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Dear Fellow Investors:

in 2006, a new Kodak began to emerge.

For the first time in our history, the full-year growth of our digital earnings
exceeded the decline in earnings from our traditional business. When you
consider where we were three years ago, with few digital prospects to speak
of and the film industry in rapid decline, this milestone speaks volumes about
our determination to remake and renew Kodak in the digital age.

Qur record of innovation and corporate responsibility grew in leaps and
bounds. In 2006, we secured 688 new patents, putting us among the world's
top-ranked patent recipients, especially measured against dollars spent.

We won dozens of awards for excellence and innovation in product design,
service, and marketing. We were also recognized for our business ethics,
corporate citizenship, diversity, and environmental stewardship.

Our efforts to capitalize on our intellectual property accelerated in 2006, We
now have patent license agreements with more than 2¢ companies. In addition
to generating cash and earnings, these agreements increase our ability to enter
new digital markets and reach more people with cutting-edge technology.

We have met unprecedented challenges in the company’s histary and we
are becoming a stronger company in the process. Moreover, we're within
sight of completing what will be one of the most remarkable turnarounds in
corporate history.

"We have a lot of work ahead of us an many fronts—launching our new and

revolutionary consumer inkjet business, capitalizing on the creation of our
graphic communications business, and completing our major restructuring,
o name three. We approach this work with a confidence reinforced by our
strong position in numerous digital markets, and our proven ability to make
the changes needed for success. '




[Esolve. [@emerge.

pWeirelwithinfsightct,
completingiwhatiwill[be
onelofithe]mostiremarkablel
turnaroundslinfcorporate
history s

[AntoniolMYPerez]
Chairman’and,ChiefExecutive Officer,




Financial Review

Since we began our transformation, we have measured our progress
against three clear metrics:

¥

« digital earnings
» digital revenue
» cash generation

Let's take a look at cur results for 2006.

In digital earnings*, we delivered a result of $343 million, nearly five
times that of the prior year, representing a $271 million increase.
This was driven by healthier gross profit margins, strong earnings
improvement in our graphic communications and consumer digital
businesses, and global cost-reduction initiatives.

p

The second metric, digital revenue®, grew by $316 mli‘llionr but was
less than we would have liked. However, this shortfall was partly due
to deliberate action on our part as we chose and publicly announced
on January 30, 2006, to forego revenue and market share in certain
areas of the low-end digital capture category in the interest of
focusing on improving overall digital profit margins. !

As for cash generation, we finished 2006 with neafly $1.5 billion

in cash. Qur cash flow was exceptionally strong, even after paying
“out $548 miltion in restructuring costs and reducing our debt by

%805 million, to $2.778 billion. We plan to further reduce our debt

by another $1.15 billion in 2007, predicated upon the anticipated

closing of the sale of our Health Group to Onex Corporation in the
first half of the year, : ‘ i{

Qur financial results in 2006 reflect our determination to become a
more profitable company. As we enter 2007 with solid momentum,
we will place a strong emphasis on developing a sustainable,
profitable growth model, utilizing our talented people and our
valuable resources to generate greater value for our $hareho|ders.

* Amounts used that are considered non-GAAP financial measures are defined and
reconciled to the most dirgcﬂy comparable GAAP measures on page 1 of this annual

+ report to shareholders. GAAP refers to accounting principles generally accepted in
the U.S. :

Business Review

We can proudly point to examples of growth and revitalization in
each of our business areas.

Graphic Communications Group

A strategic pillar in Kodak's future, in just three years our

Graphic Communications Group (GCG) has gone from a passive
and very modest participation in the industry to a business with
more than 100,000 customers worldwide and revenue of more than
$3.6 billion, To put our leadership position in perspective, consider
this: Today, about 40 percent of the world's commercially printed
pages are touched by Kodak technology. )

Just as acquisitions were key to our growth in 2005; our
perfarmance in 2006 depended on our ability to successfully
integrate those acquisitions into Kodak. GCG has come together
well; our integration is ahead of plan, our investment in digital
technologies has begun to pay off, and.we are on track to achieve our
target business model.

We now offer the industry’s broadest range of prepress equipment,
workflow software, digital printing, variable data printing, and
consumables. In 2006, we put our capabilities to good use, achieving
substantial recognition for our products and industry leadership:

» NAPL (National Asscciation for Printing Leadership) Industry Award;

+ Flexographic Prepress Platemakers Association Innovator of the Year;

+ Stevie International Business Award for Service and Support;

» AlIM E-Doc Magazine's Best of Show for the Kodak 11220 scanner;

» Numerous GATF {Graphic Arts Technical Foundation) awards;

« Prinergy Evo workflow system became the fastest-selling workflow
in the history of the industry;

» First sales of Kodak NexPress 2100 and Kodak Versamark dual

printing systems in Brazil;
= 10th anniversary of our groundbreaking CTP Thermal technology.

With recognition such as this, and a broad and deep portfolio, we

are uniquely positioned to serve customers in blended production
environments, with technologies and products that support both
conventional offset and digital printing. Consequently, we believe our
prospects for growth, both in revenue and earnings, are strong.




Consumer Digital Imaging Group
This past year was full of critical milestones for our Consumer
Digital Imaging Group (CDG). We are pleased about our progress
and feel confident that we will build on this momentum in 2007.
As Kodak transforms we look to the consumer business to bring
profitable digital revenue growth and further carry the Kodak brand
and consumer value proposition.

We continue to be a top market leader in the business segments
where CDG competes, including digital cameras, snapshot printers,
retail photo, kiosks, and online services. For the third year running,
we received the J.D. Power and Associates award for Highest
Customer Satisfaction with Digital Cameras—$200-$%399. Kodak's
EasyShare photo printers also earned high honors from ).D.

Power and Associates for the highest level of overall satisfaction,
significantly outpacing the other top six competitors. And, we earned
numergus innovatian and “best in show" awards. .

We have made substantial progress in installing our digital business
model and largely have the necessary infrastructure to compete in the
digital world. We saw some impaortant proof points from this effort:
improved inventory levels and cash flow; a rationalized regional go-to-
market model; a streamlined design, manufacturing and supply chain
model; and a new marketing architecture with product marketing

and integrated team focus. We implemented this business model
with new partnerships and new ways of working and we should see
further benefits from leveraging this integration during the next year
and beyond. All of this was achieved while we kept investing in key
technologies and product development for the future. ¢

As we head inte 2007, we are well positioned to launch new products
and technologies in new markets, helping us to achieve profitable
growth. We will also continue to exploit our current businesses—
building on the scale that we gained during the past years.

One of those new products is a revolutionary approach to inkjet
printing. The innovative Kodak EasyShare all-in-one inkjet
printers, featuring premium pigment-based inks at half the price
of competing inks, offer customers quality, ease-of-use and value
that's unprecedented in the industry.

“40 percent of the world's

Film Products Group
Although our Film Products Group (FPG), formerly the Film and : commercially printed pages
Photofinishing Systems Group, might not be thought of as part

of the digital spotlight at Kodak, it continues to generate an
impressive amount of cash to help fund our digital transition.
Showing great leadership, our traditional business has successfully
paced its restructuring efforts ahead of the decline in revenue,
Despite competing in a challenging industry environment, we have
maintained strong market positions and significant profit margins.
As aresult, we are creating a sustainable business - model for
customers who use film and paper.

are touched by Kodak

technology.”

Color negative film still holds a unique space in the motion picture

workflow. It remains the medium of choice because its artistic and

archival gualities still differentiate it from digital capture. For the

" 79th consecutive year—ever since the inception of the Academy
Awards—the Oscar for Best Picture went to a movie produced

- on Kodak film. Similarly, Kodak distribution film still remains the

medium of choice for distributing and viewing movies.

Studio Photography named Kodak Professional Portra film as the top

choice in film in its first ever Reader's Choice Awards competition

at Photo Plus Expo, the largest gathering of pro photographers and
- advanced amateurs in the U.S.




—

Internally, much of the Global Manufacturing & Logistics organization
moved into FPG during the year, integrating the total supply chain
into this unit's structure. We've always worked closely with our
manufacturing partners; now we are together in one organization with
common goals and leadership, forging an even stronger and more
effective partnership.

FPG is focused more than ever on Kodak's historic business of film and
related services. Qur mission remains very straightforward: to build a
sustainabfe business, serving customers who use film and paper.

Health Group

As this Annual Report goes to print, we have announced that Onex
Corporation has agreed to purchase our Health busmess forupto
$2.55 billion.

Despite the inherent uncertainty that went with such a process, the
Health Group maintained double-digit operating profits-and remained
a worldwide leader in health imaging, including digital x-ray capture,
medical printers, and x-ray film.

Technology Review

This has been an exceptional year for research at Kodak. The Kodak
Easyshare printers, announced in early 2007, derived their existence
from early work in our research laboratories. The ground-breaking
work on MEMS {Micro-Electro-Mechanical Systems) allowed us

to design and manufacture long-life microscopic nozzles on the
same silicon wafer as the rest of the printhead. This means that the
printhead can stay where it belongs, namely in the printer, enabling
us to offer consumers replacement ink cartr:dges at significantly
lower prices. Another product of Kodak research is the advanced
nanoparticle pigment ink, which yields images that will held their
color for more than a century. This is a great example of how Kodak’s
investment in research enables the design, production and marketing
of state-of-the-art products.

Another success story has been the Shanghai Product bevelopment
Center. What began as a small software development center

nine years ago has grown into an integral player in product
development serving Kodak's different businesses. Several of
Kodak's award-winning products have been developed, at least in
part, in the Shanghai Center, working together with the other Kodak
development centers in the U.S. and Europe. These products include
the Kodak picture kiosk, Kodak Professional digital printing software
(DP1), Document Imaging's Smart Touch, and Entertainment
Imaging's Kodak look management system (KLMS5).

Lastly, our intellectual property position remains strong, as attested
by major licensing agreements concluded during the year. Our
research focus has been entirely digital for several years now, and
we are clearly picking up momentum.

Outlook

We have two key strategic objectives for 2007:

» Achieve market success with our new products—Iin CDG, this
includes CMOS5 and our game-changing ali-in-one consumer
inkjet printers; In GCG, this includes important product line
extensions and exciting new market segment opportunities.

= Aggressively reduce our SG&A expenses! and complete our
traditional restructuring, -

oAl

By achieving those objectives we will have made the necessary

progress toward the new digital business model envisioned in our

turnaround plan'announced in September 2003. That will allow

Kodak to become a strong competitor in the digital world, with

the brand, intellectual property, products, and people to achieve

sustainable, profitable growth and high return on invested capital
for our shareholders.

There is one additional key to growth and to renewing Kodak's
leadership, and it's an important one: our corporate culture and
our people—how we view the world, what we focus on, how
we make decisions and work with our customers, partners and

‘amongst ourselves.

As we make all these changes and our culture evelves, | want to
emphasize just how impertant an asset we have in our people.
Kodak people are intelligent and creative. They are steady and
strong and resilient. They are proud of this company, proud of their
own contributions, and their commitment to success is unwavering,

We, alt of us at Kodak, have a lot of work, and more rebuilding left
to do to complete our transformation. But, together with that, we
have new high value-creating opportunities to be de\}eloped this
year. The year 2007 will be pivotal. But with a new Kodak coming
into view, we feel optimistic about the year ahead.

Antonio M. Perez .
Chairman and Chief Executive Off|cer
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Digital earnings, Digital earnings growth and Digital revenue growth afe non-GAAP financial measures. The.reconciliations of those measures to the
respective most comparable GAAP measures follow below:

;!: 2006 Digital Earnings and Digital Earnirigs Growth (in miilions) . HE t‘zogo ﬁiﬁtfatn_eyenue Growth (in millions)

Increase/ Digital revenue growth, as presented $ 316
FY 2006 . {Decrease) N — -
. "~ Traditional revenue decline _ {1,302)
Digital earnrngs,‘ as presented _ $‘34.3 _ $; 27t New Technologies revenue decline {8)
Traditional earnings and Co e ‘ — S
New Technologies loss 291 (214) Togal Company revenue decline .
il AAP basis ' ' 994
Legal settlement , : 2 (23) "z (GAAP basis) (584
Restructuring costs and other items (768) - (350) _
Loss from continuing operations before
interest, other income {charges), i . ‘ .
net and income taxes (GAAPbasis) (202) 8430 o e oy e

N

Certain statements in this report may be forward- Iookrng in nature or "forward -looking statements” as defined in the United States Private Securities
Litigation Reform Act of 1995. For example, references to expectations for the Company's revenue and garnings growth, debt, closing of the sale of
the Health Group, business mode, dlgrtat revenue growth new products SGA expenses and restructunng are forward-looking statements.

Actuat results may differ from those expressed or rmplled in forward -looking statements. In addition, any forward-locking statements represent the
Company’s estimates only as of the date they are made, and should not be relied upon as representing the Company’s estimates as of any subsequent-.
date. While the Company may elect to update forward-looking statements at Some point in the future, the Company specifically disclaims any

obligation to do so, even if its estimates change. The forward-looking statements contained in this report are subject to a number of factors and
uncertainties, including the successfut:

« execution of the digital growth and profitability strategres business model and cash- plan; .

o implementation of the cost reduction programs;

« "transition of certain financial processes and administrative functions to a globat shared services mode! and the outsourcing of certain
functions to third parties;

« implementation of, and performance under, the debt management program, including compliance wrth the Company 5 debt covenants

« development and implementation of product go-to-market and e-commerce strategies;. b "

« protection, enforcement and defense of the Cormpany's intellectual property including defense of our products agarnst the rntelleotual property
challenges of others; .

i

improvement in receivables performance:
improvement in supply chain efficiency; and -
implementation of the strategres deSIgned to' address the declme in the Company s tradrtlonal busrnesses
Thie forward-looking statements contained in this report are subject to the following additional risk factors:
« inherent unpredictability of currency fluctuations, commodity prices and raw material costs; - '

« implementation of intellectual property licensing and other strategres P e "

« completion of information systems upgrades, including SAP, the Company s enterprise system software; '

« completion of various portfolio actions; ) . )

« reduction of inventories; R : S L
« integration of acquired businesses; '

« improvement in manufacturing productivity and techniques; i Lo R R P
-

-

-

» competitive actions, including prromg, . . D
« changes in the Company's debt credit ratings and its ability to access caprtat markets '
« the nature and pace of technology evolution; : !
» changes to accounting rutes and tax laws, as well as other factors wh|ch could tmpact the Company 3 reported frnanmal posmon or effective
taxrate - ey T T . P b "
- generat ecoromic, busrness geo po[mcat and regutatory condrtrons, . e L A S P : ‘

market growth predictions;
continued effectiveness of internal controls; and
other factors and uncertainties disclosed from time to fime in the Company's filings with the Securities and Exchange Commission.

Any forward-looking statements in this report should be evaluated in light of these important factors and uncertainties.
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ITEM 1. BUSINESS R S : ca .

Eastman Kodak Company (the Company or Kodak) is the world's foremost |mag|ng rnnovator provrdmg Ieadmg products and services to the photo-1+
graphic, graphic communications and healthcare markets. With sales of $13.3 billion in 2006, the Company is committed to a digitally oriented growth.
strategy focused on helprng people better use meanlngful images ant mformatron in.their life and work. Consumers use Kodak s system of dtgrtat and
traditiona i lmage capture products and services to take, print, store and share their prctures anytime, anywhere busrnesses eftectwely communtcate
with customers worldwide using Kodak solutions for prepress, conventlonal and digital pnnbng and document i |magrng creattye professronals rely ¢ on
Kodak technology to uniquely tell therr story through moving or stil i images; and Ieadlng heafthcare organizations rely on Kodak’s innovative products .
services and customized workflow solutions fo help improve patient care and maximize efficiency and information sharing wrthm and across therr o
enterpnses

In 2003 the Company announced a comprehenswe strategy to be urrp!emented through 2007 to complete |ts transformatron as the Ieader of the tradr-
tional photographic industry to a Ieadershrp position in digital imaging markets. Solid progress was achieved during 2006 in each area of this strategy
The Cornpany holds a'leading position in key dlgltal product categorres where it partlcrpates For the year ended December 31,2008, the Company
achieved a leve! of digitai revenues that exceeded traditiona) revenues ' Additicnally, through the 2005 acquisitions’ of KPG and Creo the Company has
essentially completed its $3 billion investment and acquisition plan included in the 2003 strategy ‘ B

Far 2007, the Companysstrategv is to contmue to focus on the foltowlng rnetncs o o T ~ RS o
"o Net cash generatron o : ) e o )
. Earmngs growth f from drgrtal products and senuces

s ) : f
e v ¥ i v . . - '
| . o, Y ¢ . 1,

"
3

. * Revenue growth from digital products and services -, . ., : (o' oL L
In addition the Company's prioitles for 2007 also include: o . . N oo
- # Achieve market success with new products, rnctudrng consumer inkjet and CMDS and Graphic Communrcatrons Group (GCG) product ling.- -
-+.xtensions and new market opportunities within GCG . ' T (T
* Continue progress toward the installation of our target cost madel, mcludrng the focus on selling, general, and’ admrmstratwe (SG&A) -.,*
.-, EXPEASES, and completron of the tradltronal restructuring .- o A . e
M o . ) R K . . r—-\” .. . : . » F‘r..- .

Heportable Segments
As of and for the year ended December 31, 2008, the Company reported frnancral mformatron for four reportabte segments Consumer Drgltal Imag
ing Group (CDG), Film and Photofinishing Systems Group {FPG), Graphrc Communications Group (GCG) and Health Group (KHG). The balance of the **
Company S operatrons which mdwrduafly and'in the aggregate do not meet the criterig of a reportable segment are reported in All Other K

The tollowrng business discussion is based on the four reportable segments and Al Other as they were structured as of and for the year ended A
December 31, 2006. The Company S sales eamrngs and assets by reportabte segment for these four reportabte segments and All 0ther for the past
three years are showf in Note 23 “Seament Inforriation.”

I . - - ; ) . [ . T .
Consumer Digital Imaging Group (CDG) Segment T . ’ - e
Sales from contrnurng operatrons of the CDG segment for 2006 2005 and 2004 were (rn mrlhons $2,920, $3 215 and $2, 366 respectwely

The Company is. a global leader |n provrdlng drgrtal photography products and sefvices for consumer markets. Kodak holds top three market shares |n
the major, markets it partrclpates in such as drgttal ‘sl cameras snapshot printers, retarl photo kiosks, and onlrne rmagmg Services. )

CDG's mission is to enhance people's lives and social interactions through the capabilities of digital imaging technology, combined with I(odak’s inigue
consumer knowledge, brand and intellectual property. This focus has ed to a full range of product and service offermgs to the consumer. CDG's strat-,
egy i8 fo extend prcture taking, prcture searchlorgamzmg, creatrwty, sharrng and pnntmg to bnng 1nnovat|ve new experrences to consdmers — in ways
tha extend Kodak S legendary heritage i m ease of use. ; -

Digital Products: Consumer digital products include drgrtal cameras, home i |mag|ng accessory products and self-contamed home prlnters and pnnten
media. This product line fuels Kodalk's:participation in the high revenue growth personal device and home accessory digital markets, Products are sold
directly to retailers or distributors, and are also available to customers through the Internet at the Kodak store (www.kodak.com. ) _Kodak’s full line of
camera products and accessones enable the consumer to personalize their drgrtal camera and therr photographrc experience. In January 2007 Kodak
introduced a new line of Digital Picture Frames that play customizable slideshows of plctures and vrdeos that can be set to music..,

alt e T

Hetarl Printing: In January 2007, the Retail Printing Group was redefined to manage Kodak's complete set of drgrtal pnntrng hardware medra and
mfrastructure offerings to retarlers This consolrdauon will enable a complete ¢ set of resources 1o be applred to brmgmg mnovatwe servrce products

T . & . L. . : - - ey .
o . s [RR AN oL .r Y s T LY, T, P Foo-e

PER - e 'rn..'.‘_. w oo
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to retailers, and as such will add scale and stability to CDG's ongoing revenue, cash flows and earnings. Kodak’s product and service offerings to retail-
ers include retail kiosks, color paper, processing chemistry, retail store merchandising and identity programs, after sale service and support, web infra-
structure support, and wholesale printing services. Kodak Picture Kiosks and associated media, with approximately 85,000 installations wortdwide,
are sold directly to major retailers and provide consumers with @ flexible array of output products from their digital images. These products include -
high-quality custom printed products, and the ability to automatically create collages and interactive, picture-mavie DVDs set to music.

On-Line Web Services: Kodak Gallery, which has mare than 50 million members, is a leading online merchandise and sharing service in the category.
The Kodakgallery.com site provides consumers with-a secure and easy way to view, store and share their photos with friends and family, and to receive
Kodak prints and other creative products from their pictures, such as photo books, frames, calendars, and ahost of other personalized merchandise.

In 20086, Kodak entered a partnershrp to develop and sell a line of branded Martha Stewart photo products on Kodak Gallery. Products are distributed
directly to consumers’ homes, of through refationships wrth maror retarlers Addrtronally, the site is a chosen partner for leadrng companres suchas
Adobe, Apple, Microsoft, and Amazon. ‘

Kodak also distributes Kodak EasyShare desktop software at no charge to consumers, which provides easy organization and edrttng tools, and unift es
the experience between drgrtal cameras, home-printers, and the Kodak Gallery services.

