receive any
other compensation or benefits-in-kind from Alcon, Inc. except as noted above.

We do not have any service contracts with any of our directors. Mr. Timothy R.G. Sear, our former Chairman and
Chief Executive Officer, will continue to be provided an office by the Company through May 2010.

During 2007 the executive officers received a combination of SSARs and restricted shares from Alcon, Inc. as
indicated in this Compensation section.

The following compensation table sets forth information regarding compensation and benefits-in-kind paid during
the fiscal year ended December 31, 2007 to the directors of Alcon, Inc.
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Notes to the Financial Statements

Directors and Senior Management Compensations (continued)

Directors

Board Compensation - 2007 Awards

. SSARs Restricted Share Units

Name and Function Year | Cash Retainer ) ) TOTAL

USD CHF # USD CHF # USD CHF USD CHF
Cary R. Rayment, Chairman,
President, Chief Executive Officer 2007 - - - - - - - - - -
and Director (2)
Dr. Werner J. Bauer, Director (1) 2007 75,000 90,285 - - - - - -l 75,000 90,285
Franm'sco Castaiier, Vice Chairman 2007 75000 90285 ) ) . ) ) . 75000 90,285
and Director (1)
Gerhard Mayr, Director 2007 75,000 90,285 2,000 81,290 97,857 275 36,550 43,999 192,840 232,141
Lodewijk J.R. de Vink, Director 2007 75,000 90,285 2,000 81,290 97,857 275 36,550 43,999 192,840 232,141
Thomas G. Plaskett, Director, Audit | ;007 [ g5 000 102,323| 2,000 81200 97,857 275 36550 43999 202,840 244,179
Committee Chairman
Paul Polman, Director (1) 2007 75,000 90,285 - - - - - - 75,000 90,285
Joseph M. Weller, Director 2007 75,000 90,285 2,000 81,290 97,857 275 36,550 43,999 192,840 232,141
TOTAL 2007 | 535,000 644,033 8,000 325,160 391,428 1,100 146,200 175,996 1,006,360 1,211,457

USD were converted into CHF in this table at the annual average rate of 1.2038.

(1) Cash Retainer for Nestlé representatives paid directly to Nestlé S.A., Vevey.

(2) Excluding compensation received for the function as Chief Executive Officer (please see table on the next

page).

(3) SSAR's were granted in 2007 pursuant to the 2002 Alcon Incentive plan as amended. The value shown is
based on the Black-Scholes model of option valuation to determine grant date "fair value". The actual value, if
any that may be realized will depend on the excess of the stock price over the exercise price on the date the
SSAR is exercised, so there is no assurance the value realized will be at or near the value estimated by this
model. The following assumptions were used in the Black-Scholes model: expected volatility, 31%; risk-free

interest rate, 4.2% to 4.8%; dividend yield, 1.5%; expected life, 5 years.

(4) Restricted Share Units were granted in 2007; the value shown is as of the grant date.

In 2007, no compensations were paid directly or indirectly to persons closely related to a member of the board of

directors by the Company or one of its subsidiaries.

There were no compensations paid directly or indirectly to former members of the board of directors.
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Notes to the Financial Statements

8. Directors and Senior Management Compensations (continued)
Senior Management

The following compensation table sets forth information regarding compensation and benefits-in-kind paid during
the fiscal year ended December 31, 2007, to the executive officers of Alcon Laboratories, Inc.