Imaging Sensors Kodak’s Irne of CMOS sensors provides an attractrve market opportunity, rnctudrng mobile, automotrve and mdustrral sectors Kodak
has Ieadrng sensor archrtecture intellectual property positions, and operates with an “asset Irght" manufacturing strategy that includes partnerships .,
with key rndustry players for large-scale semiconductor manufacturing. .

All-in-One Inkjet Printers: In February 2007, Kodak introduced the Kodak All-in-One Ink Jet Printing System asa major mrtratrve to drive future
revenue growth and eamings. Four key components enable an expected breakthrough market entry: 1) a proprietary high-speed inkjet printing system;

2} nanoparticle pigment-based inks; 3) instant-dry, porous papers; and 4) Kodak’s unique Image Science technologres Addrtronally, the system is
designed with a permanent print head. This unique offering is targeting the high-volume document and photo printer market with a breakthrough value
proposition that saves consumers 50% on everything they print. The Inkjet Operating Model leverages Kodak technotogy and the efficiency of the cur-
rent industry infrastructure to achieve an “asset light” approach to deliver this unmatched vatue proposition to the marketplace. ;

Kodak aims for superior customer satisfaction in all of its products and services. In 2006, for the'third yéar in a row, Kodak ranked as the highest brand
in customer satisfaction among digital cameras in the $200-$399 price segment (nearly half of the U.S. market), according to JLD. Power and Associ-
ates. Kodak EasyShare Photo Printers eamed highest levels of customer satisfaction in J.D. Power and Associates Snapshot Prinier survey.

Marketing and Competition: The Company faces competition from ather online service companies, consumer electronics and printer manufacturers

* in the markets in which it competes, generally competing on price and technolegical advances. Rapid price declines shortly after product introduction .

are comman in this en\rrronment as producers are contrnually rntroducmg new models with enhanced capahilities, such as improved resolutron and/or
optical systems in cameras '

The key elements of CDG s marketing strategy emphasrze gase of use, qualrty and the complete solution oh‘ered by Kodak products and servrces Thrs
is communicated through a combination of in-store presentation on-line, public relations and advertising. The Company’s advertising programs actively
promote the segment’s products and services in its various markets, and its principal trademarks, trade dress and corporate symbol are widely used
and recognized. Kodak Is frequently noted by trade and business publrcatrons as one of the most recognized and respected brands in the world,

Film and Photofinishing Systems Group (FPG) Segment
Sales from continuing operations of the FPG segment for 2006, 2005 and 2004 were (in millions) $4,156, $5, 325 and $7,051, respectively.

This segment is composed of tradrtronal photographic products and services used to create motron pictures, capture and print phatographs, and for
professional and commercial imaging applications. The Company manutactures and markets films {motion picture, consumer, professional, industrial
and aerial), one-time-use and re-loadable film cameras, consumer and professronal color photographic papers, photagraphic processing chemicals,
wholesale photofinishing services, on-site event imaging solutions, and equipment service and support:

Thig market for consumer and professional films and certain industrial and aerial films are in declrne due to drgrtal substitution. The market for motion
picture films remains stable with significant impact from digital substitution still expected fo be some time away. The continued fusture impact of digita!
substitution on these film markets is difficult to predict due to a number of factors, including the pace of digital technology adoption, the underlying
economic strength or weakness in major world markets, and the timing of digital infrastructure installation. Film usage continues to decling as con- -
sumers continue to migrate from a film-only household, to a dual-use {digital camera and film) househoid, or digital only household.

Marketing and COmpetrtron The fundamental elements of the Company s strategy with respect to the photographic products in this segment are to
create a sustainable business serving customers for traditional. products while aggressrvely managing our cost structure torthose businesses that are
in decline. Selective innovation plays a key element in this strategy

The Company s strategy for the entertarnment rmagrng business is to sustain motion picture fi Im's posrtron as thie pre- -eminent capture medium for the
creation of motion pictures, television dramas, commercials and a number of other types of theatrical productions. Selective investments to sustam
film’s superior image capture and quality characteristics are part of this strategy. Kodak has the leading share of the origination film market bya
significant margin, fed by the widely acclaimed Vision Il series of motion picture films.




The distribution of motion pictures to theaters on print film is another important element of the business, one that the Campany works hard I
preserve. Price competition is a bigger factor in-this segment of the motion picture market, but the Company continues to maintain the leading share. -
position. 3 : : PR '

In the consumer and professional film markets Kodak continues to ma:ntarn the Ieadlng waorldwide share posrtron desprte contmurng strong ccmpetr
tion as the market declines. The exit of several smaller participants, along with the move of retailers to-a 2-brand strategy, has enabled the Company
to secure a number of preferred contract renewals with leading retailers in-Europe and North America, strengthening.our position as the market - *
conslidates. In 2006, Kodak continued to offer selective innovation, upgrading our family of one:time-use cameras with.improved film and introduc-
ing a new family of Kodak Professional Portra frlms which won significant acclarm and-industry awards Price increases during 2006 led to the most
stable pricing in nearly adecade. . _ .

Declines in the market for color photographic papers moderated during 2006; led by mcreased demand for drgrtal printing. The Company’s strategy .-
to capitalize on this trend is to-offer a variety of color paper formutations designed to optimize digital printing workflows in consumer and professronal '
photo processing labs. The Company also offers to professional and commercial [abs an'industry-leading family of digital workflow software designed
to improve their workflows and enhance our position as a supplier of consumables. Kodak's paper business also benefited from industry consolidation;
gaining volume as several smaller participants have left the market. . . . Co , o

Traditional products and services for the consurner are sold direct to retailers and through drstnbutors throughout the world. Pnce competition con- -
tinues to exist in all marketplaces. To be more cost competitive with its traditional product offerings, the Company is contmumg to rationalize capacity
and restructure its go-to-market mode. As previously outlined, digital product offerings are substituting for some of the tradltlonal film products, as 3.
targe number of consurners actively use digital cameras. While this substitution to date has had an impact primarily on the Cornpany 5 film and paper
sales, and processing services in the U.S., Japan and Western Europe there are declining sales in emerging markets as well. .

Throughout the world, almost all Entertainment Imaging products are sold dlrectly to studios, laboratories, independent filmmakers or production *
companies. Quality and availability are important factors for these products, which are sold in a price competitive environment. As the industry moves ;
to digitat formats, the Company ant;crpates that it will face new competrtors rncludrng some.of its current customers and other electronics manufac
turers. . i ., ) . _ U

[
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'Graphrc Communrcatlons Group (GCG) Segment L oo . e ".‘ . '. '
Sales from continuing operations of the Graphlc Communications Group segment for 2006, 2005 and. 2004 were (|n mlllrons) $3 632 $2 990 and
$1,344, respectively. —- .. . . .- W ‘ A

The Graphic Communications Group ‘segment serves a variety of customers in the creatwe in<plant, data center commercial printing, packagmg,
newspaper and digital service bureau market segments with a range of software, media and hardware products that provide customers with a variety *
of solutions for prepress equipment, workflow software, digital and traditional printing,-document scanning and muilti-vendor IT services:.Products in- -
clude digital and traditional prepress consumables, including plates, chemistry, and media; workflow and proofing software; color and black and white
electrophotographic equipment and consumables; high-speed, high-volume cantinuous inkjet printing systems; wide-format inkjet printers; high- . .
speed production document scanners; micrographic peripherals; and media (including micrographic fims). The Company afso provides maintenance .
and professionat services for-Kodak and other manufacturers' products, as welt as providing i rmaglng services to customers. = . . JUREA

Marketing and 00mpetit|on Throughout the world graphic communications products are sold through a vriety ‘of direct and rndrrect channels.

The end users of these products incfude businesses in the commercial printing, data center, in-pfant and digital service provider market segments.
While there is price competrtlon the . Company has been able to maintain price by adding more attractive features to its products through technologi-
cal advances. The Company has developed a wide-range portfolio of digital products; workflow, equrpment ‘media, and services to meet the needs

of customers who are interested in converting from traditional analog to digital technology. Maintenance and professional services for the Company ]
products are sold either through product distribution channels or directly to the end users.: . Co S . .o

The growth in digital solutions has negatively affected the sale of traditional graphic films. As a result, the Company has become more active in digital
printing products and services in order to participate in this growth segment through the acquisitions of Scitex Digital Printing, renamed Kodak Versa-
mark, the NexPress-related entities, KPG-and Creo. Traditional graphic preducts, primarily consisting of graphic films and chemistry, were formerly
sold directly by the Company to the KPG joint venture.

In addition, a range of inkjet products for digital printing and proofing are sold through direct and indirect means. Document scanners are sold primar-
ily through a two-tiered distribution channel to a number of different industries. The Company remains competitive by focusing on developing digital
solutions based on inkjet, thermal and electro-photographic technologies by comprehensive workflow, training and service systems.




Health Group Segment (KHG) Segment : a ‘
Sales from continuing.operations of the Health Group segment for 2006, 2005 and 2004 were' (m mlllrons) $2,497, $2, 655 and $2 686 respectwely

Products and services of the Health Group segment enable heatthcare customers (e.g., hospitals, imaging centers, etc.} to capture, process, integrate,
archive and dispfay images and information in a variety of forms. These products and services provide intelligent decision support through the entire
patient pathway from research to detection to diagnosis to treatment. The Health Group segment also provides products and services that help custom-
ers improve workflow in their facilities, which in turn helps them enhance the quality and productivity of healthcare delivery. .+ . - .-

The Health Group segment provides drgltal medical imaging and mtormatron products and systems and solutions, which are key components of sales
and earnings growth, These include laser imagers, digital print films, computed and digital radiography systeris, dentat radlographlc rmagrng systems,
dental practice management software, advanced picture-archiving and communications systems (PACS), and healthcare information systems (HCIS).
Praducts of the Heaith Group segment also include traditional analog medical films, chemicals, and processing equipment. The Company’s history.in
traditional analog imaging has made it a leader in this area and has served as the foundation for building its important digita! imaging business. The
Health Group segment serves the general radiology market and speciaity health markets: mctuomg dental, mamrnography, orthopedrcs and oncology
The segment also provides molecular imaging for the biotechnology research market. - T . .

The Company announced on January 10, 2007 that it has reached an agreement to sell the Health Group to Onex Corporatron for as much’ as $2 55
billion. The transaction'is expected to close in the first half of 2007. As a resul, KHG will be reported asa dtscontmued operation begmnmg in the first
quarter of 2007. - EFEAY .o an AN ‘ ' } ‘

Marketing and Competrtron In'the U.S., Canada and Latin América, health | rmagmg consumables anid analog equipment are sold through distribu-
tors. A significant portion of digital equipment and solutrons is sold direct to end users, with the balance sold through distributors and OEMs. In the
U.S., individuat hospitals or groups of hospitals represented by, as bizying agents, group purchasing organizations {GPOs), account for a significant
portion of consumables and equipment sales industry-wide. The Health Group segment has-secured long-term contracts-with many of the major GPOs
and, thus, has positioned itself well against competitors. In Europe, consumables and analog equipment are sold through. distributors and value added
service providers (VASPs) as well as direct to end users. Hospitals in Europe, which are a mix of private and government-funded types, employ.a highty
regimented tender process in acquiring medical imaging products. In addition to creating a competitive pricing environment, this process can result

in a delay of up to 6 to 18 months between the time the tender is delivered to the hospital and the time the hospital makes a decision on the vendor.
Additionally, the government-funded hospitals’ budgets tend to be limited and restricted./ Government.reimbursement policies often drive the use of
particular types of equipment and influence the transition from analog to digital imaging. These policies vary widely among European countries. In Asia
and Japan, sales of all products are split between distributors and end users. In Europe, Asia and Japan, consiimables and analog equipment are often
sold as part of a medraleqmpment bundle. Drgrtal equrpment and solutlons are sold direct to end -users and through OEMs in these three geographlo
areas. e ' .

Worldwide, the medical imaging-market is crowded .wittr a range of strong competitors. To compete aggressively,,the Cornpany’s Health Group segment
has developed a full portfolio of value-adding products and services:Some.competitors offer digital solutions similar to those of Kodak, and other
competitors offer similar analog solutions or a mix of analog and digital. The Health Group segment has a.wide range of solutions from analog to digital
as well as solutions combining both anafog and digital technologies. Moreaver; the segment’s portfalio is expanding into-new areas, thus enabling the..
segment to offer solutions that combine medical images and information, such as patient reports, into one unified package for medical practitioners.
The Company wili continue to innovate, products ’qnd ser,vices‘ to meet the chan_gin_g needs an‘d,,preferences of the mauketplet:_e.,_M o e

All Other o SRR T e e i T

Sales from contmurng operatrons compnsrng Al Other for ?_006 2005 and 2004 were (|n mrlllons) $69 $B3 and $?0 respectrvely .

All Other is composed of the Company’s display busrness, business development and other small, mlscettaneous businesses. The development initia-
tives in consumer inkjet technologies continue to be reported in All Other through thé end of 2006. ST :




Change i |n Reporting Structure - IR S x .

In December 2006, the Company announced that effective January 1, 2007-the Film and Photofinishing Systems Group would be called the Frlm P
Products Group, and that certain strategic product groups {SPG's) previously included in FPG would become part of CDG. Also effective January 1,
2007, consumer inkjet systems, formerly reported in All Other, would become part of CDG. This change in stiucture is to align the Company 5 reportrng
structure to the way in which the Company manages its business effective January 1, 2007. The most significant change, the transfer of photographlc
paper and photofinishing services to CDG from FPG, reflects the increasing manner in which images captured or generated by CDG products and
services are printed and shared. CDG will be the Company’s primary point of contact for the digital “picture- taking consumer, provrding a full range of - '
_products and services for capturing, storing, printing and sharing images. Additionally, the new structure will concentrate FPG's portfoho excluswely on
film-related and entertainment imaging businesses. The following indicates the changes from the old reportrng structure to the new reportmg stricture
that will be impiemented beginning in the first quarter of 2007 : ' e .

Consumer Digital Imaging Group Segment (CDG): This segment will include photographic paper and photofrnlshrng servrces formerly part of FPG
and consumer inkjet systems, formerly part of All Other.

-

Film Products Group Segment (FPG): The Film Products Group segment will.no longer mclude photographrc paper and photofinishing services, srnce.
they will become part of CDG. Addrtronally, the non-destructive testing busmess tormerly mcluded in the FPG segment will be mcluded in the Health
Group segment.

Graphic Communications Group Segment (GCG): There are no changes to the composition of the GCG segment-from 2006. However, as the GCG .,
segment completes its integration process and further aligns the discrete businesses, starting in the first guarter of 2007, the GCG segment results-
will be reported using its new organizational structure as descrrbed in Item 7, “Management 5 Drscussron and Analysrs of Fmancral Condrtron and
Report of Operatrons > . .

Health Group Segment (KHG) The Company announced on January 10 2007 that it has reached an; agreement to sell the Health Group to Onex ,.
Corporation for as much as $2.55 billion. The transaction is expected to close in the first half of 2007. As a result, the results of operations and assets,
net of Irabllrtres to be sold, inclusive of the non- destructlve testlng business formerly rncluded in FPG erI be reported asa drscontrnued operatlon .
begrnnlng if'the first quarter of 200? : . o S !

Al Other: In February 2007, the Company announced its entry lnto the consumer lnlqet busrness Beglnnlng wrth the first quarter of 2007, the results '
of the consumer inkjet business, formerly included in Al (Other, will be reported within the CDG segment There are no other changes to the composi- |
tionof All Other, - .- . .. . | o T gt - : '

Financial rnformatron by Geographrc Area o B s ]
Financial information by, geographic.area for the past three years is shown in Note 23, “Segmentlnformatron O e .

Raw Materrals , ‘
The raw materrals used by the Company are many and vaned and are generally readrly avallable Sllyer is one of the essentral materials used in the ,
manufacture of films and papers The Company purchases silver from numerqus supphers under annual agreements or on a spot basis. Paper base i |s
an essential materiat in the manufacture of photographic papers. The Company has contracts to acquire paper base from certified photographic paper
suppliers over the next several years. Lithographic aluminum is the primary materlal used in the manufacture of offset printing plates. The Company
procures raw alumindm coits from several suppliers on a spot basis or under contracts generally in place over the next one to three years.

Sales and eamnings ‘of the CDG segment arefinked to the trmrng of hotrdays vacatlons and other Iersure or grftrng §62S0MS. In 2008, sales of drgttal
products were highest in the last four months of the year. Digital capture and home prrntrng products have experienced peak sales in this period as a’
result of the December holidays. Sales are normaily lowest in the first quarter due to the absence of holidays and fewer people taking vacations during

SeasonatltyofBusmess o U

that time. These trends are expected to continue as the Company continues to experience growth in sales of drgrtal products ! Ty

Sales and earnings of the FPG segment are linked to the timing of holidays, vacations and other leisure activities. Sales ‘and earnings are normally
strongest in the second and third quarters as demand is high due to heavy vacation actrvrty and events such as weddings-and graduatrons

Sales and earmngs of the GCG segment exhrbrt modestly higher levels in the fourth quarter This is driven primarily by the sales of contiriuous mkjet
electrophotographic prmtmg and document scanner products due to seasonal customer demand trnked to commerclal year-end budgeting processes }

With respect to the KHG segment the sales of consumable products whtch generate the major portron of the earnrngs of this segment, tend to occur
uniformly throughout the year. Sales of equipment products, which carry lower margins than consumables, are highest in the fourth quarter as pur-
chases by healthcare customers are linked to their year-end capital budget process. This pattern is also reflected in the third month of each quarter.
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-Through the years, the Company has engaged i extensive.and productive efforts in research and development: =~ - U Yo

Research and Development i e

' Research and development expendrtures for the Company s four reportable segments and AII Other for 2008, 2005 and 2004 were as follows

‘A 1 K ot ‘ ] o ) . e

(milons) .. 2008 2005 2004 ‘ ) - ,

Consumer Digital Imaging Group”™ ~  $171 '+ '$179 ~§164 L T e B

. Fim&Photofnishing Systems Group -~ 40, 89, 185, . o . .m0
Graphic Communications Group 198 278 145 oot e '

Heath Group ™ 1 . o138 182 1800 T v Tt TR oo ]
AlOther .3 G 192 o oo
Tl - . - 0 $710 - 8892 836 . . - . S

For an'explanation.of the trends in research and development expendltures in each of the segments and All Other see the drscussron for each segment
in ltem 7, “Management s-Discussion and Analysis of Financial Condition and Results of Operatlons .

Research and development is headquartered in Rochester New York Other U.S. groups are Iocated in Boston Massachusetts; Dallas Texas Oakdale
Minnesota; New Haven, Connecticut; and San Jose and San Diego, California. Qutside the U.S., groups are located in England, France, lceland, Israel

Germany, Japan, 'China, Singapore and Canada. These groups work in close. cooperatton with manufacturlng unrts and marketmg organlzatrons o
develop new products and applications to serve both exrstlng and new miarkets, " - e ot

It has been the Company's general practice to protect its investriient in research’and development and its freedom to use its |nvent|ons by, obtatmng
patents. The ownership of these patents contributes to the Company's ability to provide leadership products and to generate revenue from Ircensmg
The Company holds portfofios of patents in Several areas |mportant to its business, including digital cameras and image sensors; netwdrk photo shar-
ing and fulfiliment; flexographic and fithographic printing plates and systems, digital printing workflow and color mandgemént, prdofing systems; color-
and black & white electrophotographic printing systems; wide-format, continuous, and home inkjet printers; inkjet inks, media and printing systems; "
thermal dye transfer and dye sublimation printing systems; digitat cinema; color negahve films, processing and papers; x-ray films, mammography
systems, computed radiography, digital radiography, photothermographic dry printing, medical and dental |mage and information-systems; and organrc
light-emitting diodes. Each of these areas is important to existing and emerging business opportunities that bear directly on the:Company’s overall
business performance.

The Company’s major products are not dependent upon one single, material patent Rather, the technologies that underlre the Company 5 products ‘,'
are supported by an aggregatlon of patents having various remaining lives and explratlon dates. There is no mdrwdual patent or group, of patents the
explratton of whrch is expected to have a matenal impact on the Company’s results of operatrons

o,
1

Envrronmental Protectlon o '

" The Company is sub]ect to various laws and governmental regulattons concermng environmental matiers. The U.S. federal environmental tegrslatron

and state regulatory programs having an impact on the Company inciude the Toxic Substances Control Act, the Resource Conservation and Recavery -,
Act (RCRA), the Clean Air Act, the Clean Water Act, the NY State Chemical Bulk Storage Regulations and the Comprehenswe Envrronmental Flesponse
Compensatron and Lrabrnty Act of 1980 as amended (the Superfund Law}

Itis the Company’s polrcy to carry out its busrness activities in a manner consistent wnh sound health safety and envlronmental management

" practices, and to comply with applicable health; safety and envrronmental laws.and regulatlons The Company-continugs to engage in a program for,

environmental protection and control

Based upon information presently avallable future costs assocfated wrth enwronmental comphance are not expected to have a matenal effect on the
Company 5 capttal expendltures earmngs or competitive position. However such costs could be matenal to results of operatrons in a partlcular future

quarteroryear ) w . . P
Envrronmental protectron is further drscussed in the Notes to Financial Statements Note 11 “Commltments and Contrngencres
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Employment : co t : “
At the end of 2006, the Coripany employed approximately 40,900 full time equivalent people of whom approximately 20,600 were employed in the
U.S. The actual number of emptoyees may be greater because some individuals work part time.” .

The current employment amounts are expected to decline more over the next year as a result of the personnel reductions yét to be madé under the
2004-2007 cost reduction program. On February 8, 2007, the Company updated the ranges for anticipated restructuring activity. The Company now
expects that the total employment reductions will be in the range of 28,000 to 30,000 positions and total charges will be in the range of $3.6 billion
to $3.8 billion. See ltem 7, “Management’s Dlscussron and Analysis of Financial Condltron and Results of Operations” for further dlscussmn on this
restructunng program.

o I

" Available Information v

The Company files many reports with the Securities and Exchange Commission (SEC), including annual reports on Form 10- K, quarterly reports on
Form 10-Q and current reports on Form 8-K. These reports, and amendments to these reports, are made available free of charge as soon as reason-
ably practicable after being electronically filed with or fumished to the SEC. They are avaifable through the Company's website at www.Kodak.com. To
reach the SEC filings, follow the links to Corporate, and then Investor Center. The Company'also makes avaitable free of charge through its webslte at
www.Kodak.com/go/annualreport, its summary annual report to shareholders and proxy statement,. "

The public may also read and copy any materials the Company files with the SEC at the SEC's Public Reference Room at 100 F Street, N.E., Wash-
ington, D.C. The public may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330.The SEC also
maintains an Internet site, at www.sec.gov, that containg reports, proxy and infarmation statements, and other information regarding issuers that file -
electronically with the SEC.

We have included the CECand CFO certifications requrred by Section 302 of the Sarbanes-Oxley Act of 2002 as exhibits to this report. We have also
included these certifications with the Form 10-K filed on March 2, 2006. Additionally, we filed with the New York Stock Exchange (NYSE) the CEQ
certification, dated June 5, 2006, regarding our compliance with the NYSE's corporate governance listing standards pursuant to Section 303A. 12{a) of
the listing standards, and mdrcated that the CEQ was ‘ot aware ol any vrolatlons of the listing standards by the Company

ITEM 1A. RISK FACTORS -

Set forth below and elsewhere in this report and'in other documents that the Company files with the Securities and Exchange Commission are rlsks
and uncertainties that could cause the actual future results of the Company to differ from'those expressed or implied in the forward-looking statements
contained in this document and other public statements the Company makes. Additionally, because of the following risks and uncertainties, as well as
other variables affecting our operating results, the Company’s past financia! performance should not be considered an indicator of future performance.

If we do not effectively executé our digital transformation, this could adversely affect our operations, revenue and ability to compete.

The Company continues with its transformation from a traditional products and services company to a primarily digital products and services company.
This transformation includes an aggressive restructuring program to reduce its traditional infrastructure to cost-effectively manage the declining
traditional business and to reduce its general and administrative costs to the level necessary to comipsta profitably in the'digital markets. The Company
£xpects these actions to be largely completed by the end of 2007. As a result of the digital transformation, the Company has established three key .
financial metrics against which it will measure success riet cash generation, earnlngs growth from digital products and services, and revenue growth
from digital products and services. Accordingly, the success of the Company’s transformation is dependent upon the execution of the Company s trans-
formation initiatives including (1} managing the amount and timing of the cost’ savings resulting from the restructunng ‘of its traditional mfrastructure
and the reductions in general and administrative costs, (2) Kodak’s ability to continue its development and sale of digital products and services that
deliver competitive margins in each of its segments, (3) the Company’s ability to manage the traditional business for cash generation'in a cost- effec-
tive manner and (4) the Company's ability to continue to successfutly integrate its acquisitions, including KPG and Creo. If Kodak cannot continue to
successfully execute its transformation initiatives, the Company’s ability to compete as a profitable and growrng digital company could be. negahvely
affected, which coutd adversely affect its results of operations and its ability to generate cash. .

if we fail to comply with the covénants contained in our Secured Credlt Agreement mcludmg the two hnancral covenants. our ahrlrty to”
meet our ﬁnanclal obligations could bé severely impaired.

There dre aﬁrrmatwe negative and financial covenants contained in the Company's Secured Credit Agreement These covenants are typlcal fora '
securéd credit agreement of this nature. The Company’s failure to comply with these covenants could result in a default under the Seciired Credit
Agreement If an event of defautt were to occur and is not waived by the lenders, then ali outstanding debt, interest and other payments unider the
Secured Credit Agreement could become |mmedrately due and payablé and any unused borrowing availability under the revolving credit facility of the
Secured Credit Agreement could be terniinated by the lenders. The failure of the Company to repay any accelerated debt under the Secured Credrt
Agreement could result in acceleration of the majority of the Company’s unsecured outstanding debt obligations.

1w
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It we cannot etfectively manage transitions of our products and services, this could adversely affect our reventes. : Lo e )"
The industries in which Kodak competes are rapidly changing and becoming increasingly more complex. Kodak’s ability to successfully transmon its
existing products to new offerings requires that the Company make accurate predictions of the product development schedule as well as volumes,
praduct mix, customer demand, sales channels and configuration. The process of developing new products and services is complex and often uncer-
tain due to the frequent introduction of new products by competitors that offer rmproyed performance and pricing. Kodak may anticipate dernand and
perceived market acceptance that drtfers from the, product s realizable customer demand and revenue stream. Further, in the face of intense rndustry
competition, any unantrcrpated delay in unplementlng certain product strategies (including drgrtal products, catégory expansion and digitization) orin "
the development, production or marketing of a new product could decrease any advantage Kodak may have to be the first or among the first to market
and could adversely affect Kodak's revenues. Kodak’s failure to carry out a product roflout in the time frame anticipated and in the quantities appropri-
ate to customer demand, or at all, could adversely affect future demand for the Company's products and services and have an adverse effect on its o
business. This risk is exacerbated when a product has a short Irfe cycle or a competitor introduces a new product just before Kodak’s mtroductron ofa
similar product

Our resutts are subject to risks related to our srgnrfrcant mvestment |n developrng and mtroducmg new products, such as consumer rn}qet prrnters '
and CMOS semiconductors. These risk include: difficulties and delays in the development, production, testing and marketing of products; customer
acceptance of products; resources we must devote to the development of new technology; and the ability to differentiate our products and compete -
with other compames in the same markets.

If we cannot effectively anticipate trends and respond to changing customer preferences thls could aversely affect our revenues.

Due to changes in technology, the market for traditional photography products and services i§ in dectine and, as a resuit, product development has
focused on digital capture devices (digital cameras and scanners) designed to improve the image acquisition or digitalization process, software
products designed to enhance and simplify the digital workflow, cutput devices (thermal and inkjet printers and commercia! printing systems and
solutions) designed to produce high quality documents and images, and media (thermal and silver halide) optimized for digital workflows. Kodak's
success depends in part on its ability to develop and-introduce new products and services in a timely manner that keep pace with technological devel-
opments and that are accepted in the market. The .Company continues to introduce new consumer and commercial digital product offerings, however,
there can be no assurance that the Company will be successful in anticipating and developing new products, product enhancements or new solutions
and services to adequately address changing technologies and customer requirements. In addition, if the Company is unable-to anticipate and develop
improvements 1o its current technatogy, to adapt its products to changing customer preferences or requirements or to continue to produce high-quality
products in a timely and cost-effective manner.in order to compete with products offered by |ts competitors, this could adversely affect the revenues
of the Company . ) . Co , . _ < :

¥ -

I we cannot adequatety protect our intellectual property, cur business could be harmed.

Kodak has made-substantial-investments.in technologies and has filed patent applications and obtained patents to protect its intellectual property |
rights as well as the interests of the Company licensees. The execution and enforcement of licensing agreements protects the Company’s intellectual
property rights and provides a revenue stream in the form of royatties that enables Kodak to further innovate and provide the marketplace with new
products and services. There.is no assurance that such measures alone will be adequate to protect the Company's-intellectual property. .

Our revenue 'and earmngs may suffer if we ‘cannot continue to implement our intellectual property licensing strategres

The Company 5 ability.to execute its inteliectual property licensing strategies could also affect the Company’s revenue and earnrngs Kodak's failure
to develop and properly manage new intellectual property could adversely affect market positions and busmess opportumtres Furthermore the ‘
Company s failure to identify and implement licensing programs including |dentrfy|ng approprrate licensees, could adversely affect the profrtabrlrty of
Kodak's operatrons '

- 1 ' 1l oo ' Lo 1 T , 0
Our'revenile, earnings and expenses may suffer if we cannot contmue to license or enforce our intellectual property rrghts R

Kodak relies upon patent, copyright, trademark and trade secret laws in the United States and similar laws in other countries, and agreements with

its employees, customers, suppliers and other parties, to establish; maintain and enfarce ifs intelléctual property rights. Any of the Company's direct’
or indirect intellectual property rights could, however, be challenged, invalidated or circumvented, or such intellectual property rights may not be suf-
figiant to permrt the Company to take advantage of current market trends or otherwise to provide competitive advantages, which could result in costly '
product redesign efforts, discontinuance of certain product offerings or other competitive harm. Further, the laws of certain countries do not protect ,
proprietary rights to the same extent as the laws of the United States. Therefore in certain jurisdictions, Kodak may be unablg to protect its propri-
etary technology adequately against unauthorized third party copying or use, which could adversely affect its competitive position. Also, because of .
the raprd pace of technologlcat change in the mformatron technology mdustry, much of our business and many of our. products rely on key technolo- °
gies deve!oped or licensed by third parties, and we may not be able to obtain or continue to obtarn Ircenses and technologres from these third parties
at all or on reasonable terms.

1




Our revenue; earnings and expenses may suffer if third parties assert that we violate their intellectual property rights. . --, ..

Third parties may claim that the Company or-customers indemnified by Kodak are infringing upon their intellectual property rights. In recent years,
individuals and groups have begun purchasing inteflectual property assets for the sole purpose of making claims of infringement and attempting to
extract settiements from large companies like the Company.,Even if Kodak believes that the claims are without merit, the claims ‘can be time-con-
suming and costly to defend ‘and distract management's attention and resources. Claims of intellectual property infringement also might require the .
Company to redesign affected products, enter into costly settlement or license agreements or pay costly damage awards, or face atemporary or.

permanent injunction prohibiting Kodak from marketing or selling certain of its products Even if the Company has an agreement to indemnify it against -

such costs, the indemnifying party may be unable to uphold its contractual agreement to Kodak. If we cannot or do not license the infringed teohnol
ogy at all or on reasonable terms or substrtute srmrlar technology from another source; our revenue and earnrngs could suffer  +* n

N

If we are not successful in transrtronmg certam financial processes and admrnrstratrve functions to a global shared services model and .
outsourcing some of the work to third parties, our business performance, cost savings and cash flow could.be adversely impacted. -
The Company continues to migrate various administrative and financial processes; such as general accounting, accounts payable, credit and collec- o
tions, call centers and human resources processes to a global shared services model to more-effectively manage its costs. Delays in the migration to-
the global shared services model and to third party vendors could adversely rmpact the Company’s abiiity to meet its cost reduction goals. Also, if third
party vendors do not perform to Kodak’s standards Suchasa delay in collection"of customer recelpts the Company s cash tlow could he negatlvely
impacted. :

e . ' 1 . -

Our mabrlrty to develop and |mplement e-commerce strategies that align wrth mdustry standards could adversely affect our husrness

In the event Kodak were unable to develop and implement e-commerce strategies that are in alignment with consumer trends, the Company’s busi-' .
ness could be adversely affected. The availability of software-and standards related-to e-commerce strategies is of an emerging nature. Kodak's ability
to successfully align with the industry standards and services and ensure timely solutions requrres the Company to make accurate predrctrons of the
future accepted standards and services. . - - - o I : .

IO ' e ! ¥

System integration issues could adversely affect our revenues and earmngs L e
Portions of our IT infrastructure may experience interruptions, delays or cessations of service or product errors in connectron with systems rntegra-
tion or migration work that takes place from time to time; in‘particular, instaltation of SAP within our Graphic Communications Group. We may not be -
successful in implementing new systems and transitioning data, which cou'd cause business disruptions and be more expensive, time consuming,
disruptive and resource-intensive. Such disruption could adversely affect our ability to fulfill orders and interrupt other processes. Delayed sales,

higher costs or.lost customers resulting from these. drsruptrons could adversely affect our frnanmal results, stock prlce and reputatron

Our mabrlrty to eftectrvely manage our acqursrtrons could adversely |mpact our revenues and earmngs N ,

In 2005, Kodak completed two large business acquisitions in its Graphic Communications Group segment in order to strengthen and diversify its port-
folio of businesses, while establishing itself as a leader in the graphic communications market. The:Company is accelerating the current restructuring -
of its traditional manufacturing infrastructure. In the event that Kodak fails to effectively manage the continuing decline of its more traditional busi- -
nesses while simultanecusly integrating these acquisitions, it-could fail to obtain the expected synergies and favorable impact of these acquisitions.
Such a failure could cause Kodak to lose market opportumtres and experience a resulting adverse impact on its revenues and earnmgs

ot

¥

Qur inability to complete drvestrtures and other portfolro actrons could adversely impact our tmancral posrtron

In January 2007, Kodak announced that it has reached an agreement to sell the Heath Group to Onex Corporation. The transactron is expected to
close in the first half of 2007. In the event that the Company is unable to complete the drvestrture of the Health Group, it could fail to realize the favor-
able impacts to the Company created. through the reductron of debt and other uses Such a failure could cause Kodak to expenence an adverse lmpact
on its financial position... - - ' S e T N Coe e , s

Economic trends in our major markets could adversely affect net sales. N

Economic downturns and declines in consumptron in Kodak’s major, markets may affect the levels of both commercral and consumer sales. Purchases ,
of Kodak’s consumer products are to a significant extent drscretronary Accordlngly, weakenrng economic conditions or outlook could result in a declrne
in the fevel of consumption and could adversely affect Kodak 5 results of aperations, . , .

. -

If we do not timely implement our planned inventory reductions, this could adversely affect our cash flow.
Unanticipated delays in the Company’s plans to continue inventory reductions in 2007 could adversely impact Kodak'’s cash flow outlook,; Planned
inventory reductions could be compromised by slower sales due to the competitive environment for digital products, and the contrnumg decline in
demand for traditional products, which could also place pressures on Kodak's sales and market share. In.the event Kodak is unable to successfully
manage these issues in a timely manner, they could adversely. rmpact the planned inventory reductlons NI

e o, . ' o, ) |
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Delays in our plans to improve manufacturing productivity and control cost of operations could negatively impact our-gross margins: . <
Kodak's failure to successfully manage operationalperformance factors could delay or curtail planned-improvements:in manufacturing productivity. -
Delays in Kodak’s plans.-to improve manufacturing productivity and control costs of aperations, including its ongoing restructuring actions to signifi-:
cantly reduce its traditional manufacturing infrastructure, could negatively-impact the gross'margins of the Company: Furthermore;'if Kodak is unable -
to successfully negotiate raw material costs with its suppliers, or incurs adverse pncrng on‘certain of rts commodity- based raw materrals reductron in.

3

thegrossmargrnscouldoccur : : S B T T

We depend on thrrd party supplrers and, therefore, our’ revenue and gross margrns could suffer |f we tarl to manage suppl:er |ssues properly

Kodak’s operations depend on its ability to anticipate the needs for components, products and servrces and Kodak 5 supplrers ability to deliver suf-
ficient quantities of quality components, products and services at reasonable prices in time for Kodak o meet its Schedules. Given the wide variety of
products, services and'systems that Kodak offers, the large number of suppliers and contract manufacturers that'are disperséd across the ‘globe, and
the long lead times that are required to manufacture, assemble and:deliver certain components and prodiicts, problems could arise in planning pro-"
duction and managing inventory levels that could seriously harm Kodak; Other supplrer problems that Kodak could face rnclude component shortages
excess supply and rrsks related to terms of |ts contracts with supplrers LEERR A B I Teho i

We have outsourced a srgmhcant portron of our overall worldwrde manufacturmg operatrons and face the rrsks assocrated wrth relymg on
third party manufacturers and external supphers ' .

We have outsourced a significant portion of our overall worldwide manufacturing operations to third parties and various service providers. To the
extent that we rely on'third party manufacturing relationships, we face thé risk that those manufacturers maynot bé able to develop marnufacturing-+
methods appropriate for our products, they may not be able to-quickly respond to'changes in customer demand for our products, they may.not-be able
to obtain supplies and materials necessary for the manufacturing process, they may experience fabor shortages and/or-disruptions,;manufacturing- ¢
costs could be higher than planned and the reliability of our.products could decline. If any of these risks were fo be realized, and assuming simitar~
third-party manutacturing relationships could not be established, we could experience interruptions in supply or.increases in costs that might result in
our being unable to meet customer demand for our products, damage, our relatlonshrps wrth our customers and reduce our market share all of whrch
could adversely affect our restlts of operatrons and flnanclal condrtlorr ' _ o

D ol : T T

If our planned improvements in supply charn effrcrency are delayed this could adversely affect our revenues and earmngs Ty
As the Company continues with its transformation from a traditional products and services company to a digital. products and services company, . .. -
Kodak's ptanned improvement in supply chain efficiency, if delayed, could adversely affect its business by, preventing shipments of certain products to-:
be made in their desired quantities and in a timely and cost-effective manner. The planned efficiencies could:be:compromised if Kodak expands into
new markets with new applications that are not fully understood or if the portfolio broadens beyond that L anticipated when the plans were mrtrated Any
unforeseen changes in manufacturrng capacrty cou‘ld also compromlse our supply chain efflcrencles '

- B ) ) . ‘l. A

The competitive pressures we face could harm our revenue gross margins and market share T : et .- g«.,-'
The markets in which we do business are highly competitive; and we encounter aggressive price competition for all our products and services from.
numerous companies globally. Over the past several years, price competition:in the market for filin-and digitat cameras and.related products and" .
services has been particularly intense as competitors have aggressively cut prices and lowered their profit margins for-these products.-In the Health.
Group and Graphic Communlcatrons Group segments aggressrve prrcrng tactrcs have mtensrfred in the contract negotratrons as competrtors vre for

,,,,,,

pressures, If the Company is unable to obtain pnclng or programs suffrcrently competrtrve wrth current and future competrtors Kodak could also lose

market share adversely affectlng |ts revenue and gross margrns R

4 ! T B L l F IR N
If we fail to manage dlstrrhutron of our products and services properly, our revenue. gross margrns and earmngs could be adverselv
impacted.
We use a variety of different distribution methods to sell our products and servrces mcludlng third- party Tesellérs and drstrlbutors and both dlrect and
indirect sales to both enterprrse accounts and customers Successfully managrng the lnteractlon of diréct and indirect channel efforts to reach various
potential customer segments for our products and seivices is a complex process Moreover since each drstrlbutron method has distinct nsks and
costs, our failure to implement the most advantageous balance in the delivery mode! for our products and services could adversely affect our revenue,

gross margins and earnings. e .

L ey, . ., rr.,..w-.. . Lt et .
We may provide' financing and financial gua‘rar'itees to our-customers, some of which mav'he for significant amiounts. - ' -
The competltlve environment in which we operate may requrre us to provide: customer financing to a customer in orderto wina contract Customer
financing arrangements may include all or a portion of the purchase prrce for oUr products and services, as wiell 4 workrng caprtal In 'some circum- '
stances, these loans can be significant. We may also assist custorners in ‘obfaining financing from banks anid other sources and may also provide’
financial guarantees on behalf of our custemers. Qur success may be dependent, in part, upon our ability to provide customer financing on competitive
terms and on our customers' creditworthiness. If we are unable to provide competitive financing arrangements to our custamers or if we extend credit
to customers that are not creditworthy, this could adversely impact our revenues, profitability and financial position.




Economic uncerlainty in developing markets could adversely affect our revenue and earnings.

Kodak conducts business in developing markets with economies that tend to be more volatile than those in the United States and Western Europe
The risk of doing business in developing markets such as China, India, Brazil, Argentina, Mexico, Russia and other economicalty volatile areas could
adversely atfect Kodak’s operations and earnings. Such risks inctude the financial instability among customers in these régions, political instability and .
potential conflicts among developing nations and other non-economic factors such as irregular trade fidws that need to be managed successfully with

the help of the local governments. Kodak’s failure to successfully manage economic, political and other risks relating to doing business in developing -,
ceuntrles and economrcally and pelrtrcally volatile areas cuuld adversely affect its busmess

Because we sell our products and services worldwide, we are subject to changes in currency exchange rates and mterest rates that may °
adversely impact our operations and financial position. - .