Summary Compensation Table

In USD Annual Compensation Long Term Compensation
Awards
Restricted Securities
Other Share Underlying All Other
Salary Bonus Compensation Awards Options Compensation Total
. ® (C)] ) (C)] ¥
Name and Function Year $) (1) @ 3 @ ®) s
Cary R. Rayment, 2007 1,083,333 1,250,000 44,020 2,074,076 5,054,956 361,166 9,867,551
Chairman, President, Chief
Executive Officer and
Director
Dr. Gerald D. Cagle, 2007 627,341 430,000 40,363 626,166 1,526,043 153,920 3,403,833

Senior Vice President,
Research and Development
and Chief Scientific Officer
Jacqualyn A. Fouse 2007 320,000 415,000 22,657, 626,166 1,526,043 206,936 3,116,802
Senior Vice President,
Finance and Chief Financial
Officer (6)

Richard J. Croarkin 2007 208,333 - 107,863 173,216 407,566 24,882 921,860
Senior Vice President,
Finance and Chief Financial
Officer (7)

Kevin J. Buehler 2007 485,833 275,000 30,500 469,624 1,144,532] 129,974 2,535,463
Senior Vice President,
Global Markets and
Chief Marketing Officer
Elaine E. Whitbeck 2007 448,333 260,000 36,161 391,288 953,777 129,525 2,219,084
Senior Vice President,
Chief Legal Officer/
General Counsel and
Corporate Secretary
Dr. G. André Bens 2007 431,667 265,000 35,188 234,747 572,266 132,004 1,670,872]
Senior Vice President,
Global Manufacturing

and Technical Operations (8)
TOTAL 2007 23,735,465

67



Notes to the Financial Statements

8. Directors and Senior Management Compensations (continued)
In CHF Annual Compensation Long Term Compensation
Awards
Restricted Securities
Other Share Underlying All Other
Salary Bonus Compensation Awards Options Compensation Total
. (CHF) (CHF) (CHF) (CHF) (CHF)

Name and Function Year (CHF) a @ ) @ ) (CHF)
Cary R. Rayment, 2007 1,304,116 1,504,750 52,991 2,496,773 6,085,156 434,772 11,878,558
Chairman, President, Chief
Executive Officer and
Director
Dr. Gerald D. Cagle, 2007 755,193 517,634 48,589 753,779 1,837,051 185,289 4,097,534

Senior Vice President,
Research and Development and
Chief Scientific Officer
Jacqualyn A. Fouse 2007 385,216 499,577 27,274 753,779 1,837,051 249,110 3,752,000
Senior Vice President, Finance and
Chief Financial Officer (6)
Richard J. Croarkin 2007 250,791 - 129,845 208,517 490,628 29,953 1,109,735
Senior Vice President, Finance and
Chief Financial Officer (7)

Kevin J. Buehler 2007 584,846 331,045 36,716 565,333 1,377,788 156,463 3,052,190
Senior Vice President,
Global Markets and
Chief Marketing Officer
Elaine E. Whitbeck 2007 539,703 312,988, 43,531 471,032 1,148,157 155,922] 2,671,333
Senior Vice President,

Chief Legal Officer/General Counsel
and Corporate Secretary

Dr. G. André Bens 2007 519,641 319,007, 42,359 282,588 688,894 158,906 2,011,396
Senior Vice President,
Global Manufacturing

and Technical Operations (8)
TOTAL 2007 28,572,752

USD were converted into CHF in this table at the annual average rate of 1.2038.

In 2007, no compensations were paid directly or indirectly to persons closely related to a member of the senior
management by the Company or one of its subsidiaries.

(1)  Bonus paid in 2007 was for 2006 performance.

(2) Includes payments made for car allowance, financial consulting services and other allowances. Also included
is additional payment Mr. Croarkin received related to his relocation.
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Notes to the Financial Statements

8.

Directors and Senior Management Compensations (continued)

(3) Restricted shares were granted in 2007 and 2006; the value shown is as of the grant date. Summarized below
are the total restricted shares outstanding at December 31, 2007 and the value by vesting date. The value is
based on the closing price of the shares on the New York Stock Exchange on December 31, 2007. The
holders of restricted shares have voting rights and the right to receive a dividend equivalent thereon. In
accordance with the vesting provisions, Dr. Bens was vested in 33% of his 2006 grant upon retirement; all
remaining shares were forfeited.