Kodak; as a result of its global operating and financing activities, is.exposed to changes in currency exchange rates and mterest rates which may
adversely affect its results of operations and financial position. Exchange rates and interest rates in certain markets in which the Company does busi--
ness tend to be more volatile than those in the United States and Western Europe. There can be no guarantees that the economic situation in develop
ing markets or elsewhere will not worsen, which could result in future effects on earnings should such events occur. R oL

Management has cencluded that the Company maintained effective internal control-over financial reporting as of December 31, 2006 It
we discover a material weakness in the future, we may not be able to provide reasonable assurance regarding the reliability of our. t" inan--
cial statements. As a result, our business, brand and operating results could be harmed.. : PR .
Effective internal control over financial reporting is necessary for the Company to provrde reasonable assurance with respect to our financial reports.
If the Company cannat provide reasonable assurance with-respect to its financia reports, its business, brand and operating results could be harmed. -
As disclosed In the Company’s 2005 Annual Report on Form 10-K, and in its Quarterly Reports en Form 10-Q for each of the first three quarters -
of 2006, management's assessment of the Gompany's internal controls over financial reporting identified a material weakness in the Company's
“internal controls related to the completeness and accuracy of the Company's deferred income tax valuation allowance account, During the year ended
December 31, 20086, the Company has made significant.progress in executing the remediation plans that were established to address the material .
weakness identified above. This resulted in material improvements in the Company’s internal control over financial reporting, including the successful
remediation of the material weakness in internal controls related to the completeness and accuracy of the Company’s deferred income tax valuation
allowance account as of December 31, 2006. Internal control over financial reporting may not prevent or detect misstatemerits because of its inherent .
limitations, including the possibility of human error, the circumvention or overriding of controls or fraud. Therefore, even effective internal controls over
financial reporting can provide only reasonable assurance wrth respect to the preparation and fair presentatron of financial statements C o |

It we cannot protect our reputation due to product quality and liability issues, our business could be harmed. R '
Kodak products are becoming increasingly sophisticated and complicated to design and build as rapid advancements in technologies occur. Altholgh
Kodak has established internal procedures to minimize risks that may arise from product quality and liability issues, there can be no assurance that -
Kodak will be able to eliminate or mitigate occurrences of these issues and associated damages. Kodak may incur expenses in connection with, for
example, product recalls, service and lawsuits, and Kodak’s brand i lmage and reputation as a producer of high-quality products could suffer:

v ~ [ ' o .
ITEM 1B. UNRESOLVED STAFF COMMENTS o T W Coh
None. ’ ’ - P T L

ITEM 2. PROPERTIES = ° 3 L e
The Company’s worldwide headquarters is located in Rochester, New York. | ' ' ‘

The CDG.segment of Kodak's business in the United States is headquartered in Rochester, New York. Kodak Gallery operations are managed from- .
Emeryvrlle California. Kodak Inkjet Systems operations are located in San Diego, California and Rochester, New York. Many of CDG’s businesses rely
on manufacturing assets, company-owned or-through retationships with design and manufacturing partners, which are located close to end markets
and/or supplier networks.

- The FPG segment of Kodak's business is centered in Rochester, New York, where film and photographic chemicals and related materials are manufac-
tured. Gther manufacturing facilities in Windsor, Colorado; Harrow, England; and Xiamen, China produce photographic paper. Additional manufacturing
facilities supporting the business are located in China, Mexico, France, India, Brazil and Russia. Thers are a number of photofinishing laboratories in
the U.S. and distribution sites throughout the world.

Products in the GCG segment are manufactured in the United States, primarily in Rochester, New York; Dayten, Ohio; Columbus, Georgia; Weatherford,
Oklahoma; Windsor, Colorado; and San Diego, California. Manufacturing facilities outside the Unitéd States are located in the United Kingdom, Ger-
many, South Africa, Israel, Butgaria, China, Japan, Canada and Mexico. The segment provides digital and traditional products and services including
prepress consumables, workflow and proofing software, color and black-and-white electrophotographic equipment and consumables, high-speed,
high-volume continuous inkjet printing systems, wide-format inkjet printers, high-speed production document scanners, and micrographic peripherals
and media (including micrographic films).
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Products in the KHG segment are manufactured in the United States, primarily in Rochester, New York; Windsor, Colorado; Oakdale, Minnesota; and-
White City, Oregon. Manufacturing facilities outside the United States are located in Brazil, China, France, Germany, india and Mexico. The seg- .

ment provides digital and traditional products and services including picture archiving and communicat:ons systems, radiology mformatron systems
enterprise and departmental healthcare information systems, digital and computed radiography systems laser imaging, mammography and oncology
systems, x-ray film systems for general radiography, and dental imaging products. - ‘

i L3

Properties within a country may be shared by all segments opefating within that county, -~ = -~ . ' . - .

Regional distribution centers are located in various places within and outside of the United States. The Company owns or 15asés admintstrattve’, manu-
facturing, marketing and processing facilities in various parts of the world: The leases are for various periods-and are generally renewable. -+ = ¢

The Company has significantly reduced its property portfolio as a resuit of the 2004-2007 Réstructuring Program. Under this'program, thé Company
plans to reduce its traditional manufacturing infrastructure by two-thirds below 2004 levels. The program is expected to'be largely complete by year-
end 200? Dunng 2006 the Company made srgmflcant progress towards achrevrng this' goal and'remains committed to thrs plan - gl

L LET N L,

ITEM 3. LEGAL PROCEEDINGS © : S . o
During March 2005, the Company was contacted by members of the.Division of Enforcement of the-SEC concerning the announced restatement-of the”
Company’s financial statements for the full year and quarters of 2003 and the first three unaudited quarters of 2004. Anvinformal inquiry. by the staff.
of the SEC into the substance of that restatement is continuing: The Company continues to fully cooperate with this inquiry,:and the staff has mdrcated
that the inquiry should not be construed as an indication by the SEC or its staff that any viotations of law have accurred., ‘

“On June 13, 2005, a purported shareholder class action lawsuit was filed against the Company and twa of its executives in the United-States District 2
Court for the Southern District of New York: On June 20, 2005 and August 10, 2005, simitar lawsuits were filed against the'same defendants in the
United States District Court for the Western District of New York. The tases were consolidated in the Western District of New York and the lead plain-'
tiffs were John Dudek and-the Alaska Electrical Pension Fund. The camplaints filed in each of these actions (collectively, the “Complaints”) sought
to allege-claims wider the Securities Exchange Act on behalf of a propased class of persons who purchased securities of the Company between April
23, 2003 and September 25, 2003, inclusive. An amended complaint was filed on January 20, 2006, containing essentially the same allegations
as the original complaint but addmg an additional named defendant. Detendants motlon to dlsmlss was argued on October 3, 2006 and granted on’
November 1, 20086. The plamtlfts drd not appeal. . v

On or about November 9, 2005, the Company was served with a purported shareholder derivative tawsurt that had been commenced agamst the
Company, as a nomiral defendant, and eleven current and former directors and officers of the Company, in the New York State Supreme Court,
Monroe County. The Complaint seeks to allege claims.on behalf of the Company that, between Apri! 2003 and September 2003, the defendant officers
and directors caused the Company to make altegedly improper statements, in press release and other public statements, which falsely represented or
emitted material information about the Company’s financial results and guidance. The plaintiff alleges that this conduct was a breach.of the defen-
dants' common law fiduciary obligations to the Company, and constituted an abuse of control,"gross mismanagement, waste and unjust enrichment.
Defendants’ initial responses to the Gomplaint are not yet due. The Company intends to.defend this lawsuit vigorously. - - . W,

The Company is named a Potentially Responsible Party {“PRP”) along with seven other companies in connection with certain alleged environmental
contamination at the Rochester Fire Academy, located in Rochester, New York. The Company provided flammable. materials to the Fire Academy, which
were used in fire-fighting training. The Company and the seven ather PRPs have been negotiating with the New York State Attorney General’s office.
On November 15, 2005, the New York State Attorney General filed a complaint in the U.S. District Court, Western District of New York against all eight
PRPs seeking recovery of expenses to remediate the site. The companies have reached a conceptual settlement with the NYS Attorney General, which .
if mutually acceptable terms are reached and the court approves the settlement, would result in the Company payihg apprgximately $196,00_t}.' ’ .

ITEM 4 SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
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EXECUTIVE OFFICERS OF THE FIEGISTFIANT - CoLrL T
Pursuant to General Instructions G (3) of Form 10-K, the following list is includéd.as an unnumbered item in Partl of thls report in Ileu of belng '

included mthe Proxy Statementfor the Annbal Meeting ofSharehoIders Ve e * N
; R A FR N T T P
IR SR LR O SATNCIUILAY L PRI PO Gt Ty v.i 1  -DateFirst Elected+ . - - .
B I e S R T T I T e oan T e e '
Gt AR e 2 e e ,L! Voo e e e LT Exeettive -Present - !
Name - s pge et YT E LT pagitions Held * 0" Officer o ™ Office
RobertL. Berman .. . 49 Senior Vice President ‘ 2002 -« 12005 « :5
Philip . Farscl? - T “ Senior Vicg President - 20050 20050 "
Carl B GUSt JF, w4 D50 o 1oL Serior Vice President - -, -, ;o 19940 YR !
Joyce P. Haag 56 t veGenéral Cotinsel and Senior Vice Presrdent 2005 .- Toog05
' Mary Jane Hetlyar™ T+ *-453"t TN Sefior VicePresident © - vt v UU20080 1 2005 ¢
Kevin J. Hobert 42 . Senior Vice President - 2005 B 2005 II
James'T"L"angIev' £ '~'_"""”'-:"‘ 567 u"' “3Senion’ice President **-* ' 4 2003 . 2003
WillamJ, Lioyd - " 81 T v e SemorVieePresident <. . . . .2005, o005 . -
Antorio M: Perez 1w Chalrman of the Board, Chief Executive Officer 20030 e ¢ 2005+ " :
FrankS.SKarsy 50 Chief Financal Officer and Executive Vice President 2006~ 2006
Diang £ Wifong. . - . 445 .. " Chief Accounting Officer and Corporate Controler, . .. 2006 . 2006, . .
Executlve officers are elected annually inFebruary. - g b e o P . I N

All of the executive officers have been employed by Kodak in various executive and managenal positions for at least five years, except: Mr. Hobert, - 1
who joined,the Company on September 30, 2002; Mr. Perez, who joined the Company on April-2, 2003, Mr. Lioyd, whe joined the Company on June -
16, 2003; Mr. Langley, who ;olned the Company on August 18, 2003; Mr. Faraci, who joined the Company on: December 6, 2004; and Mr. Sklarsky -
who Jomed the Company on October 30 2006 , | L L , f
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The executlveoffrcers brographlesfotlow . AR S P

Robert L. Berman :
M. Berman was appointed to the position.of Director, Human.Resources in .January 2002 and was elected a Vice President of the Company in Febru-
ary 2002. In March 2005, he was elected a Semor Vice Presrdent by the Board of Drrectors Prior to this position, Mr. Berman was the Associate
Drrector of Human Resources and the Drrector end Divisional Vice President of Human Resources for Global Operatrons His respon3|brlrty in that role i
mcluded Ieadershrp in the’ delrvery of strategrc and operatronal human fesources services o Kodak’s global manufactunng, supply chain and regronal ;
operatrons ‘around the world; He has held a variety of kéy human reSOUrces posrtrons for Kodak over hIS 24 vear career, including the Director and
Divisional Vice President of Human Resources for the Consumer !maglng busrness and the Human Hesources Drrector for Kodak Cotorado Drws:on

Al L UL T L . O I T L . : e ' . . . : "
Philip J. Faraci - . = I PR "‘Jt'."-w K s T R
Mr. Faraci was named President, Consumer Digital Imaging Group in September 2005, .effective January 1 2006. He oversees Kodak s consumer, ! .
digital capture, printing, kiosk, and imaging systems businesses. He joined Kodak as Director, Inkjet Systems Program in December 2004. In February i
2005, he was elected a Senior Vice Presrdent of the Company. In June 2005 he was also named Director, Corporate Strategy & Busrness Development

Prior to Kodak, Mr Faracr served as Chref Operatrng Otfrcer of Phogenrx lrnagrng and Presrdent and General Manager of Gemplus Corporatron s .
Telecor Business’ Umt Prior to these roles hé spent 22 yedrs at Hewlett-Packard, where hie $érved as Vice President arid General Manager of the "
Consumer Busrness Organrzatron and Senior Vice President and Generat Manager for the Inkjet Imagrng Solutrons Group '

h] ¥l
S

1
Ak oo Two oL o .

Ats oy R L [ VR L. e A PR 4 .' ] . o .- o,

N




Carl E. Gustin, Jr. . ST I S L
Mr. Gustin joined Kodak as Vice, President and General- Manager of the Drgrtal and Applled Imagrng Division in August 1994. In October 1995, he was -
appointed to his present position as Chief Marketing Officer and Senior Vice President, Eastman Kodak Company, in addition to his role as actrng
President and General Manager of Digital and Applied Imaging, which he held through 1996.

As Chief Marketing Officer, Mr. Gustin has been breaking new ground in the areas of advertising and marketrng in an effort to fuel new market growth
while further enhancing and broadening the reach of the Kodak brand. His areas of responsibility include: corporate-wide general marketmg, internet
marketing, customer relationship. marketing, presence marketing, corporate branding, new business incubation, multicultural marketing, business

 research and corporate design, as well as provrdrng leadership and direction for the marketing functions across the Company.

Joyce P Haag - - “ . SR
Ms. Haag began her Kodak career in 1981, as a lawyer on the Legal Staff She was elected Assistant Secretary in December 1991 and elected Cor-,
porate Secretary in February 1995: In January 2001, she was appornted to the additional position of Assistant General Counsel. In August 2003, she
became Director, Marketing, Antitrust, Trademark & Litigation Legal Staff and in March 2004, she became General Counsel, Europe, Afnca and Middle
Eastern Region (EAMERY). In July 2005, she was promoted to General Counsel and Senior Vige, President. ey e

Prior to joining the Kodak Legal Staff,Ms. Haag was an associate with Boylan Brown, Code, Fowler Vigdor & Wilson LLP in Rochester New York. ..

Mary Jane Hellyar : : .
Mary Jane Hellyar joined Eastman Kodak Company in 1982 asa research screntrst in the Kodak Research Laboratories. She held a variety ot positions,
within R&D and in 1988 she ]Dlan film manufacturing as a product engineer for motion picture films. in 1992 Ms. Hellyar was named director of the
Chemicals Development Division, responsrble for process development of chemical components for Kodak. Following a one-year program at the Stoan
School, she joined Consumer Imaging in the strategic planning function in 1894, In 1995 Ms. Hellyar became director of the Coior Product Platform, .; .
responsible for development and commercialization of color negatnre films, papers and chemrcals

Effective May 1999, Ms. Hellyar was named general manager Consumer Film Business, Consumer lmagmg and was elected to Corporate Vice Pre5|-
dent. Subsequently, her responsibilities were expanded as general manager, Capture and Traditional Media, and in' 2003 she added responsibilities for
professional films.

In Novernber 2004, Hellyar was named President, Display and Components Group In January 2005, the Board of Dlrectors elected her to Semor Vice *
President. ' , . . ‘ s : . T Y N

.

In Septerber 2005, the Company fioved to four vértical' busrnesses Ms Hellyar became President, Frlm & Photofrn:shmg Systems Group, whrle also -

continuing responsibility for Kodak’s Display business. -+ - L wen
In January 2007, Mr. Hellyar's business was renamed the Film Products Group reflecting its three core busrnesses Entertainment Imagrng, Fllm Cap
ture, and Aerial and Industrial Markets. At the same time she assumed.the added responsibility of President, Entertainment Imaging. IR

Kevin J. Hobert P R
Kevin Hobert was appomted President of Kodak’s Health Group and a Senior Vice Presrdent of the Company in February 2005 T T

Prior fo his current posrtron Mr. Hobert was General Manager, Drgrtai Capture Systems and Vice President of Kodak’s Health Group. He drove .
srgnrfroant process and product improvements lhat delnrered revenue growth and rmproved margins. Under his leadership, the computed radlography
business achieved the number two position worldwrde a drgltal radlography business was established and breast cancer computer aided detection,
Kodak’s first FDA PMA product was, mtroduced to the market )

Mr. Hobert jomed Kodak in 2002 from Genera! Electric Medrcal Systems (GEMS), 2 dwrsron of General Electric Co wrth 11 years expenence in the

medical imaging market. At GE he was responsible for leading GEMS’ global business compnsed of drgrtal analog and mobile radrography market

segments and remote, classrcal and multipurpose fluoroscopy market segments _ : . :
v i . 1 T !.,1_;' ' T ‘ At N o T

JamesT Langley o e . S

Mr. Langley is President, Graphic Communrcatlons Group, and Semor Vrce Presrdent He Jomed Kodak as Presrdent Commercral Pnntrng, in. August

- 2003. The Commercral Printing Group was renamed Graphrc Communications Group in May 2004 In September 2003 he was elected to Senlorlllce

President of the Company ‘ .

He was Vice President of Commercial Pnntmg at HP lrom Maroh 2000 to August 2002. Pnor to that assrgnment Mr Langley served for three years as
Vice President of Inkjet Worldwide Office Printers, responsible for expanding the presence of HP's inkjet products in new, higher-end markets. From
August 1993 to June 1997, Mr, Langley served as the general manager of HP’s Vancouver Printer Division. '




William J. Lloyd

Mr. Lioyd is Chief Technical Officer, and Senior Vice President. He joined Kodak in June 2003 as Director, Portfolio Planning and Analysis. In October
2003, he was named Director, Inkjet Systems Program, and was elected to Vice President of the Company In February 2003, he was elected to Senior
Vice President. His current title became efféctive March 1, 2005, Tt e

Prior to Kodak Mr. Ltoyd was Presideftt of the’ consultrng fifm, Inwit, Inc. focused on imaging technology From November 2000 untit March 2002, he
served as Executive Vice President and Chief Technology Offrcer (CTO) of Gemplus International, the |eadrng provrder of smart card based secure solu-
tions for the wireless and financial markets.»- = .. " : :

In 2000, Mr. Lloyd served as the Co-CEQ during the startup phase of Phogenix Imaging, a joint venture between Eastman Kodak and Hewlett-Packard."

Mr, Lioyd has extensive expertise in imaging and printing technologies, stemming from his 31-year career at Hewlett-Packard Company. where he was
Group Vice President and CTO for consumer imaging and printing: In his career at HP, Mr. Lloyd held a variety of positions in product development and
research both in the U.S. and Japan. During his tenure in Japan {from 1990 until 1993) he drrected the establrshment of a branch of HP Laboratories.
Antonio M. Perez -

Antanio M. Perez joined Kodak as President and Chief Operatrng Offrcer in April 2003, and was elected to the Company’s Board of Directors in Uctober
2004. In May 2005, he was elected Chief Executive Officer and on January 1, 2008, he became Chairman of the Company’s Board of Directors. :

Mr. Perez is leading the digital transformation of Kodak, aimed at delrvenng innovative digital products and servrces to consumer and commercial
customers in the fastest-growing segments of the imaging industry. Mr. Perez has extensive expertise in digital imaging technologies, stemming from
a 25-year career at Hewlett-Packard Company (HP}, where he was a corporate vice president and a member of the company's Executive Gouncil. As
President of HP's Consumer Business, Mr. Perez spearheaded the company’s efforts to build a business in drgrta| rmagrng and etectronrc publrshrng, d
ultimately generating worldwide revenue of more than $16 billion. , e . e

Prior to that assignment, Mr. Perez served as President and CEO of HP's inkjet imaging busrness Dunng the five years in which he led the busrness. “t
the installed base of inkjet printers grew from_17 million to 100 million worldwide, with total revenue of more than $10 bitlion... .

Just prior to joining Kodak, Mr. Perez served as an mdependent consultant for Iarge rnvestment firms, provrdrng counsel on the effect of technology
shifts on financial markets. - T T . I s a7

From June 2000 to December 2001, Mr. Perez was President and CEQ of Gemplus Internatronal ‘where he Ied the effort to take the company publrc.‘ )

While at Gemplus,'he transformed the company into the leading Smart Card-based solution provider in the fast- growrng wrreless and frnancral mar- . -

kets. In the first f scal year, revenue at Gemplus grew 70% trom 3700 million to §1. 2 brllron

Frank S Sklarsky el ow a e . . - Lo e T
Mr. Sklarsky joined Kodak on October 30, 2006 as Executive Vice President, and became the Chref Fmancral Oft" cer effectrve November 13 2006

Prior to 1orn1ng Kodak Mr. Sktarsky was Executive Vice Presrdent and Chref Frnancral Offrcer of ConAgra Foods Inc

Prior: to joining ConAgra in 2004, Mr. Sklarsky was Vrce Presrdent Product Frnance at DarmlerChrysler a posrtron he held between 2001 and 2004. .-

He returned to DaimierChrysler to assist with the company’s turnaround efforts after spending more than one year as Vice President, Corporate Fi--
nance, and Vice President of Dell's $5 billion consumer business. He first joined DaimierChrysler in 1983, and held a series of increasingly responsible
finance positions before leaving for Dell in 2000. At the time of his departure for Dell, he was DaimlerChrysler’s Vice President, Corporate Financial
Activities. Prior to Darmler{:hrysler Mr. Sklarsky, a certified public accountant, served as a Senior Accountant at Emst & Young International from 1978
to 1981,

Diane E. Wilfong

Ms. Wilfong was appointed Controller in September 2006. She began her Kodak career rn July 1999, as Director = Frnance and Vice President,

Kodak Professional Division. In late 2000, she was named Assistant to the Chairman and President and Chief Executive Officer, where she served the
Chairman’s office in an executive capacity until early 2003. At that time, she took an operating line position as General Manager, Graphics and Printing
Systems SPG, in the Commercial imaging Group (now the Graphic Communications Group). In late June 2005, Ms. erfong was appointed Director,
Corporate Audit.