Name Total Restricted Value Vesting Value Vesting
Shares at in 2009 in 2010
Dec 31, 2007
#) (%) CHF )] CHF
Cary R. Rayment 29,658 1,969,947 2,218,160 | 2,272,333 2,558,647
Dr. Gerald D. Cagle 9,554 680,584 766,338 686,020 772,459
Richard J. Croarkin 1,265 - - 180,946 203,745
Kevin J. Buehler 5,725 304,389 342,742 514,515 579,344
Elaine E. Whitbeck 5,501 358,172 403,302 428,691 482,706
Dr. G. André Bens 4,052 - - - -

USD were converted into CHF in this table at the year end rate 1.1260.

(4)  Share-settled stock appreciation rights were granted in 2006 and 2007.
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Summarized below are the total securities underlying options, non-qualified stock options and SSAR’s outstanding
at December 31, 2007.

Name Total Securities Black-Scholes Black-Scholes
underlying options at Value Value
Dec 31, 2007 6] (CHF)
(#)
Cary R. Rayment 535,263 14,398,782 16,213,028
Dr. Gerald D. Cagle 248,184 6,071,270 6,836,250
Richard J. Croarkin 9,972 407,566 458,919
Kevin J. Buehler 125,610 3,866,505 4,353,685
Elaine E. Whitbeck 71,493 2,576,753 2,901,424

USD were converted into CHF in this table at the year end rate 1.1260.

(5) Provides the aggregate amount of employer contributions to the Alcon 401(k) and Retirement Plans,
including earnings on allocations made to the Excess 401(k) Plan, additional compensation for premiums paid
for Executive Universal Life Insurance and the Umbrella Liability Insurance and earnings on salary and/or
bonus deferrals made under the non-tax qualified Executive Deferred Compensation Plan.

(6)  Ms. Fouse resigned as Senior Vice President of Finance and Chief Financial Officer of Alcon, Inc. and Alcon
Laboratories, Inc. in July 2007 and was paid a total of CHF 3,752,006 for the business year 2007.

(7)  Mr. Croarkin was named Senior Vice President, Finance and Chief Financial Officer of Alcon, Inc. in August
2007.

(8) Dr. Bens retired as Senior Vice President, Global Manufacturing and Technical Operations of Alcon
Laboratories, Inc. effective December 31, 2007.
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Stock Option/SSAR Grant Table

The following table sets forth the SSARs granted during 2007.

Senior Vice President, Global
Manufacturing and Technical
Operations

Name and Function Alcon | Exercise | Expiration | Grant Date | Grant Date
SSARs | or Base Date Present Present
granted | Price Value Value

# %) ) (CHF)
(€9) (2)

Cary R. Rayment, 125,211 130.56 | Feb 12,2017 5,054,956| 6,085,156

Chairman, President, Chief

Executive Officer and Director

Dr. Gerald D. Cagle, 37,800| 130.56 | Feb 12,2017 1,526,043 1,837,051

Senior Vice President, Research

and Development and Chief

Scientific Officer

Jacqualyn A. Fouse 37,800| 130.56 | Jul 20,2007 1,526,043 1,837,051

Senior Vice President, Finance

and Chief Financial Officer

Richard J. Croarkin 9,972 136.93 | Sep 06, 2017 407,566 490,628

Senior Vice President, Finance

and Chief Financial Officer

Kevin J. Buehler 28,350| 130.56 | Feb 12,2017 1,144,532 1,377,788

Senior Vice President, Global

Markets and Chief Marketing

Officer

Elaine E. Whitbeck 23,625 130.56 | Feb 12,2017 953,777 1,148,157

Senior Vice President, Chief

Legal Officer/General Counsel

and Corporate Secretary

Dr. G. André Bens 14,175| 130.56 | Feb 12,2017 572,266 688,894

USD were converted into CHF in this table at the annual average rate of 1.2038.
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(1

2)

SSARs were granted in 2007 pursuant to the 2002 Alcon Incentive Plan as amended. In general, these share-
based instruments will vest in full on the third anniversary of the date of grant, or upon a participant's death or
permanent disability. Where the termination of employment is due to retirement, vesting will occur according
to the normal vesting schedule. Upon the involuntary termination of a participant's employment with Alcon
(not as a result of disability or death), all vested instruments will be exercisable for 30 days; all unvested and
unexercised instruments will be forfeited. Where the termination of employment is due to death or disability,
the instruments may be exercisable for 60 months not to exceed the remaining term. Upon voluntary
termination, all unexercised instruments will be forfeited.