Priar to joining Kodak, Ms. Wilfong was Chief Frnancrat Qfficer of Coming Asani Video Products of Coming Incorporated, in Corning, New York. Ms.
Wilfong joined Corning in 1990 and held a variety of management positions in its finance organization. Befare joining Corning, Ms. Wilfong was an
Audit Manager with PricewaterhouseCoopers in the Charlotte, North Carolina office of the firm.

[
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PART 1I

-

ITEM S. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED
STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY
SECURITIES ,

Eastman Kodak Company common stock is principally traded on the New York Stock Exchange under the symbol “EK.” There are 63 219 shareholders

of record of common stock as of January 31, 2007. :

Market Price Data . T R

2006 & 2005 ' ) '

Price per share: ' High " Low High =~ Low

1st Quarter $30.91 $23.49 $3519  $30.87

ond Quarter 28.68 2249 3300 24563

SdQuaer . 2387 1893 2924 2897

4th Quarter 27.57 - 2193 25.14 2077 Lo

Dividend Informatlon L ‘ ‘ AT

The Company has a dividend policy whereby it makes semi-annual payments of dividerds, when declared, on the Company s 10th business day each
July ang December to shareholders of record on the close of the first business day of the preceding month.

On May 10, 2008, the Board of Directors declared a semi-annual cash dividend of $.25 per share payabie to shareholders of recurd at the close

of business on June 1, 2006. This dividend was paid on July 18, 2006. On October 17, 2006, the Board of Directors declared a semi-annual cash
dividend of $.25 per share payable to shareholders of record at the close of business on November 1, 2006. This dividend was paid on December-14,
2006. The tota! dividends paid for the year ended December 31, 2006 was $144 million,

On May 11, 2005, the Board of Directors declared a semi-annual cash dividend of $.25 per share payable to shareholders of record at the close

of business on June 1, 2005. This dividend was paid on July 15, 2005. On October 18, 2005, the Board of Directors declared a semi-annual cash
dividend of $.25 per share payable to shareholders of record at the close of business on November 1, 2005. This dividend was pald on DecembEf 14,
2005. The total dividends pald for the year ended December 31, 2005 was $144 million.

. g
Performance Graph Shareholder Return . :

The following graph compares the performance of the Company’s common stock with the performance of the Standard & Poor's 500 Composite
Stock Price Indeg and the Dow Jonés Industrlal Index by measuring the changes in common stock prlces from December 31,2001, plus reinvested

dividends.-
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The graph assumes that $100 was invested on December 31, 2001 in each of the Company’s common stock, the Standard & Poor's 500 Composite
Stock Price Index and the Dow Jones Industrial Index, and that all dividends were reinvested. In addition, the graph weighs the constituent companies

on the basis of their respective market capitalizations, measured at the beginning of each relevant time perind.
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ITEM 6. SELECTED FINANCIAL DATA DEE
Referto Summary of Operatmg Data on page 124. s o : p :

- ’

-
oon

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
' CONDITION AND FIESULTS OF OPERATION ' SRR

e o ‘ > . Lot

Critical Accountlng Pollces and Estimates -~ - : e a0
The accompanying consolidated financial statements and notes to consolidated financial statements contain information that is pertinent to manage- *
ment's discussion and analysis of the financial condition and results of operations. The preparation of fi nancial statements in conformity with account-
ing principles-generally accepted in the United States of America requires managemeént to make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenue and expefises, and the retated disclosure of contingent assets and liabilities:* ~ - R

The Company beliéves that the critical accounting policies and estimates dlscussed below involve the most complex management judgments due’ to '
the sensrtwlty of the methods and assumptlons necessary in determmmg the related asset I|ab|l|ty, revenue and expense amounts o ,

g . aeoon [
Revenue Flecogmtron - ' : c T A
The Company’s revenug transactions include sales of the following: products; equrpment software; services; equipment bundled with products andfor
services and/or software; integrated solutions, and inteflectual property licensing. The Company recognizes revenue when it is realized or reatiz- -
able and earned. For the sale of multiple-element arrangernents whereby equipment is combined with services, including maintenance and training,
and other Elements, including software and products the Company allocates to,"and recognizes revenue from, the various elements baséd ontheir
fair vatue: For full service solutions sales, which consist of the salg of eqtipment and software which may of may not require significant produc-
tion, modification or customization, there are two acceptable methods of: accounting: percentage of completion accounting anid completed contract’
accounting. For certain of the Company s full service solutions, the completed contract methiod of accounting is being followed by the Company. This
is due to insufficient historical experience resulting in-the mablllty to provide reasonably dependable estimates of the revenues and costs applicable *
1o the various stages of such coritracts as ‘would be necessary under the percentage of completion methodology. Wiien the Compariy does have suf-
ficient historica experience and the ability to provide reasonably dependable estimates of the revenues and the costs applicable to the various stages
of these contracts, the Company will account for these full service solutions under the percentage of comptetlon methodelogy. The timing and the - -
amount of revenue recognized from the Ircensmg of irtellectual property depend upon a variety of factors, including the specific terms of each agree- :
ment and the nature of the deliverables and obligations. When the Company has continuing obtigations related to a ficensing arrangement, revenue -
refated to the ongoing arrangement is recognized ‘over the period of the obligation: Revenu is only recognized after all of the following criteria are met
(1) the Company has entered into a legally binding arrangement with a-licensee of Kodak's intellectual property; (2) Kodak has delivered the technology
or intellectual property rights, (3} licensee payment is deemed fixed or determinable and free of significant uncertainties, and.(4) collection from the -
licensee is reasonably assured - . o i e I . Lo e -

At the time revenue is' recognlzed the Company also records reductions to revenue for customer mcentwe programs in accordance with the provisions
of Emerging Issues Task Force {EITF) Issue No. 01-09, “Accounting for Consuteratlon Given from a Vendor to a Customer {Including a Reseller of the"
Vendor’s Products).” Such incentive programs include cash and volume discounts, price'protection, promational, cooperative and other advertrsmg a
igwances and'couporis. For those incéntives that require the éstimation of sale$ volumes of redemption rates, such as for vblunie rebates or coupons,
the Company uses historical experience and internal and customer data to estimate the sales incentive-at the time revenue is recognized. In the event
that-the actual results of these items differ from the estimates, adjustments to the sales incentive accruals would be recorded.

Incremental ‘direct costs of a customer contract in a transaction that results in the deferral of revenue are deférred and netted against reveriue in ‘
proportion to the related revenue recognized in each period if: (1) an ‘enforcéable contract for the remaining deliverable items exists; and {2) delivery
of the remaining items in the arrangement is expected to generate ‘pusitive margins allowing realization of the defered casts. Incremiental direct costs
~ are defined as costs that vary with and are directly related to the acqmsrtlon of a contract, which would not have been mcurred but for the acqursmon

of the contract - ' N " L .- ‘
Allowance for Doubtful Accounts . . : ' Voo X
The Company records and maintains a provision for doubtful accounts for customers basedona vanety of factors mctudmg the Company S hrston~ .
cal experience, the length of time the receivable has been outstanding and the financial condition of the customer. In addition, the Company regularty
analyzes its customer accounts and, when it becomes aware of a specific customer’s inability to meet its financial obfigations to the Company, such
as in the case of bankruptcy filings or deterioration in the customer’s overall financial condition, records a specific provision for uncollectible accounts
to increase the allowance to the amount that is estimated to be uncollectible. If circumstances related to specific customers were to change, the
Company's estimates with respect to the collectibility of the related receivables could be further adjusted. However, losses in the aggregate have not
exceeded management’s expectations. ‘
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Inventories . .
Inventorigs are stated at the Jower of cost or market. The cost of all of the Company s tnventones is determined by EIthEI' the: “flrst -in, nrst out“ (FIFO)
or average cost method, which approximates current cost. The Company provides inventory reserves for excess, obsolete or slow-moving inventory

based on changes in customer demand, technology developments or other economic factors. . .

The Company reduces the carrying value of its inventory based on estimates of what is excess, slow-moving and obsolete as weII as lnventory whose
carrying value is in excess of net realizable value. These write-downs are based on current assessments about future demands, market conditions and
related management initiatives. If, in the future, the Company determined that market conditions and actual demands are less favorable than those .
projected and, therefore, inventory was overvalued, the Company would be required to further reduce the carrying value of the inventory and record a
charge to earnings at the time such determination was made. 1f, in the future, the Company determined that inventory write-downs were overstated
and, therefore; inventory was undervalued, the Company would recognize the increase to earnings through higher gross profit at the time the related
undervalued inventory was sold. However, actual results have not dlffered materially from management's estimates. .

On January 1, 2006, the Company elected to change Its method of costing its U.S. inventories to the average cost method, which approximates FIFO
whereas in all prior years most of Kodak's inventory in the U.S. was costed using the “last-in, first-out” (LIFO) methiod. The new method of accounting
for inventory in the U.S. is deemed preferabie because the average cost method provides better matching of revenue and expenses given the rapid
technological change in the Company’s products. The average cost method also better reflects the cost of inventory on the Company’s Statement of .
Financial Position. Prior periods have been restated for comparatwe purposes In order.to reflect the impact of this change in methodology from LIFO to
averagecost v v, . e ' s -

Valuatlon of Long -Lived Assets, Includlng Goodwnll and Purchased Intanglble Assets
The Company reviews the carrying value of its long-lived assets, including goodw&ll and purchased intangible assets, for impairment whenever. events
or changes in circumstances indicate that the carrying value may not be recoveratle. The Company assesses the recoverability of the carrying value
of tong-lived assets, other than goodwill and. purchased intangible assets with indefinite useful lives, by first grouping its long-lived assets with other
assets and fiabilities at the lowest level for which. identifiable cash flows are largely independent of the cash flows of other assets and Ilabllmes {the
asset group) and, secondly, estimating the undiscounted future cash flows that are directly associated with and expected to anse from the use of and
eventual disposition of such asset group. The Company estimates the undiscounted cash flows over the remaining useful life of the primary asset |
within the asset group. If the carrying value of the asset group exceeds the estimated undiscounted cash flows, the Company records an impair- -
ment charge to the extent the carrying value of the long-lived asset exceeds its fair value. The Company determines fair value through quoted market
prices in active markets or, if quoted market prices are unavailable, through the peﬁormance of internal analyses of discounted cash flows or external
appraisals. The undiscounted and discounted cash.flow analyses are based on a rumber of estimates and assumptions, including the expected period
over which the asset will be utilized, projected future operating results of the asset group, discount rate.and long-term growth rate.

To assess goodwill for impairment, the Company performs an assessment of the carrying value of its reporting units on an annual basis or when -
events and changes in circumstances occur that woutd more Iikely than not reduce the fair value of the Company’s reporting units below their carrying
value. If the carrying value of a reporting unit exceeds its fair value, the Company would record-an impairment charge to-earnings to the extent the car-
rying amount of the reporting unit goodwill exceeds its implied fair value. The Company estimates the fair value of its reporting units through internal
analyses and external valuations, which utilize income and market valuation approaches through the application of capitalized earnings, discounted
cash flow and market comparable methods. These valuation techniques are based on a number of estimates and assumptions, including the projected
future operatmg results of the reporting unit, discount rate nlong-term growth rate and appropriate market comparables. -

The Company’s assessments of impairment of long-lived assets, including goodwill and purchased intangible assets, and its periodic review of the *
remaining useful lives of its long-lived assets are an integral part of the Company's ongoing strategic review of the business and operations, and-are
also performed in conjunction with the Company's ongoing restructuring actions. Therefore, changes in the Company’s strategy, the Company’s ongo-
ing digital transformation and other changes in the operations of the Company could impact the projected future operating results that are inherent in _
the Company’s estimates of fair value, resulting in impairments in the future. Additionatly, other changes in the estimates and assumptions, including
the discount rate and expected long-term growth rate, which drive the valuation techniques employed to estimate the fair value of long-lived assets .,
and goodwill could change and, therefore, impact the assessments of impairment in the future. .

In performing the annual assessment of goodwill for impairment, the Company determined that no matenal réporting umts carrymg values exceeded
thelr respectwe fair values. See “Goodwill” under Note 1, “Signifi cant Accountmg Policies.” ' - .
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Income Taxes X : & : © - *
The Company.accounts forincome taxes in accordance W|th Statement of Flnanr;ial Accountlng Standards (SFAS) No. 109 “Accounting for Income -
Taxes.” The asset and liability-approach underlying SFAS No. 109 requires the recognition of deferred tax liabilities and assets for the expected future
tax consequences of temporary differences between.the carrying amounts and tax basis of the Company's assets and liabilities. .

The Company records a valuation allowance to reduce its net deferred tax assets to the amount that is more likely than not to be realized. The valu-
ation allowance asof December 31, 2006 of $1,849 million is attributable to $324 million of foreign net deferred tax assets, including certain pet
operating loss and capital loss carryforwards and $1,525 million of U.S. net deferred tax assets, including certain tax credits, which the Company
believes it is not more likely than not that the assets will be reafized. The Company has considered forecasted earnings, future taxable income, the-
mix of earnings in the jurisdictions in which the Company operates-and prudent and feasible tax planning strategigs in determining the need for these -
valuation aflowances. If Kodak were to determine that it would not be able to realize a portion of its net deferred tax asset in the future, for which there
is currently no valuation allowance, an adjustmerit to the net deferred tax assets would be charged to earnings in the period such determination was .
made. Conversely, if the Company were to make a determination that it is more likely than not that the deferred tax assets, for which there is currently
a valuation allowance, would be-realized, the related valuation allowance would be reduced and a benefit to earnings would be recorded

The Company’s effective tax rate consrders the |mpact of undistributed earmngs of subsidiary companles outside of the UL.S. Deferred taxes have' not
been prowded for the potential remlttance of such undistributed eamings, as it is the Company’s policy to mdehnrtely feinvest its retained earnings.”
However, from tlme {6 time and to the extenit that the Company can repatriate overseas earnings on essentlally a tax-free basis, the Company's forelgn
subsidiaries wil pay dividends to the U.S. Material changes in the Company's working capitai and Iong-term investment requirements could impact the
decisions made by management wrth respect to the Ieyel and source of future remittances and, as a result, the Company S eftectwe tax rate. See Note
15, “Income Taxes.” . g -

The Company operates within multlple taxmg jurisdictions worldwide and s subject to audit in these ]UI'ISdICtIUnS These audits can involve complex
issues, which may require an extended period of time for resolution. Although management befieves that adequate provision has been made for such
issues, there is the possibility that the ultimate resolution of such issues could have an adverse effect on the earnings of the Company. Conversely, if
these issues ar'e-resolved favorably in the future, the related provisions would be reduced, thus having a positive impact on earnings.

Warranty Obllgatlons : "
Management estimates expected product failure rates, matenal usage and service costs in the development of its warranty obligations. At the- tlme
revenue is recognized, the Company provides for the estimated costs of its warranties as a charge to cost of goods sold. Estimates are'based on
historical warranty experience and refated costs to repair. Actual results have not differed materially from management’s estimates. In the e\rent that .
the actual results of these items differ from the estimates, an adjustment to the warranty obligation would be recorded.

-
[T

Pension and Other Postretirement Beneﬁts

The Company accounts for its defined benefit pension plans and its other postretirement benefits in accordance with SFAS No 87, “Employers e
Accounting for Pensions,” SFAS No. 88, “Employers' Accounting for Settlements and Curtailments of Defined Benefit Pension Pians and for Termina-
tion Benefits” SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other than Pensions,” and SFAS No. 158, “Employers’ Accountmg
for Defined Benefit Pension and Other Postretirement Plans.” These standards require that the amounts recognized in the fi nancial statements be
determined on an actuarial basis-See Note 17 “Retirement Plans,” and Note 18, “Other Postretirement Benefits,” for disclosure of (i) the nature of
the Company s plans, (ii) the amount of incorme and expense included in the Company's Consolidated Statement of Operations for the years erided’ +-
December 312006, 2005 and 2004, (iii) the Company S contnbutrons and estrmated tuture fundlng requuements and {iv) the amount of unrecognlzed
logses at December 31, 2006 and 2005 ‘

Kodak's defined benefit pensmn and other postretrrement benefit costs and obllgat:ons are dependent on the Company ] assumpt:ons used by actuar
ies in calculatlng such amounts These assumptrons which are reviewed annually by the Company, include the discount rate, long-term expected rate
of return on plan assets (EROA), salary growth healthcare cost ‘trend rate and othier economic and demographsc factors, Actual resuits that differ

- from our assumptlons are recorded as unrecognized gaing and losses and are amartized to earnings over the estimated future service period of the
plan partrcrpants to the extent such total net unrecognized gains and losses exceed 10% of the greater of the plan's projectsd benefit obligation orthe
market-related value of assets. Significant differences in actual experience or significant changes in future assumptions would affect the Company's
pension and other postretirement benefit costs and obligatiens. -

Generally; the Company bases the discount rate assumption for its significant plans on high quality corporate long-term bono yrelds in the respective’:
countries as of the measurement date. Specifically, for its U.S. and Ganada plans, the Company determines a discount rate using a cash flow model to
incorporate the expected timing of benefit payments and a AA-rated high quality corporate bond yield curve. For the Company’s other non-U.S: plans,
the discount rates are determined hy comparison to published local long-term high quality bond indices.

. +
« By
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as 'ro rdentrfy other potenha1 remedratlon |ssues that are presenﬂy unknown.

The EROA assumption is based on a combination of formal asset and liability studies, historicat results of the portfolio, and management's expectation
as to future returns that are expected to be realized over the estimated remaining life of the plan liabilities that will be funded with the plan assets. The
salary growth assumptions are determined based on the Company’s long-term actual experience and future and near-term gutlook. The heaithcarg.
cost trend rate assumptions are based on historical cost and payment data, the near-term outlook and an assessment of the likely long-term trends. .-

The Company reviews its EROA assumption annualiy for the Kedak Retirement Income Plan {KRIP). To facilitate this review, every three years, or- -
when market conditions change materially, the Company undertakes a new asset and fiability study to reaffirm the current asset allocation and the
related ERQA assumption. In March. 2005, a new asset and liahility modeling study was completed and the KRIP EROA assumption for- 2005 and 2006
was 9.0%. The KRIP ERQA assumption'is expected to remain at 9.0% for 2007 as well. Given the increase in the discount rate of 50 basis points,
from 5.50%for 2006 to 6.00% for 2007, changes in demographic assumptions resulting from the completion of assumption studies in 2005, and: «
a decrease in amortization expense relating 1o unrecognized actuarial losses in accordance with SFAS No. 87, total pension income from continuing
operations before special termination benefits, curtailments and settlements for the major funded and unfunded defined benefit plans in the U.S. is ex-
pected to increase from $99 million in2006 to $133 million in 2007. Pension expense from continuing operations before special benefits, curtailments
and settlements in-the Company’s major funded and unfunded non-U.5. defined benefit plans is projected to decrease from $85 million in 2006 to-
$54 million in 2007, which i is prrmanly attributable to decreased service cost and amortization expense relating to the unrecognrzed prior service cost
from the Company S restructurrng actions. Addrhonally, due | in part to the increase in the discount rate from 5.50% for 2006 1o 's. 75% for 2007 and an
mcrease in amortization expense relating.to the unrecogmzed actuarial losses, the ‘Company expects the cost, before curtailment and settiement gains
and losses, of its most srgnlfrcant postretrrement benefrt plan, the Uus. plan, to approxrmate $184 mrllron in 2007, as compared with.§175 miliion for
2006 .

by ' - Twoe ot )

The followrng table illustrates the sensrtrwty toa change to certain key assu*nptlons used in the calculation of expense for the year endlng December:
3, 2007 and the prorected benefrt oohgatlon (PBO) at December 31, 2006 for the Gompany s major .S and non- -US. dehned benefrt pensmn plans;

7

-

T T DR Impact on 2007 , . lmpaeton PBD
- .+ Pre-Tax Pension Expense | - .. December 31, 2006
Increase (Decrease) Increase (Decrease)

(in milions) - us. Non-U.S. ous. o * Non-US.
Change in assumptron oL D W e e
25 basis point decrease'in discountrate ' $ @2 -7 8 12 Chosise $140
25 basis point increase in discount rate ’ 2 C o (12) N L4 132)
25 basis point decrease in EROA 15 g s et v '
2Shasispontincreassin€ROA (s . @) )

Enwronmental COmmltments o T o
Environmental Irabrhtres are accrued based on estimates of known envrronmental remedratron expesures The Iraorhhes include aecruals for sites
owned by Kodak, sites formerty owned:by Kodak, and other third party sites where Kodak was designated.as a potentially responsible party (PRP). The
amounts acerued for such sites are based an these estrmates which are det_ermrned using the ASTM Standard E 2137-01, “Standard Guide for Esti-
mating Monetary Costs and Liabilities for Environmental Matters.” The overall method includes the use of a probabilistic modet that forecasts a range
of cost estimates for the remediation requrred atindividual sites. The Company’s estimate includes equipment and operatmg costs for remedratlon

and long-term mom’rormg of the sites. Such estimates may be affected by changmg determinations of what constitutes an emnronmental habrhty oran
acceptable level of remedrahon Kodak's estimate of its environmental liabilities may also change if the proposals to regulatory agencies for desired -
methods and'outcomes of remediation are viewed as not acceptable, or additional exposures are |dent|f|ed The Comparty has an ongorng monltonng
and identification'process to assess how actrvrtres with respect to the known exposures ‘are progressrng aga:nst the accrued cost estimates, as weﬂ

[

Stock-Based Compensation :

The Company accounts for its stock options and other forms of stock-based compensation in accordance with SFAS No. 123R, “Share-Based Pay- .-
ment,” as interpreted by.Financial Accounting Standards Board (FASB) Staff Positions No. 123R-1, 123R-2; 123R-3, 123R-4, 123R-5, and 123R-6,
using the fair value recognition provisions of SFAS No.'123, "Accounhng for Stock-Based Compensatlon effective January 1, 2005. -

The fair value of each option award is estimated on the date of grant usmg the Black-Scholes optlon valuation model that uses the following assump-
tions, Expected volatilities are based on historical volatility of the Company’s stock, management’s estimate of implied volatility of the Company's
stock, and other factors. The expected term of options granted is derived from the vesting period of the award, as well as historical exercise behavior,
and represents the period of time that options granted are expected to be cutstanding. The rigk-free rate is calculated using the LS. Treasury yield
curve, and is based on the expected term of the option, The Company uses historical data to estimate forfeitures.