The value shown is based on the Black-Scholes model of option valuation to determine grant date "fair value".
The actual value, if any, that may be realized will depend on the excess of the stock price over the exercise
price on the date the SSAR is exercised, so there is no assurance the value realized will be at or near the value
estimated by this model. The following assumptions were used in the Black-Scholes model: expected
volatility, 31%; risk-free interest rate, 4.2% to 4.8%; dividend yield, 1.5%; expected life, 5 years.
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Aggregated Option/SSAR Exercises in 2007 and Year End Option/SSAR Value Table

Name and Function Shares Value Number of Securities Value of Unexercised

Acquired Realized Underlying In-the Money Options/SSARs

on (&3] Unexercised at Dec. 31, 2007
Exercise Options/SSARs ($ and CHF)
at Dec 31, 2007
Exercisable Unexercisable Exercisable Unexercisable
USD CHF USD CHF

Cary R. Rayment, 51,903 6,048,468 162,000 373,263 13,973,790  15,734,488| 13,248,761 14,918,105

Chairman, President, Chief
Executive Officer and Director
Dr. Gerald D. Cagle, 148,625| 14,943,670 113,000 135,184 9,277,660  10,446,645| 5,257,628 5,920,089
Senior Vice President, Research
and Development and Chief
Scientific Officer

Jacqualyn A. Fouse 72,000 5,167,440 - - - - - -
Senior Vice President, Finance
and Chief Financial Officer
Richard J. Croarkin - - - 9,972 - - 60,929 68,606
Senior Vice President, Finance
and Chief Financial Officer
Kevin J. Buehler 28,000 2,413,230 52,000 73,610 3,892,240 4,382,662 2,603,285 2,931,299
Senior Vice President, Global
Markets and Chief Marketing
Officer

Elaine E. Whitbeck 30,000 2,500,744 - 71,493 - -l 2,596,842 2,924,044
Senior Vice President, Chief
Legal Officer/General Counsel
and Corporate Secretary

Dr. G. André Bens - - 82,500 67,077 7,236,685 8,148,507 2,877,625 3,240,206
Senior Vice President, Global
Manufacturing and Technical
Operations

USD were converted into CHF in this table at the year end rate 1.1260.

73



Notes to the Financial Statements

8. Directors and Senior Management Compensations (continued)
Board of Directors Participation Rights

The following table sets forth the aggregate number of participation rights held by the members of the board of
directors as at December 31, 2007.

Name and Function Total number of | Total number of | Total number of | Total number of]
shares held or options held SSARs held Restricted
beneficially owned Share Units
held

Cary R. Rayment, Chairman,
President, Chief Executive Officer
and Director (1) - - - -

Dr. Werner J. Bauer, Director 2,000 - - -
Francisco Castafer, Vice

Chairman and Director 2,500 - - -
Gerhard Mayr, Director - - 2,000 275
Lodewijk J.R. de Vink, Director 5,000 17,500 4,200 600
Thomas G. Plaskett, Director

Audit Committee Chairman 604 3,000 4,200 600
Paul Polman, Director 1,900 - - -
Joseph M. Weller, Director - - 4,200 600
TOTAL 12,004 20,500 14,600 2,075

(1) See "Senior Management Participation Rights" on the next page.

In 2007, no participation rights were held directly or indirectly by persons closely related to a member of the board
of directors by the Company or one of its subsidiaries.