- . 1 T oA

The Company early adopted the provisions of SFAS No. 123R on January 1, 2005, utilizing the modified prospective approach of adoption. Previously,
the Company accounted for its employee stock incentive plans under Accounting Principles Bdard {APB) Opinion No. 25, “Accounting for Stock Issued
to Employees” and the refated interpretations under FASB Interpretation No. 44, “Accounting for Certain Transactions Involving Stock Compensation.”
Accordingly, no stock-based employee compensation cost was reflected | in net earnings for the year ended December 31, 2004, as li options granted
had an exercise price equal to the market value of the underlying common stock on the date of grant.

A 1 ot
Kodak Operatmg Model and Reportmg Structure . -

As of and for the year ended December 31, 2006 the Company had four reportable segments: Consumer Dlgltal Imagmg Group (CDG) Film & Photofin-

ishing Systems Group (FPG); Graphic Communications Group (GCG), and Health Group {KHG). The balance of the Company’s operations, which indi-
vidually and in the aggregate do not meet the criteria of a reportable segment; are reported in All Other. A description of the segments is as follows:
Consumer DrprMI Imaging Group Segment (CDG): : The CDG sepment-enoompasses digital capture, Itiosks home printing systerns digital imaging
services and imaging sensors. This segment provides-consumers and professionals with digita! products and serwces and includes the Ilcensmg
activities related to the Company's mtellectual property in this product category. o TN

Film & Photoﬁmshmg Systems Group Segment (FPG): The FPG segment encompasses consumer and professional film, photographlc paper and
photofinishing, aerial and industrial film, and entertainment products and serwces This segment provides consumers, professionals’ and crnematogra-
phers with traditional products and SB!’VICES - . o . - oy

‘Graphic Communications Group Segment (GCG): The Graphic Commumcatlons Group segment serves a variety of customers in the creative, ,”
in- plant data center, commercial printing, packaging, newspaper and digital service bureau market segments with a range of software media and -
hardware products that provide customers with a variety of solutions for prepress equipment, workflow software, digital and traditional printing, docu-
ment scanning and multi-vendor IT services. Products include digital and traditional prepress consumables, including plates, chemistry, and media;
workflow and proofing software; color and bfack and white electrophotographlc equipment and consumables; high-speed, high-volume continuous
inkjet printing systems, wide-format inkjet pnnters high-speed production document scanners; micrographic peripherals; and media (including micro-
graphic fi lms) The Company also provides maintenance and protessronal services for Kadak and other manufacturers’ products, as well as providing
imaging services to customers. L -

Health Group Segment (KHG): The KHG segment provides digital medical imaging and information products, and systems and solutions, which are
key components of sales and eamings growth These include’ Iaser imagers, digital print films, computed and digital radiography systems, dental
radiographic imaging systems, dental practice management software  (DPMS), advanced picture-archiving and communications systems (PACS), and’
healthcare information sotutions {HCIS). Products of the Health Group segment also include traditional analog medical and dental films, chemicals,
and processing equipment and related services. The Company's history in traditional analog imaging has made it a worldwide leader in this, area and
has served as the foundation for building its important digital imaging business, The Health Group segment serves the general radiology market and
specialty health markets, including dental mammography, orthoped[cs and oncology. The segment also provides molecular imaging for the brotech-
nology research market.

All Other: Ail Other is composed of Kodak’s drsplay busmess business development and other small, miscellaneots businesses. The development
initiatives in consumer-inkjet technologies continue to be reported in'All Other through-the.end.of 2006. -- T

Prior period segment results have been restated to conform to the current period segment reporting structurez .. ., e o
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Net Sales from Gonijnuing (perations by Reportable Ségment and All l]ther‘m

N

P

¥ ]

{in millions) 2006 Change 2005 Change 2004 .
Consumer.Digital Imaging Group . . oy Py e o R
Inside the US| - Lo, $.1872 8% . «$2034  +41% , $ 1,440

Qutside the U.5. ' - 1,048 -1 ou 1181 +28 9261 .
Total Consumer Digital Imaging GFoip’ - “.o. 2920 -9 . " 3,215 +36 " 2,366
Filim & Photofinishing Systems Group s - . - ,

Inside the U.S.. - B, 1767 29 2476

»Qutside the U.S. S 2797 .21, 3,558 22 4575 .,
Total Film & Photafinishing Systems Group 4156 22 5325 -4 7,051
Graphic'bﬁmmuni_cations Group i .. o '. " | . o p
, InsidetheUS. | 1,248, +16 1,079 +84 . 587

Qutside the U.S. .- s 23847 - :e425 . L1910 +152 . 757,
Total Graphic Communications Group 3632 21 2990 7 422 1344
Health Group ; . Ce v "

Inside the U.S. 914 -13 1,052 -6 SRR

Outside the U.S. . 1,583 -1 1,603 +2 1572
Total Health, Group . 2497 ... 8 2,655 1 . 2,686
Al Other : ' '

fnsidethev.s. - v 50 e 47 +15 41
- Ouitside the US. " , D AR <) 36+ ol
Total All Other 69 -17 83 +19 70
Total Net Sales " $13,274 7% " $14,268 6% s13s17

MSales are reported based on the geographic area of destination,

B -
e,




Earnings (Loss) from Continuing Operations Before Interest, Other Income (Charges), Net and Income Taxes by Reportable Segment . . <

e

and All Other C o "
(i millions). - 2006 o ', 'c‘hanl_gé - 20051',-_ ':Chani";e‘ 20‘05 .
Consumer Digital Imaging Group T $"' R +101% *~ $(31) - 4+31% . . §.(189).
Film & Pliotofinishing Systéms Group _ wolTec3s8 3t T 540 37 854
Graphic’ Commumcatrons Group A ”141 ' +444 - (41)' P55 @n
Health Group, - y § D 278 0 25 ‘ 370 _ 24 . AR
Al Other . ' ' vt +7 (231) C+0. B ‘(257)
Total of segmients ' ' '564: +11 57 " 507 ! 3'}' “o ‘80t i
Restructurrng costs and other (768) . . - ‘(1118) ‘ 901)
Adjustments to legal reservesl(settiements) 2 ' ' (21). . e
Interest expense - -(262) . (211) "._ ',(168) ;
Other income (charges), net 118 44 161
.,Consolrdated loss from continuing operations " T _—
before income faxes . a8 (346) . o . 45T% . - & (799)p ..-607% ... - S -(113) -
T A ” et ‘it ' ¥
1wt N L HUT
- 5 N it
" ; 'l :. a.‘ -J.‘
/ 4 . \ 2 !r t
t N ' i 1 e
T T, e
< ' PN b 4" ke ¥ .
v o ' ) ! W3 1,
" oL i -
. :" ) 1 '|| e J" .
¢ ) t i R U [ £ Lt
R 3 + . " i )
' T B
b 3 ! ‘ I ;" i“‘ ", [
b A
: v BAMNT ‘ ¢ S
h " ) ' Te M LTI
- vy N Lo P
Tt ey - G U -

27




28

2006 COMPARED WITH 2005
Results of Operations — Contmumg Operations
Consolidated -~ ~- .- T O YT T T S R R ST | W

Worldwide Revenues o
Net worldwide sales were $13,274 million for 2006 as compared wrth $14,268 million for 2005, representing a decrease of $994 million or 7% The
decrease | rn net sales was prrrnanly due fo dectrnes in volumes and unfavorable price/mix, which decreased sales by approximately 9.1 and 2, 8 per-
centage points, respectively. The decreaserin volumes was primarily driven by.dectines in the consumer film capture SPG; photofinishing services SPG
and consumer output SPG within the FPG segment; the consumer digital capture SPG within the CDG segment; the digital-output SRG and radiology.
film SPG within the KHG segment; and the traditional prepress consumables SPG within the GCG segment. Unfavorable pncelmlx was pnmanty dnven
by the consumer film capture SPG and consumer output SPG within the FPG segment the kiosk SPG and consumer digital capture SPG wrtmn the
CDG segment; and the tradltronal prepress consumables SPG and digital prepress consumables SPG wrthm the GCG segment These decreases were
matety 4 4 percentage pomts of an increase fo the current year. Sales were also poértltrely impacted by favorable forelgn exchange, whlch tncreased
net sales by 368 mlllron or approxlmately 0 5 percentage points.

Net sales if the U.S. were $5,445 million tor 2006 as compared with $5,979 million for the prior year, representing a decrease of $534 mrllron, or
9%, Net sales outside the U.S. were $7, 829 million for the current year as compared with $8,288 million for fhe | prior year, representmg a decrease of
$460 mtlllon or 6%, which includes the'positive rmpact of fareign currency ﬂuctuatrons of $68 million, or approximately 1% <

ok SRR

'Drgrtat Strateglc Product Groups' Revenues - - - +oc o o0 e - . - U

The Company s digital product sales, including new technologles product sales, were $7, 736 mlIIlon for 2006 as compared wrth $7, 428 mrllron for the
prior year, representing an ingrease of $308 million, or 4%, primarily driven by the Créo and KPG acquisitions, partiatly offset by the décting in'digital

‘cameras within the-consumer digital capture SPG of the CDG segment. Product sales from new technologles “which are mcluded in dlgltat product ™

sales, were $49 million in the current year and $57 million in the prior year.

Traditional Strategic Product Groups' Revenues , :

Net sales of the Company’s traditional products were $5,538 million for 2006 .as compared with $6,840 million for the prior year representlng a
tdecrease of $1,302 million, or 19%, primarily driven by declines in the consumer film capture SPG, the photofinishing services SPG and the consumer
output SPG. _ ‘

Foreign Revenues

The Company's operations outside the U.S. are reported in three regions:; {1) the Europe, Africa and Middle East region (EAMERY}, (2) the Asia Pacific
region and (3) the Canada and Latin America region. Net sales in EAMER were $4,065 million for 2006 as compared with $4,223 million for 2005, .
representing a decrease of $158 million, or 4%. The decrease in net sales for the year included the favorable impact of foreign currency fluctuations
of 1%. Net sales in the Asia Pacific region were $2,396 million for 2006 as compared with $2,652 million for 2005, representing a decrease of $256
million, or 10%. The impact of foreign exchange on net sales for the period was immaterial. Net sales in the Canada and Latin America region were
$1,368 million for 2006 as compared with $1,414 million for 2005, representing a decrease of $46 million, or 3%. The decrease in net sales for the
year included the favorable impact of foreign cutrency fluctuations of 2%.

Gross Profit

- Gross profit was $3,368 miltion for 2006 as compared with $3,618 million for 2005, representing a decrease of $250 million, or 7%. The gross profit

margin was 25.4% in the current year as compared with 25.4% in the prior year. Favorable price/mix and foreign exchange positively impacted gross
profit marging by approximately 0.7 percentage points and 0.1 percentage points, respectively. Additionally, the prior year acquisitions of KPG and Creo
favorably impacted gross profit margins by approximately 0.3 percentage points. :

These increases were offset by declines in volume, which reduced gross profit margins by approximately 0.6 percentage ptfints, and increased manu-
facturing and other costs, which reduced gross profit margins by approximately 0.5 percentage points and were largely driven by increased silver and
aluminum commodity costs.

The positive price/mix impact referred to above was primarily driven by extensions and amendments of existing license arrangements and a new
licensing arrangement within the consumer digital capture SPG. The non-recurring portions of these licensing arrangements contributed approximately
1.4% of revenue to consolidated gross profit dollars in the current year, as compared with 0.4% of revenue to consolidated gross profit dollars for
similar arrangements in the prior year. The positive impact of these arrangements was partially offset by negative price/mix within the consumer film
capture SPG and consumer output SPG within the FPG segment; the digital capture solutions SPG within the KHG segment; and the kiosk SPG and
consurner digital capture SPG within the CDG segment. The volume deckines were primarily driven by the consumer film capture SPG and consumer
output SPG within the FPG segment; and the consumer digital capture SPG within the CDG segment. .




Selling, General and Administrative Expenses S
SG&A expenses were $2,389 million for 2006 as compared with $2,668 million for the prior year representmg a decrease of $279 million, or 10%.
SG&A as a percentage of sales decreased from 19% from.the prior year to 18% in the-current year. .The decrease in SG&A is primarily attributable to
ongoing Company-wide cost reduction initiatives, partially offset by $45 million of spending related to the Company's exploration of strategic alterna-
tives for the Health Group. The Company announced on January 10, 2007 that it has reached an agreement to sell the Health Group to Onex Corpora-
tion for as much as $2.55 billion. The transactlon is expected to close in the first hatt of 2007.

Research and Development Costs ' : e - o
R&D costs were $710 million for 2006 as compared wrth $892 million for 2005, representing a decrease of $182 million, or 20%. R&D as a percent—
age of sales was 5% for the current year as compared with the prior year of 6%. This decrease was primarily driver by: (1) write-offs in the prior year
of purchased in-process R&D associated with acquisitions made during 2005 of $54 million, (2} significant spending reductions refated to traditional
products and services, (3) lower R&D spending related to the display business, and (4) integration synergies within the GCG segment.

Restructuring Costs and Other

Restructuring costs and other were $471 million for 2006 as compared with $690 million for 2005, representing a decrease of $219 million.or 32%.
These costs, as well as the restructuring-refated costs reported in cost of goods sold, are discussed in further detail under “RESTRUCTURING COSTS
AND OTHER" below. . .

Loss From Continuing Operations Before Interest Other Income (Charges), Net and Income Taxes... o, )

The loss from continuing operations before interest, other income (charges), net and income taxes for 2006 was $202 mrllron as compared with a loss
of $632 miilion for 2003, representlng an |mprovement in earnings of $430 million. Thrs change is attributable to the reasons describéd above. '

e i

Interest Expense - .- -
Interest expense.for 2006 was $262 million as compared with $211. m|lI|on for| the pnor year representmg an increase of $51 mtlllon or 24% H|gher o
interest expense is pnmanly attnbutable to increased levels of debt associated with the pnor year acqwsrtlons of KPG and Creo, and hlgher interest. .
rates. . - : v oy . . .

[

Other Inceme (Charges) Net

The other incame {charges), net cempenent includes investment i mcome mcome and losses ‘from eqmty mvestments gains and Iosses on the sales of
assets and investments and foreign exchange gains and losses. Other income for the current year was $118 million as compared with other income of
$44 million for the prior year. The increase of $74 million is primarily attributable to: (1) a year over-year increase in interest i income of $35 million, (2}
lower losses on foreign exchange, which resulted in'an increase in other income of $28 million, and (3} lower impairment charges recorded in the cur-
rent year than in the prior year, which increased other income by $33 million, These increases were partially offset by lower gains on sales of property;
assets and investments, which declined $9 million from prior year, and-a loss on the early extrngurshment of debtin the current year of $9 million. -

» S ."

Loss From {‘,ontmurng Operatlons Before, Income Taxes

The loss from continuing operations before i rncome taxes for 2006 was $346 mllhon as compared with a Ioss of $799 million for 2005, representmg .
an |mprovement in earnings of $453 ‘million. This change is attributable to the reasons descnbed above. .

Income Tax (Benefit} Provision .

The Company’s annual effective tax rate from continuing operations increased from a provision rate of 69% for2005t0 a provision rate of 73% for
2006. The change is primarily attributable to the inability to recognize a benefit from losses in the U.S. and in certain jurisdictions outside the U.S., as
a result of the requirement to record a valuation allowance against net deferred tax assets in those jurisdictions that the Company has determined it is
no longer more likely than not that these net deferred tax assets will be realized. . . _

During the year ended December 31, 2006, the Company recorded a tax provision of $254 million representing an income tax rate on losses from
continuing operations of 73%. The income tax rate of 73% for the year ended December 31; 2006 differs from the Company's statutory tax rate of
35% primarily due to the inability to benefit losses in the U.S. and in certain jurisdictions outside the t.S., which resulted in the recording of the valu-
ation allowance charge against net deferred tax assets in the amount of $393 million. Some of the other significant items that caused the difference
from the statutory tax rate include: (1) non-U.S. tax benefits of $40 million associated with restructurrng costs and property sales of $728 million; 2)*
a benefit of $16 million associated with rate differentials on operatrons outside the U.S.; (3)"a benefit of $14 m|II|on associated with export sales and
manufacturing credits; and {4) a tax charge of $13 million resulting from changes to the allocation of the purchase price to the respectwe 1ur|sd|ct|ens
assocrated with the fi nahzatlen of purchase accounttng for KPG and Creo.
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On October 3, 2006, the Company filed a claim for a federal tax refund of approximately $650 million related to a 1994 loss recognized on the sale of-
shares'of stock in a subsidiary that was disallowed at that time under Internal Revenue Service (IRS) regulations. Since that time, the IRS has issued,
new regulations that serve as the basfs for this refund claim. Due to the uncertainty of the clarm the Company‘ in accordance with its accountmg polr
cies, has not recorded a tax benefit related to this refund cIalm R .

Valuation Allowance - Outside the U.S. ' ) | .

During the fourth quarter of 2006, based on the Company's assessment of positive and negatwe evidence regarding the realization of the net deferred
tax assets, the Company recorded additional valuation allowances of $90 million against its net deferred tax assets in certain jurisdictions outside the .
U1.S:In accordance with SFAS No. 109; the Company’s assessment included the evaluation of scheduled reversals of deferred tax assets and liabilities,
estimates of projected future taxable income, carryback potential and tax planning strategies. Based onthe Company's assessment of realizability, the
Company concluded that it was no longer more likely than not that.these net deferred tax assets would be reatrzed and, as such, recorded a valuation -
allowance of $90 million. . - . . 5

Loss From Continuing Operations T R
The loss from continuing operations for 2006 was $600 miliion; or $2.09 per basic and diluted share, as compared with a loss from continuing . ..
operations for 2005.0f $1,354 million, or $4.70 per basic and diluted share, representing an improvement in earnings of $754 mitlion. This change is :

_attributable to the reasons described above. 7 e e

Consumer Digital lmagmg Group R L L Rt

. e o B ' . Wl
Worldwide Revenues . o T S anes ! s
Net worldwide sales for the Consumer Drgttal lmagtng Group (CDG) segment were $2 920 million for 2006 as compared Wlth $3.215 mtl!ton tor 2005
representing a decrease of $295 million, or 9%. The decrease in net sales was comprised of: (1) declines in volumes, which reduced net sales by - * «
approximately 5.8 percentage points; driven primarily by the consumer digital capture SPG,'and (2) unfavorable price/mix, which-decreased sales by
approximately 3.8 percentage points,-driven primarily by declines in the kiosk SPG and consumer digital capture SPG. The negative.price/mix impact
incluces the positive effects to the consumer digital capture SPG of extensions and amendments of existing license arrangements and a new licensing
arrangement, portions of which were non-recurring. These ammangements provide the Company with a retum on portions of historical, H&D myestments
and similar opportunities are expected to have a contlnulng |mpact on the results of operatlons These declmes were partrally oﬁset by posrtwe foretgn

exchange which mcreased net sales by approxrmately 0 A percentage pomts o : Co

CDG segment net sales inthe U. S were $1 872 million for the current year as compared with $2 034 mrllron for the prlor year representmg a ‘1 .
decrease of $162 m:lhon or 8%. CDG segment net sales outside the U.S. were $1, 048 miliion.for the current year as compared with $1,181 million for
the prior year, representmg a decrease of $133 million, or.11%. . . ~ e . .