All directors mentioned above had direct or beneficial membership of less than 1% of the outstanding shares and
voting rights.
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Senior Management Participation Rights

The following table sets forth the aggregate number of participation rights held by the members of the senior
management as at December 31, 2007.

Name and Function Total number of | Total number | Total number | Total number
shares held or | of options held | of SSARs held | of Restricted
benefically owned Share Units
held

Cary R. Rayment, Chairman, President,
Chief Executive Officer and Director 61,626 314,400 220,863 -

Dr. Gerald D. Cagle, Senior Vice
President, Research and Development and
Chief Scientific Officer 73,861 177,341 70,843 -
Richard J. Croarkin, Senior Vice
President, Finance and Chief Financial
Officer 1,265
Kevin J. Buehler, Senior Vice President,
Global Markets and Chief Marketing
Officer 5,725 82,477 43,133 -
Elaine Whitbeck, Senior Vice President,
Chief Legal Officer/General Counsel and
Corporate Secretary 5,501 30,477 41,016 -
Dr. G. André Bens, Senior Vice
President, Global Manufacturing and
Technical Operations 40,278 119,750 29,827 -
Total 188,256 724,445 415,654 -

9,972 -

In 2007, no participation rights were held directly or indirectly by persons closely related to a member of the senior
management by the Company or one of its subsidiaries.

All officers mentioned above had direct or beneficial membership of less than 1% of the outstanding shares and
voting rights.

Loans and Credits
There were no outstanding loans or credits granted to any current or former member of the board of directors, senior

management, or any person closely related to a member of the board of directors or senior management as at
December 31, 2007.
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2002 Alcon Incentive Plan

Eligibility and Award Limits

Our employees and non-employee directors and employees of our subsidiaries and affiliates are eligible to receive
awards under the 2002 Alcon Incentive Plan. Employees of Nestlé and its subsidiaries other than Alcon entities are
not eligible to receive awards under this plan.

Under the 2002 Alcon Incentive Plan, limits are placed on the maximum award amounts that may be granted to any
employee in any plan year. The maximum number of shares subject to stock options/stock appreciation rights that
may be issued to any participant during any calendar year shall not exceed 750,000. The maximum number of
shares that may be issued to any participant as restricted shares during any calendar year shall not exceed 200,000.

Administration

The 2002 Alcon Incentive Plan is administered by the compensation committee of our board of directors, which has
the authority to recommend and set the terms and conditions of the grant awards. Our board of directors is
responsible for approving the recommendations of the compensation committee.

For our employees who are not considered executive officers, the compensation committee may delegate its
authority under the Alcon Incentive Plan to our executive officers, subject to certain guidelines.
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Shares Reserved for Awards

Under the 2002 Alcon Incentive Plan, a total of 30 million common shares may be issued for awards. Through
December 31, 2007, approximately 14.6 million of these common shares had been issued under this plan.

Our board of directors has the authority to make appropriate adjustments to the limits described above as well as to
the terms of outstanding awards, in the event of any transaction that affects our common shares such as share splits,
share dividends or other similar events.

Awards of stock options that expire unexercised, stock appreciation rights or restricted shares that forfeit under the
terms of this plan or stock appreciation rights that are exercised for cash are not included in applying the maximum
limit for our common shares available for grant under this plan.

Annual and Long Term Incentive Awards

Annual and long term incentive awards may be granted under the 2002 Alcon Incentive Plan. The awards are
considered earned only if corporate, business segment or performance goals over the performance period satisfy the
conditions established by the compensation committee and approved by our board of directors. The performance
objectives, which may vary from employee to employee, are based on one or more financial measures and
additional non-financial measures.

Our board of directors determines whether awards are paid in the form of cash, common shares or any combination
of these items.

Under the 2002 Alcon Incentive Plan, selected executive officers may be awarded performance-based incentive
awards, subject to a maximum limit.
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Stock Options

Under the 2002 Alcon Incentive Plan, we may grant to eligible employees stock options that are either incentive
stock options or nonqualified stock options. To date, the stock options granted have been nonqualified stock
options, which do not and will not qualify as incentive stock options for federal income tax purposes under Section
422 of the U.S. Internal Revenue Code of 1986.

The compensation committee will recommend to our board of directors for approval the number and type of stock
options to grant, as well as the exercise price, applicable vesting schedule, option term and any applicable
performance criteria. Unless otherwise decided by our board of directors, stock options will vest in full on the third
anniversary of the date of grant, or on an option holder's death, permanent disability or retirement (as defined in the
2002 Alcon Incentive Plan). Beginning with awards granted in 2006, vesting of stock option awards will not be
accelerated upon the option holder's retirement, but will vest according to the regular vesting schedule. Upon the
involuntary termination of an option holder's employment with us, all vested options will be exercisable for 30 days;
provided, however, that where the termination of employment is due to (i) retirement or (ii) death or disability, they
may be exercisable for their remaining term, or for 60 months not to exceed the remaining term, respectively. Some
vesting requirements have been modified in accordance with local laws and the approval of the board. Upon
voluntary termination of employment, all options (vested and unvested) forfeit on the date of termination. The grant
price for any stock option will be not less than the fair market value of our common shares on the grant date. Unless
our board of directors provides for a different period, stock options will have a term of ten years.
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Stock Appreciation Rights

We may grant stock appreciation rights, which will entitle the holder to receive an amount equal to the difference
between the fair market value and the grant price. The compensation committee will recommend to our board of
directors for approval the number of stock appreciation rights to grant, as well as the exercise price, applicable
vesting schedule, term and any applicable performance criteria. The amount may be settled either in stock or in
cash, as designated by the award agreement. Unless determined otherwise by our board of directors, stock
appreciation rights will vest in full on the third anniversary of the date of grant or on a holder's death, permanent
disability or retirement. Beginning with awards granted in 2006, vesting of stock appreciation rights will not be
accelerated upon the holder's retirement, but will vest according to the regular vesting schedule. Upon the
involuntary termination of a holder's employment with us, all vested stock appreciation rights will be exercisable for
30 days; provided, however, that where the termination is due to (i) retirement or (ii) death or disability, they may
be exercisable for the remaining term, or for 60 months not to exceed the remaining term, respectively. Some
vesting requirements have been modified in accordance with local laws and the approval of the board. Upon
voluntary termination of employment, all stock appreciation rights (vested and unvested) forfeit on the date of
termination. Stock appreciation rights granted in tandem with stock options can be exercised only if the related
stock option is exercisable at that time. Unless our board of directors provides for a different period, stock
appreciation rights will have a term of ten years.

Restricted Shares

The Company may grant restricted shares, which are common shares granted to a participant subject to restrictions
determined by the board of directors. A restricted share will vest and become transferable upon satisfaction of the
conditions set forth in the restricted share award agreement. Restricted share awards will be forfeited if a recipient's
employment terminates prior to vesting of the award. The compensation committee will recommend to our board of
directors for approval the number of restricted share awards to grant, applicable vesting schedule, term and any
applicable performance criteria. Unless otherwise specified in the restricted share award agreement, restricted share
awards will vest upon a holder's death or permanent disability or retirement at age 60 or greater. Vesting of
restricted share awards upon a holder's retirement between ages 55 and 60 will have accelerated vesting of 33% for
each full year of service after the date of award with the remaining shares being forfeited. Holders of restricted
shares will have voting rights and receive dividend equivalents prior to vesting.
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Other Share-Based Awards