Net worldwide sates of consumer digital capture products, which rnclude consumer: dlgltal cameras, acCessories, memory products. imaging sensars, .
and intellectual property royalties, decreased 17% in 2006 as compared with the prior year, primariy reﬂecting volume decreases, as well.as negatwe
price/mix. The negative price/mix impact lnctudes the positive impacts of extensions and amendments of exustmg ficense arrangements and angw "
ficensing arrangement, as mentioned above. These arrangements provide the Company with a return on portrons of historical R&D mvestments and
similar opportunities are expected to have a continuing rmpact on thé results of operations. According fo the NPD Group S consumer trackrng sennce
Kodak EasyShare digital cameras were number gne in unit market share in the U.S. for the year 2008. On a year-to-date basis through November, the :
Company remains in the top three unit market share position on a worldwrde basrs for consumer digital cameras. e ;

Net worldwide sales of picture maker kiosks/media (the kiosk SPG} increased 11%in 2006 as compared with 2005, as a result of 5|gn|t|cant volume
increases, partially offset by negative price/mix. Sales continue to be drlven by strong consumable sales at retarl tocatrons with 4x6 media votumes
increasing 53% versus last year. . - :

Net wartdwide sales of the home printing solutions SPG, which ingludes inkjet photo paper and printer docks/media, decreased 2% in the current year
as compared with the prior year, driven by negative price/mix, partially offset by volume increases. On a year-to-date basis through November the
Company s printer dock product held a leadrng market share posrtron in the U.S. UK, and Austraha L L

Gross Profit . ' ' . : o
{ross proht for.the CDG segment was $B75 mlthon for 2006 as cornpared wrth $598 mlttron tor the pnor year representmg an rncrease of $77 mtttron
or 13%. The gross profit margin was 23.1% in the current year as compared wrth 18.6% in the prior year. The 4.5 percentage point increase was pri-
mariy attributable to impravements in price/mix, which impacted gross profrt margins by approximately 4. 8 percentage points, primarily due to exten-
sions and amendments to existing license arrangements during the current year, and a new licensing arrangement, as mentioned above. The impact
of the non-recurring portions of these licensing arrangements contributed approximately 6.5% of revenue to segment gross profit dollars in 2006, as
compared with 1.8% of revenue to segment gross profit dollars for similar arrangements in 2005, Additionally, foreign exchange positively impacted
gross profit margins by approximatety 0.2 percentage points. These increases were partially offset by increased manufacturing costs, which reduced
gross profit margins by approximately 0.3 percentage points, and volume declines, which negatively impacted gross profit margins by approximately

0.2 percentage points.




Selling, General and Administrative Expenses ; ) 'y
SG&A expenses for the CDG segment decreased $48 million, or 9%, from $551 miltion in 2005 to $503 million in the current year, and remained
constant as.a'percentage of sales at 17%. This decrease was primarily driven by a decline in advertising spending as a result of focused cost reduc- |,
tion activities. ‘

Research and Development Gosts * . © s PR
R&D costs for the CDG segment decreased $8 m||||on or 4%, from $179 mnlhon in 2005 to $171 mntllon ln the current year and remalned constant as.
a percentage of sales at 6%. ) . e Co . . . <o

Earnings {Loss) From Continuing Gperations Before Interest, Other Income {Charges), Net and Income Taxes

Earnings from continuing operations before interest, other income (charges), net and income taxes for the CDG segment \nere $1 million in 2005 com
pared with a loss of $131 million in 2005, representing an increase in earnings of $132 million or 101%, as a result of the factors described above. ,

1

F||m and Photoﬁmshlng Systems Group ‘ ‘

. 4 Lo N
-t S ) ' 1t : * ! o

Worldwide Revenues
Net worldwide salés for the Fitm and Photofinishing Systems Group (FPG) segment were $4,156 miliion for 2006 as compared with $5,325 m|Il|on

for 2005, representing a decrease of $1,169 million, or 22%. The decrease in net sales was comprised of: {1} lower volumes, which decreased 2006

- sales by approximately 20.5 percentage points, driven primarily by declines in the consumer.film capture SPG, the consumer output SPG; and the
photofinishing services SPG; and (2) declines related to negative price/mix, which reduced net sales by approximately 1.9 percentage points, primarily
driven by the consumer film capture SPG and the consumer output SPG. These declines were partially offset by favorabte forelgn exchange, Wthh
increased net sales by approximately 0.4 percentage points. . .

FPG segment net sales in the U.S. were $1,359 million for the current year as compared with:$1,767 million for 2005, representing a decrease of B
$408 million: or 23%. FPG segmient net sales outside the U.S. were $2 797 million for 2006 as compared with $3,558 million for the prior year repre
senting a decrease of $761 milllon, or 21%. )

Net worldwide sales of the consumer film capture SPG, including consumer roll-film (35mm and APS film), one-time-use cameras (OTUC), profes-
sional films, reloadable traditional film cameras and batteneslv:deotape decreased 29% in 2006 as'compared with 2005, primarily reﬂecnng ‘industry
volume declines. " . ‘ .,

Net worldwide sales for the consumer and professional output SPGs, which'inciude color negative paper and photochemlcals decreased 20% in 2006
as compared with 2005, primarily reflecting industry volume déclings-and negative price/mix: .

Net worldwide sales for the photofinishing services SPG, which includes equipment and photofinishing services at refail on- -site and Qualex in the U.S.
and CIS (Consumer Imaging Services) outside the U.S.,'decreased 45% in 2006 as compared with 2005, reﬂectlng continuing volume declmes in the
development and processing of consumer films.: - ‘ S Coa T

Net worldwide sales for the entertainment imaging SPGs, including origination, intermediate, and print films for the entertainment industry decreased
2%, primarily reflecting origination film volume declines and negative price/mix for print film, partially offset by volume increases for intermediate film.
These results also reflect more conservative motion picture release strategles by major studlos mcludmg the maturatlon of tndustry practice regardlng
simuitaneous worldwide releases of major feature films. i . . s 4

Gross Profit

Gross profit for thie FPG segment was $1,068 million for 2006 as compared with $1,630 m|II|on for the prior year, representing a decrease of $562
million or 34%. The gross profit margin was 25.7% in the current year as compared with 30.6% in 2005. The 4.9 percentage point decrease was
primarily attributable to increased manufacturing costs, which reduced gross profit margins by approximately 4.3 percentage points. These increased .
costs were driven by increased depreciation expense principally due to asset useful life changes in the third quarter of 2005 and higher silver costs. -
Volume declines negatively impacted gross profit margins by approximately 0.7 percentage points, partially offset by the favorable impact of foreign
exchange, which increased gross proflt margms by approxumately 0.2 percentage pomts The. |mpact of price/mix on gross profit margms was not
significant. . . . LT . .

Selling, General and Administrative Expenses ‘ R e ' .

SG&A expenses for the FPG segment decreased $331 million, or 33%, from $1,001 million in 2005 to $670 million in the current year, and decreased

as a percentage of sales from 19% in the pnor year ta 16% in the current year. The decline in SG&A was attnbutable to ongomg Company-wide cost X
reduction initiatives. .. _ : P T . R o \

3



32

Research and Development Gosts AR TR R ST
R&D costs for the FPG segment decreased $49 million, or 55%, from $89 million in.2005 to $40 miflion in the current year and decreased asa .

percentage of sales from 2% in the prior year to 1% in the current year, The decrease in R&D was primarily attributable to significant reductrons in

spending related to traditional products and services. : CEn

Earnings From Continuing Operations Before Interest, Other Income (Charges), Net and Income Taxes .. . - - I

Earnings from continuing operations before interest, other income (charges), net and income taxes for the FPG segment were $358 mitlion in'2006. .-

compared with earnings of $540 million in 2005, representing a decrease of $182 million or 34%, restlting from the factors outlined. above. -+

[

Graphic Communications Group ~ *+ ~ 7 - F T T T SN
On Aprit 1, 2005, thie Company became the sole owner of KPG through the redemption of Sun Chemical Corporation $50 percent interest in the KPG
joint venture. Under the terms of the transaction, the Company redeemed alt of Sun Chemical’s shares in KPG by providing $317 miflion in cash at +*
closing and by entering into two notes payable arrangements, one that will be payable within the U.S. (the U.S. nate} and ane that will be payable
outside of the U.S. (the non-U.S. note), that required a principal and interest payment of $200 million in the third quarter of 2006, and payments of
$50 million annually from 2008 through 2013. The total payments due under the U.S. note and the non-U.S. note are $100 million and $400 million,
respectively. The aggregate fair value of these notes payable arrangements of approxrmateiy $395 mrl!ron as of the acqursmon date was recorded as
long-terrh debt | in the Company S Consolidated Statement of Financial Posmon :

L4

: ‘ A ey
On June 15, 2005 the Company completed the acqmsztion of Creo Inc (Crea),.a premier supplier of prepress and workftow systems used by-commer-
cial printers around the world. The Company paid $354 million (excluding approximately $11 miltion in transaction related costs), or $16.50 per share,
for all of the outstanding shares of Creo. The Company used its bank lines-to initially fund the acqursrtion which has been refinanced with a term loan
under the Company's Secured Credit Agreement. . I gt

During the second quarter of 2006, the Company. indicated that, as a result of ongaing integration of acquisitions wrttun the Geaphic.Communications |
Group, it had become increasingly difficu!t to report results by the discrete businesses that were acquired. Therefore, begrnmngnwnh the third quarter
of 2006, results for the GCG segment are reported using the following SPG structure: .

* Digital- Prepress Consumables — digital plates, chemistry, media and services - . . P .. Lo
NexPress Color - equipment, consumables and-services for NexPress color products, and direct i rmage press eqmpment P B
Commercial Inkjet Printing Solutions — Versamark equipment, consumables and service L
Workflow and Prepress — workflow software, output devices, proofing equipment, and services. . -
Other Digrtal electrophotographic black and white equipment and consumables, document scanners and services, wide: tormat 1nkiet imag-
mgservrces e .

. Tradrtronal analog plates graphrcs and other films paper medla equment archrval products : . R
As the GCG segment completes its integratron process and further aligns the discrete businesses, starting i in the first quarter of 2007 the GCG s5eg-
ment results will be reported using the ioiiowmg organizational structure . ) . . .
.+ s Enterprise Solutions - workflow software and digltal controiler developmenh Co _— - oo o

. Digita! Printing Sotutions all continuous inkjet and electraphotographic products, including equipment consumabtes and servrce

* Prepress Solutions - prepress consumables, output devices; wide-format inkjet printers, media,.and inks; proofing hardware, media and
software; and related services

. Document Imaging Business - document scanners and services, and imaging services .

T . ¢
Worldwide Revenues - - ’ : T ‘ g T
Net worldwide sales for the Graphic Communications Group segment were $3 532 miillon for 2006 as compared wrth $2 990 million for tne prior
year, representing an increase of. $642 million, or 21%. The increase in net sales was primarily due to the KPG and Creo acquisitions in 2005, which®
together contributed $639 million or approximately 21.4 percentage points to the year-over-year increase in sales. Also contributing to the increase
in net sales were volume increases, which increased sales by approximately 4.3 percentage points and which were largely attributable to the dlgital
prepress consumables SPG, and favorable foreign exchange, which increased sales by approximately 0.8 percentage points. :

These increases were partially offset by negative price/mix, which decreased 2006 net sales by approximately 5.0 percentage points, primarily driven
by the digital prepress cansumables SPG, the traditional prepress consumables SPG, the NexPress color SPG, and the workflow and prepress SPG.

Net sales in the U.S. were $1,248 million for 2006 as compared with $1,078 million for'thé prior year, representing an increase of $169 million, or
16%. Net sales outside the U.S. were $2,384 million in 2006 as compared with $1,911 million for the prior year, representing an increase of $473°
miflion, or 25%.
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Digital Strategic Product Groups’ Revenues : Sty
The Graphic Communications Group segment digital product sales are comprised of the digital prepress consumables SPG; NexPress color SPG com-,
mercrar mkjet printing solutions SPG workflow and prepress systems SPG and other dlgltal SPGs. , A , y

Drgrtal product sales for the Graphlc Communlcatrons Group segment were $3 085 mrllron for 2006 as compared with $2 437 mrllron for the prior year
representing an increase of $648 million, or 27%..The increase-in digital product sales was primarily attributable to the acquisitions of KPG and Creo
in the prior year, which generated revenues in the workflow and prepress SPG and the digital prepress consumables SPG. - :

Net worldwide sales for the NexPress color SPG increased 41% driven by strong volume increases. Sales from NexPress color equiprient and )
consumables increased 50% from the prior year, while direct image press equipment sales deciined 24% year-over-year. The installed base of digital
production color presses continues to grow, resulting in higher page volumes and increased consumables revenue.

Net worldwide sates of commercial inkjet printing solutions increased 3% year-over-year, reflecting volume increases for’services ant-consumables,
partially offset by negalive price/mix. o . . -

Net worldwide sales of other digital products and services decreased 6% year-over-year, primarily driven hy volume declmes Sales decllnes for elec-
trophotographrc black and white equipment and consumables, and wide-format inkjet, were partially offset by sales increases for document scanners.

St

Tradrtronat Strategrc Product Groups Hevenues 4 ) - L e

Segment traditional product sales aré pnmanly compnsed of sales of tradltronal graphtcs products, mctudrng films, paper, medla equrpment and
analog plates. These sales Wwere $547 million for 2006 compared wrth $553 mlllron for the prior year, representing a decrease of $6 million, or 1%.
The decrease in sales was primarily atiributable to declines in analog plates and graphlc films as the industry contrnues to transition to digital partlally
offset by the impact of the acquisition of KPG in the prior year ERVE T o
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Gross Proflt
Gross profrt for the Graphic Communications Group segment was $1 034 million for 2006 as compared with $799 million in the prior year, represent-"
ing an increase of $235 million, or 29%. This increase was primarily attributable to the acquisitions of KPG and Creo in 2005, which together contrib-,
uted $197 million to the year-over-year increase in gross profit. The gross profit margin was 28.5% in 2006 as compared with'26.7% in the prior year
period. The increase in the gross profit margin of 1.8 percentage points was primarily attributable to favorable price/mix, which increased gross profit
marging by.approximately 1.1 percentage points.and was largely driven by the workflow and prepress,SPG and the digital prepress consumables SPG,:
Also contributing to the increase in gross profit margins were: (1) reductions in manufacturing and other costs; which increased gross profit margins
by approximately 0.4 percentage points, and (2) the acquisitions of Creo and KPG which-increased gross profit margins by approximately 0.6 percent-
age points. These increases were partially offsef by unfavorabte foreign exchange, which negatively impacted gross profit margins by apprommately
0.4 percentage points. The impact from volume on gross profit margins was not significant. .

Selling, General and Administrative Expenses : ' : -
SG&A expenses for the Graphic Communications Group segment were $695 million for 2006 as compared wrth $562 million in the prior year repre-
senting an increase of $133 m|Ihon or 24%, and remained constant as a percentage of sales at 19%. The i increase in SG&A is primarily attributable
to $148 million of SG&A costs associated wrth the acquired KPG and Creo businesses, and redistribution ot corporate costs associated with bnngmg
acquired busmesses into the Kodak portfolio, partially offset byrmtegratron synergies... . . . g ‘ e .

1 ' T ' ' : '4

Research and Development Costs ‘
R&D costs for the Graphic Communications Group segment decreased $80 million, or 29%, from $278 million for 2005 to $198 milfion for 20686, and.
decreased asa percentage of sales from 9% for 2005 to 5% for the:current year. The decrease was primarily driven by $52 million of write-offs in
2005 for purchased in-process R&D associated with acquisitions, and was also driven by integration synergies. o

Earnings {Loss) From Contmumg Dperatlons Before Interest Other Income (Charges), Net and Income Taxes
Earnings from continuing operations before interest, other incorne (charges) net and Income taxes for the Graphic Communlcatlons Group segment
were $141 million in 2006 compared with a loss of $41 million in 2005. This increase in,earnings is attributable to the reasons outlined above.
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Health Group

LY o

Worldwide Revenues - ‘ Tt L ‘
Net worldwide sales for the Health Group segment were $2,497 million for 2006 as compared with $2,655 miliion for the prior year, representing

a decrease of $158 million, or 6%. The decrease in sales was attributable to declines in volume of approximately 5.6 percentage points, primarily
driven by the digital output and radiclogy film SPGs, partially offset by the growth in the digital capture, and healthcare information SPGs. Unfavorable
price/mix reduced sales by approximately 0.8 percentage. points, primarily driven by the digital capture SPG and digital output SPG, partially offset by
favorable price/mix in the dental SPG. These: decreases were partialiy offset by favorable fprergn exchange, which increased sales by approxrmatery
0.4 percentage points. - - -

Net sales in the U.S. were $914 million for 2006 as compared -with $1,052 millionfor 2005, representing a decrease of $138 million, or 13%. Net *
sales outside the U.S. were $1,583 million for 2006 as compared with $1,603 miltion for the prior year, representing a de_crease of $20 million, or 1%.

Digital Strategic Product Groups' Revenues

Health Group segment digital sales, which include digital output (DryView laser imagers/media and wet laser printers/media), digital capture systems
(computed radiography and digital radiography equipment), digital-dental systems (practice management software and digital and computed radiog-
raphy capture equipment), healthcare information solutions (Picture Archiving and Communications Systems (PACS), Radiology Information Systems
(RIS) and Information Management Solutions {IMS}), and associated services were $1,682 million for 2006 as compared with $1,719 miltion for 2005,
representing a decrease of $37 million, or 2%. This sales decline was driven by lower revenues in the d:gltal output SPG, partially offset by growthin
the digital capture SPG drgrtal dental SPG, and hiealthcare mformatlon solutions SPG.

Traditional Strategic Product Groups’ Revenues

Segment traditional product sales, including analog and dental film, equipment, service, and chemistry, were $815 mitiion for 2006 as compared with
$936 million for 2005, representing a decrease of $121 mrlhon or 13%. This declme was largely driven by declines in traditional radiology film sates

GrossProfit . . . ° s : .

Gross profit for the Health Group segment was $912 million for 2006 as compared with $1 021" million in the prior year, representing a decrease of
$109 million, or 11%. The gross profit margin was 36.5% in 2006 as compared with 38.5% in the prior year. The decrease in the gross profit margin
of 2.0 percentage points was principally attributable to; "(1) unfavorable price/mix, which negatively impacted gross profit margins by approximately
2.0 percentage points, primarily driven by the digital capture SPG, and (2) volume declines, which reduced gross profit margins by approximately 0.2
percentage points, primarily driven by the digital output and radiology film SPGs. These declines were partially offset by favorable foreign exchange,
which positively impacted gross profit marging by approximately 0.3 percentage points. The impact of- manufacturing costs did not have a significant
impact on gross profit margin, as higher silver and raw material costs were more than offset by cost reduction activities and operational improvements.

Selling, General and Administrative Expenses e ' v
SG&A expenses for the Health Group segmenit increased $8 million, or 2%, from $489 miltion in 2005 to $497 million for the current year, and
increased as a percentage of sales from 18% in 2005 to-20% in the current year. The increase in-SG&A expenses is primarily attributable to $37
miliion of costs related to the exploration of strategic alternatives for thé Health Group, which was announced on May 4, 2006, partially offset by a
favorable legal settliement in the second quarter of 2006 and other cost reductions. The Company anngunced-on January 10, 2007 that it has reached
an agreement to sell the Heatth Group to Onex Corporation for as much as $2.55 billion. The transaction is expected to close in the first half of 2007.

Research and Development(:osts Co T U : ' . e

R&D costs for 2006 decreased $24 million, or 15%, from $162 miliion in 2005 to $138 million, and femained constant as a percentage of sales at’
6%. This decrease was primarily driven by cost reduction actions implemented in March 2006, which have been primarity focused on the digital out-
put and digital capture SPGs, to reduce overall R&D spending for the Health Group. The year-over-year decrease was also partially due to the write-off
of $2 mrlllon of purchased in- process H&D in 2005 related te the acqmsmon of Orex Computed Radiography Ltd '

Earnings From Continuing Operatlons Before Interest Other Ingome (Charges), Net and Income Taxes .

Earnings from continuing operations before interest, other income (charges), net and income taxes for the Health segment decreased $92 million, or
25%, from $370 million for 2005 to $278 million for 2006 due to the reasons described above.

All Other

Worldwide Revenues

Net worldwide sales for All Other were $69 million for 2006 as compared with $83 million for 2005, representing a decrease of $14 million, or 17%.
Net sales in the U.S. were $52 million for 2006 as compared with $47 million for the prior year, representing an increase of $5 million, or 11%. Net
sales outside the U.S. were $17 million in 2006 as compared with $36 million in the prior year, representing a decrease of $19 million, or 53%.