The 2002 Alcon Incentive Plan also allows us to provide awards that are denominated in or valued by reference to
our common shares. These types of awards include performance shares and restricted share units. Performance
based awards entitle the recipient to receive a specified number of common shares or the cash equivalent, as
designated by the award agreement and upon the satisfaction of certain performance goals. Restricted share units
entitle the recipient to receive a specified number of common shares or the cash equivalent equal to the fair market
value on the date of vesting. The grant price for the award will not be less than the fair market value of our common
shares on the grant date. These awards will be forfeited if a recipient's employment terminates prior to vesting of the
award. The compensation committee will recommend to our board of directors for approval the number and type of
award to grant, applicable vesting schedule, term and any applicable performance criteria. Unless otherwise
specified in the award agreement, the share-based awards will vest upon a holder's death or permanent disability or
retirement at age 60 or greater. Vesting of share-based awards upon a holder's retirement between ages 55 and 60
will have accelerated vesting of 33% for each full year of service after the date of award with the remaining awards
being forfeited. Holders of restricted share units are entitled to a dividend equivalent payment prior to vesting.

Change-of-Control Provisions

In the event of a change-of-control (as defined under the 2002 Alcon Incentive Plan), the following events will
occur if the agreement covering the award so provides:

all stock options and stock appreciation rights will become fully vested and exercisable;

all restrictions on outstanding restricted shares and other share-based awards will lapse; and
all outstanding incentive awards will vest and be paid out on a prorated basis.
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Alcon Executive Deferred Compensation Plan
The Company adopted the Alcon Executive Deferred Compensation Plan (the "DCP") effective October 25, 2002.
The DCP allows certain U.S. employees the opportunity to defer the receipt of salary, bonus and restricted shares.

The DCP further provides that restricted shares deferred by eligible executives can only be invested in Alcon
common shares and distributed as Alcon common shares at the end of the deferral period.

Summary of Restricted Shares Deferred held at December 31, 2007.

Name and Function Restricted Shares

Deferred (#)
Cary R. Rayment, Chairman, President, Chief Executive Officer and 31,969
Director

Dr. Gerald D. Cagle, Senior Vice President, Research and Development -
and Chief Scientific Officer

Richard J. Croarkin, Senior Vice President, Finance and Chief Financial -
Officer
Dr. G. André Bens, Senior Vice President, Global Manufacturing and 18,428
Technical Operations
Kevin J. Buehler, Senior Vice President, Global Markets and Chief -
Marketing Officer

Elaine E. Whitbeck, Senior Vice President, Chief Legal Officer/General -
Counsel and Corporate Secretary
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9. Subsequent Events

The Board of Directors will propose to the shareholders at the Annual General Meeting that the Company cancels
7,657,400 shares repurchased under the share repurchase program by the end of December 31, 2007. Any shares
repurchased under the repurchase program during 2008 shall be cancelled at a later date.
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Proposed Appropriation of Retained Earnings

According to the proposal submitted by the Board of Directors, the retained earnings of CHF 3,415,543,664 are to be
appropriated as follows:

CHF
Dividend for 2008, CHF 2.63 per share on 297,157,367 shares 781,523,875
Dividend for 2008, CHF 2.63 per share on 8,847,147 shares
relating to the Alcon Incentive Plan and share repurchase program (a) 23,267,997

Balance to be carried forward 2,610,751,792

3,415,543,664

(a) This represents the Board of Directors’ expectation of shares reserved for stock options and share-settled stock
appreciation rights that may be exercised in 2008 and for restricted shares and restricted share units that may vest in
2008, less any treasury shares acquired in 2008, all prior to the record date for dividend payments.

Dividends associated with stock options and share-settled stock appreciation rights which are not exercised by the
dividend record date, with restricted shares and restricted share units not vested by the dividend record date, and with
any shares acquired by Alcon, Inc. and subsidiaries in 2008 and held in Treasury on the dividend record date, will be
transferred to retained earnings.

Of the proposed dividend in 2006 the balance of CHF 18,464,801 was transferred to retained earnings.

The gross dividend amounts to CHF 2.63 per share. After deduction of the federal withholding tax of 35%, a net amount of
CHF 1.7095 per share will be payable.
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