Loss From Continuing Operations Before Interest, Other Income (Charges), Net and Income Taxes: =" ‘i .« ol e
The loss from continuing operations before interest, other income:(charges), net and income taxes for All Other.was $214 million'in 2006 as compared ’
with a'loss of $231 million in'2005. This improvement in eamings was primarity driven by overa!l SG&A cost reductions of $18:million, and reductions.
in R&D spending for the display business of $26 million, partrally offset by costs associated with the Company’s new cansumer |nk1et prmters whrch
were announced in February 2007 )
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(Loss) Earnings from- Drscontrnued Operatrons Net of Income:Taxes - A R
The loss from discontinued operations for 2006 was $1 million, or $. 00 per basic and dlluted share, as compared with earmngs from drscontlnued o
operations for 2005 of $150 miillion, or $.52 per basic and dlluted share. The 2005 earnings from drscontrnued operatrons were pnmarrly rélated g a-
$203 million reversal of certain tax accruals as a result of a settlement betwaen the Company and 'the'Intérnal Revenue Service on the audrt of the tax’
years 1993 through 1998, These accruals had been established in 1994 in connection with the Company's sale of its pharmaceutical, consufier health
and household products businesses during that year. The tax accrual reversals were partially offset by a pension settlement charge of $54 million .
resulhng trom the finalization of the transfer of pension assets to ITT Industrres Inc (ITT} in, connectlon wrth the sale of the Company s Hemote Sens-
ing Systems busrness (RSS) |n August 2004 '
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Loss from Cumulatrve Effect of Accountrng Change, Net of Income Taxes
ing change net of income taxes of §57 mllllon or $ 20 per basrc and diluted share for 2005 was the result of the Company S adoptron of Frnancral
Accounting Standards Board Interpretation No. (FIN) 47, “Accounting for Condrtlonal Asset Retrrement Oblrgatrons as of. December 31, 2005 Under 4
FIN 47, the Company is required to record an obligation and an asset for the present valle of the estrmated cost of fulfrllmg its Iegal obllgatron with *
respect to the retirement of an-asset when the timing ‘'or method of Settlinig that obllgatron is conditional tipon a future everit (for example the salé of ™
exiting from'or disposal of an asset - ‘the “settlement date”). The primary applrcatlon of FIN 47 to'the Company i$ withi respect to ‘asbestos remedia-" -
tion The $57 million-charge represents the present value.of the Company’s asset refirement obligations (net of the related unamortized asset) relatrng1
to facilities with estrmated settlement dates: Referto further drscussron |n the: “New Accountrng Pronouncements” sectron of Item 7 forfurther

e ~ '
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Net Loss, rm Wit L RRERN TR LU L4 s.,:
The, consolldated net Ioss for 2006 was $601 mrllron or a Ioss of $2 09 per hasrc and drluted share as compared wrth a net Ioss for 2005 of $£1 251
mrllron or a Ioss of $4 38 per basic and drluted share represehtrng an rncrease rn earnmgs of 3660 mrllron or 52% Thrs |mprovernent is attrrbutabte
to the réasons outlrned above Lt . i LY
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Worldwide Revenues ! RPN L RIS A

Net worldwide sales were $14,268 million for 2005 as compared with $13,517 million for 2004, representing an increase ot $751-miliion.or-6%.This®;
increase in net sales was primarily attnhutahle to the acquisitions of KPG; Creo and NexPress, which contributed $1,562 million or approxrmately 11.6,,
percentage pornts to sales and favorable exchange, which increased sales by approxrmately 05 percentage points. These increases were partrally
offset by declines in volumes and declines in price/mix, which decreased 2005 Sales by approximately 1:9'and 4.6 percéntage points; Tespectively” -
The decrease.in volumes was primarily driven by declines in the consumer film capture SPG, the photofinishing services SPG, and the-consumer , - *
output SPG within the FPG segment, and the digital output; fitm.capture; and output SPGs within'the Health.Group segment. The decrease in price/mix
was primarily driven by the film capture SPG within the FPG segment; the consumer digital capture SPG within the CDG segment; and the dlgr_tal L
caplure SPG within the Health Group segment. s 3T

Net sales in the U.S. were $5,979 million for 2005 as compared wrth $5 658 mrllron for the pnor year representrng an rncrease of $321 rrullron or
6%. Net sales outside the U.S. were $8,289 hillion for 2005 as compared with $7,859 million for 2004, representlng an increase of $430 mrIIron or
5%, whrch includes a favorable impact from exchange of 1%. SR AT RS R
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Drgrtal Strategrc Product Groups’ Revénues Cmienr.

The Company 5 drgrtai product sales, including new technologres product sales of $57 mrllron were $7 428 mrllron tor 2005 as compared wrth $5 153
million, rncludrng new technologies of $46 million, tor the prior year, representrng an increase of $2, 275 mrtlron or 44% prrmarrly driven by the drgrtal
portron of KPG and Creo, the consumer digital capture SPG the kiosk SPG, and the home prrntrng solutrons SPG ;
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Traditional Strategic Product Groups’ Revenues S e T A S to
Net sales of the Company's traditional products were $6,840 mrllron for 2005 as compared with $8 364 million for the prior year, representing a
decrease of $1,524 million, or 18%, primarily driven by declines in the ﬁlrn capture SPG the photofrmshlng services SPG, and the consumer output SPG. ‘

]
Foreign Revenues

The Company’s operations outside the U.S. are reported in three regions: (1) the Europe Africa and Middle East region (EAMER), {2) the Asia Pacrhc
region, and (3) the Canada and Latin America region. Net sales in EAMER were $4,223 million for 2005 as compared with $4,038 million for 2004, .
representing an increase of $185 million, or 5%, which includes an insignificant impact from exchange. Net sales in the Asia Pacific region were
$2,652 million for 2005 as compared with $2 549 mdlron for.2004, representing an mcrease of $103 mrltron or 4%, which includes a favorable
impact from exchange of 1%. Net sales in the Canada and Latin America region were $1 414 million for 2005 as compared with $1,272 million for
2004, representing an increase of $142 million, or 11%, which includes a favorable |mpact from exchange of 2%.

4

Gross Profit

Gross profrt was $3,618 million for 2005 as compared with $3,916 million for 2004, representrng a decrease of $298 million, or 8%. The gross profit
margin was 25.4% in 2005 as compared with 29.0% in 2004. The 3.6 percentage point decrease was primarily attributable to: (1) price/mix, which
reduced gross profit margins by approximately 3.7 percentage pomts (2) dectings in volumes, which.reduced gross profit margins by approximately
0.1 percentage points, and (3) manufacturing costs, which rediced gross pront margms by approxrmately 0 2 percentage points. The negatwe prrce/
mix impact was primarily driven by consumer digital cameras one-time-use cameras, tradrtronal consumer and digital health products and servrces
partially offset by the year-over-year increase in royalty income relatmg to digital capture. These decreases were parhally offset by exchange wh|ch
favorably rmpacted gross profit margins by approxrmately 04 percentage pomts ‘

Included in 2005 manufacturing costs is $139 million of additional depreciation expense re!ated to the change in estimate of the useful Irves ofe
production machinery and equipment as a result of the faster-than-expected decline in the Company s traditional film and paper business. Dunng the
third quarter of 2005, the Company revised the useful lives of production machmery and equipment from 3-20 years to 3-5  years and manufacturing-
related buildings from 10-40 years to 5-20 years. Also included in 2005 manufacturing costs were accelerated depreciation charges of $391 million .
related to the 2004-2007 Restructuring Program, compared with accelerated depreciation charges of $152 million in 2004. ' C

Selling, General and Administrative Expenses ,

SG&A expenses were $2,668 million for 2005 as compared with $2,491 million for 2004, representing an increase of $177 million, or 7% SG&A .
increased as a percentage of sales from 18% for 2004 to 19% for 2005. ‘Thei rncrease in SG&A was prrrnanty attributable to SG&A related to acquisi-
tions of $293 million, unfavorable legal settlements totaling $21 million, and unfavorable exchange of $6 million, partially offset by cost reductlon '
initiatives.

Research and Development Costs e . '
R&D costs were $892 million for 2005 as compared with $836 million for 2004, representing an increase of $56 mrllron or 7% H&D asa percent- .
age of sales remained unchanged at 6%. The dollar increase in R&D was pnmanly attributable to write-offs for purchased in- process R&D associated
with acquisitions made in 2005 for $54 million and increases in R&D spend related to newly-acquired businesses of $95 miltion, partiafly” offset by

significant reductions in R&D spending related to traditional products.

Restructuring Costs and Other . .
Restructunng costs and other were $690 mitlion for 2005 as compared with $695 mitlion for 2004 representrng a decrease of $5 million or 1% !

Loss from Contrnurng Operations Before Interest, Other Income (Charges), Net and Income Taxes

The loss from continuing operations before interest, other income {charges), net and income taxes for 2005 was $632 million as compared with a loss
of $106 mrllron for 2004, representmg an mcrease in the loss of $526 mrllron Thls mcrease was attributable to the reasons described above B

N

Interest Expense

interest expense for 2005 was $211 million as compared with $168 million in the prior year. This increase is retated to higher rnterest rates in 2005
and higher debt levels in 2005as a result of borrowmgs to frnance acqursrtrons C . ' o

Other Income (Charges), Net : 8 L oy
The other income {charges}, net component includes investment income, income and losses from equrty mvestments forgign exchange and gams
and losses on the sales of assets and investments. Qther income for 2005 was $44 million as compared with other income of $161 million for 2004,
The decline of $117 million is primarily attributable to proceeds from two favorable legat settlements totaling $101 million in 2004, with no similar
favorable legal settlements in 2005. Also contributing to the decline for 2005 Was a loss on foreign exchange of $31 million due to the unhedged U.S.
doflar denominated note payable outside of the U.S. relating to the KPG acquisition versus foreign exchange losses of $10 million in 2004. On July 28,
2005, the Company entered into currency forward hedge contracts that will substantially offset foreign exchange gains or losses arising from this note
payable.




The decline was also impacted by $44 million of charges, incliding a-$19 million impairment of the investment in Lucky Film as a result of an other-
than-temporary decline in the market value of Lucky's stock and a $25 million asset impairment. Additionally, equity income from joint ventures
declined by $18 million due to the acquisitions of KPG and NexPress, which were formerly accounted for under the equity method, and have been
consolidated in the Company's Statement of Operations and included in the Graphic Communications Group segment since the date of acqursrtron
These |tems were partrally offset bya net year over-year rncrease of §59 mrllron from garns on the sale of propertres and capltal assets. ‘

Loss From Contlnumg Uperatlons Betore Income Taxes S e e Ta Tl o e T i-‘ - :' LT
The loss from continuing operations before income taxes for 2005 was $799 millierras compared with a'loss of $113 million for 2004 representrng an
increase in the loss of $686 million. This change was attributable to the reasons described above.

A Rl TR TL L I R T RN AP
tncome Tax (Benefit) Provision -+ -~ . % s T e T e e c
The Company's annual effective tax rate from continuing operatrons decreased from a benefit rate of 161% for 2004‘to a provision rate of 69% for #

2005. The change is primarily attributable to the inability to recognize a benefit from losses in the U.5.'as a result of the requirement to record a-valua-
tion allowance against U.S. net deferred tax assets where it is not more likely than not that these beneﬁts will be reatrzed

During the year ended December 31, 2005, the Compary recorded a tax provision of $555 mrllron representrng an rr:n\:ome tax rate on Iosses from
continuing operations of 69%. The income tax rate of 69% for the year ended December 31, 2005 differs from the Company’s statutory tax rate* + -
of 35% primarily due.to the inability to benefit losses in the U.S., which resulted in the recording of the valuation aflowance charge against net U.S. - .
deferred-tax assets in the-amount of $955 million. Some of the other significant items that caused the difference from the statutory tax rate include: . -
{1) non-U.S. tax benefits of $106 million associated with total worldwide restructuring costs of $1,143 million; (2) a benefit of $101.million,associ- -
ated with rate differentials,on operations outside the U:S:; (3} a benefit of $28 million, associated with export sales and manufaotunng credits; (4) a-
fax charge of $29 million associated with the remittance, of earnings from subsidiary-cempanies outside of the U.S. in connection with the, Amencan
Jobs Creatron Act of 2004; and (5) a tax benefit of $44 mrllron resuttrng from the Company s audrt setttement with the Internal Ftevenue Servrce for tax
years covenng 1993 through 1998 - s "
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VafuatronAllowance Us. S M B DA S o P
During the third quarter of 2005, based on the Company’s assessment of positive and negative evidence,regarding the realization of the net deferred
tax assets, the Company recorded a valuation allowance of approximately $778 million against its U.5. net deferreditax assets. In accordance with
SFAS No. 108, the Company’s assessment included the evaluation of scheduled reversals of deferred tax assets and fiabilities, estimates of projected
future taxabte income, carryback potentral and tax plannrng strategres

. vt e
Prior to the Company s third quarter 2005 assessment of realrzabrlrty, it was beligved, based on avarlable evidence mcludmg tax planning strategres
that the Company would more likely than not realize its net U.S. deferred tax assets. The third quarter 2005 assessment considered the following

sgmfroant matters based upon some recent changes that occurred in the quarter T S w

o In Julyr2005 ! management announced plans to srgnrfrcantly accelerate its restructurrng efforts and o significantly reduce the assets support~-
.ing its traditional, business by the end of 2007. This, global plan includes accelerating the-reduction-of traditional film assets from $2.9 billion -
in January 2004-to approximately $1 billion by 2007 and terminating approximately 10,000 employees. These actions will have a negative
_impact on Kodak’s ability to generate taxable income in the U.S. A e ey, . oot

¢ On October 18, 2005, the Company entered into a new secured credit facility. pursuant to which the borrowrngs in the U.S. are cotlaterallzed
by certain U.S, assets, including the Company's mteltectuaf property assets. Thus, management ¢ determined that the previous tax planmng ,
strategy o sell the U S, mteltectual property to a forergn subsrdlary 10 generate taxabte income in the U. S. was no longer prudent nor feasible

v and should not be relred upon as part of thé tnrrd quarter assessment of realrzabrfrty of the Company s us. deferred tax assets

Based upon the Company s above mentioned September 30, 2005 assessment of reatrzabrtrty the Company concluded that it was no tonger more
likely than not that the U.S. net deferred tax assets would be realized and, as such, recorded a valuation allowance of approxrmatefy $778 million.

n the fourth’ quarter of 2005, the Company updated its'assessment of the realrzabrhty of its nét deferred tax assets: As’a result of the Company's
assessment of positive and negative eviderice regarding the realization of the net deferred tax Essets, which included the evaluation of scheduled '
reversals of deferred tax assets and liabilities, estimates of projected future taxable income, carryback potential and tax planning strategies, the "
Company maintained that it was still no longer more likely than not that the U.S. net deferred tax assets would be realrzed and, as such mcreased the
valuation allowance by approxrmatety $183 million relating to deferred tax benefits generated in the fourth quarter In addrtron the Company expects _
to record 4 valuation allowance onall u.s. tax benefrts generated in ‘the future until an appropnate level of profltabrlrty in the US. is sustarned or until
the Company is able to generate enough taxable i income through other tax ptannlng strategles ‘aind transactions. Both the net deferred tax asset bal-- -
ances and the offsetting valuation allowance included estimates attributable to the acquisitions of KPG and Creo. Deferred tax amounts attributable to
these busingsses were finalized during 2006 with the completion of the Company’s purchase accounting for these acquired entities.

As of December 31, 2005, the Company had a valuation allowance of $1,116 milfion refating to its net deferred tax'dsséts inthe U.S. of $1,195 mrIIron
The valuation allowance of $1,116 million is attributable to (i) the charges totaling $961 million that were recorded in the third and fourth quarters of
2005 and (ji) a valuation allowance of $155 million recorded in a prior year for certain state tax carryforward deferred tax assets relating to which the
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Company believes it is not more likely than not-that the assets will-be realized. The remaining net-deferred tax assets in excess of the valuation allow- -
ance of $79 million relate to certain fcrergn tax credrt deferred tax assets which the Company belreves it is maore likely than not that the assets will be
realized. - . e '

Valuation Aﬂowance Qutside rhe U 5.

As of December 31, 2005, the Company had a valuatron ailowance of approromately $212 million relatrng to its deferred tax assets outsrde of the L. S
of $569 million. The valuation allowance of $212 million is attributable to certain net operatmg loss and capital loss carrytorwards which the Company
beligves it is not more likely than not that the assets will be realized. - . : . T . "

{Loss) Earnings From Continuing Operations
The loss from continuing operations for 2005 was $1,354 million, or $4.70 per basic and diluted share, as compared with earnings from continuing
operations for-2004 of $69 millign, or $.24 per basic and diluted share; representrng a decrease of $1,423 mrlllon This decrease jn earnings from
continuing operations is attnbutable to the reasons described above. - .. PP . o

I SV R . ' I T . . o "

Consumer Digitat lmagrng Group (CDG)

Worldwide Revenues W 2 o ’ Co P

Net worldwide safes for the CDG segment were $3 215 million for 2005 as compared with $2, 366 mrllron for 2004 representmg an increase of. $849
million, or 36%. The increase in net sales was primarily attributable to volume increases, which increased net sales by approximately 53 percentage
points, partially offsét by negative price/mix; which decreased net sales by approximately 17 percentage points. The volume increases were largely
driven by the consumer digital capture SPG and.home printing solitions SPG. The negative price/mix impact.was driven primarily by the heme prmtmg
solutions SPG and consumer drgrtal capture SPG: Fcrergn exchange did not have a srgmficant rmpact on net sales

CDG segment net sales'in the U S. were $2 034 million for 2005 as compared with $1, 440 million for 2004, representrng an increase of $594 mrllron
or 41%. CDG segment net sales outside the U.S. were $1,181 million for 2005 as compared with $326 million for the’ 2004, representrng an tncrease
of $255 million, or 28%, which includes a favorable impact from exchange of 1%. : A

Net worldwide sales of consumer digital captire products which include consumer digital cameras, accessories, memory products, imaging sensors,
and intellectual property royalties, increased 30% ir 2005 as. compared with the prrcr year prrmarrly reﬂectlng strong volume mcreases and favorable
exchange, partially offset by negative price/mix.» =« 7 - ! woh

Net worldwide sales of picture maker kiosks/media (the kiosk SPG) increased 37% in 2005 as compared with 2004, as a result of strong volume
increases and favorable exchange. Sales contlnue to'be driven by strong market acceptance of Kodak’s new generatron of kiosks and an rncrease in
consumer demand for digital pnntrng at retail : T .

Net worldwide sales of the home printing solutions SPG, which includes inkjet photo paper and printer docks/media, increased 57% in 2005 as com-
pared with 2004 driven by sales of printer docks and associated thernial media. For full year 2004, Kodak’s printer dock product held the number-one
market'share position (on a unit basis) in the United States, Canada, Germany, Australia and the United Kingdom. However, inkjet paper sales‘in 2005
declined year over-year, as volume growth was more than offset by lower pricing. Industry growth for mkjet paper continues to slow as-a result of
improving retail printing solutions, and alternative home pnntmg solutions.

Gross Profit” "

Gross proftt for the. CDG segment was. $598 million for 2005 as ccmpared with $463 million for the pncr year penod represeriting an increase of
$135 million or 29%. The gross profit margin was 18.6% in 2005 as compared with 19.6% in 2004 The 1.0 percentage point decrease was primarily
attributable to negative price/mix, which reduced gross profrt margins by approxrmately 10.4 percentage points. This decline from negatwe price/mix
was partially.offset by positive results from initiatives to reduce manufacturing costs, which improved gross profit margins by approximately 8.0 -
percentage points; vollme increases; which favorably impéacted gross profit margins by-approximately 1.2 percentage points; and foreign exchange,
which favorably impacted gross profit margins by approximately 0. percentage points. The negative price/mix impact was primarily driven by the
home printing solutions SPG and the consumer digital capture SPG, partially offset by the year -Over-year increase in royalty income retatmg to digital
capture. - , . P :

ot

Sellrng, General and Administrative Expenses o
SG&A expenses for the CDG segment increased '$63 million, or 13% from $488 mllllon in 2004 to $551 miltion in 2005 and decreased asa percent-
age of sa!es from 21 % for 2004 to 17% for 2005 The dollar mcrease is prrmarrly attrrbutable to mcreased advertrsrng costs. '

R

Research and Development Costs * " = : o S . A
R&D costs for the CDG segment increased $15 million, or 9%, from 3164 million in 2004 to $179 million in 2005 and decreased asa percentage of
sales from 7% in 2004 to 6% in 2005. ‘ _ -, . AR 0w . . S
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Loss From Continuing Operations Before Interest, Other Income (Charges}, Net and Income Taxes = . : '
The loss from continuing operations before interest, other income (charges), net and income taxes for the CDG segment was $131 mrIIron in 2005
compared with a loss of $189 million in 2004, representing an rmprovement in earnings of $58 million or 31%, as a result of the factors described |
above . RS R

Frlm and Photoﬁnrshrng Systems Group (FPG)

[ T

Worldwide Revenues :
Net worldwide sales for the FPG segment were $5,325 million tor 2005 as compared with $7 051 million for 2004 representing a decrease of $1 726
million, or 24%. The decrease in net sales was primarily atiributable to volume declines (primarily in the consumer film capture SPG, the photofinish-
ing services SPG, and the consumer output SPG), which decreased sales by approximately-23.1 percentage points. Negative price/mix, largely driven
by the consumer film capture SPG and the consumer output SPG, decreased sales by approxrmately 2.0'percentage pornts These declrnes were
partrally oftset by favorable exchange, which increased net sales by approxrmately 07 percentage points.” ~

FPG segment net sales in the U.S, were $1,767 million for 2005 as compared with $2 476 mrlhon for 2004 representing a decrease of $709 mrllron
or 29%. FPG segrent net sales outside the U.S. were $3,558 million for 2005 as corrrpared with $4,575 million for 2004 representrng a decrease of
$1,017 million, or 22%, which includes a favoraple rmpact from exchange of 1%.

Net worldwide sales of the film capture SPG, including consumer roll film (35mm and APS trlm) one-time-use cameras (OTUC}, professronal films,
reloadable traditional film cameras and hattenes/vrdeotape decreased 31%in 2005 as compared with 2004 pnmanly reflecting volume declines and
negative price/mix, partially offset by favorahle exchange.

Net worldwide sales for the consumer and professronal output SPGs, which rnclude color negatrve paper and photochemrcals decreased 19% in 2005

as compared with 2004, primarily reflecting volume declines and unfavorable price/mix, partially offset by favorable exchange. The volume declines
are largely driven by the substantial reduction of direct sales of minilab equipment, which began in the third quarter of 2005, as the Company has
shifted its focus to providing minilab services. '

Net worldwrde sales for the photofinishing services SPG, whrch mcludes equrpment and photofinishing services at retail on-site and Qualex in the U.S.
and CIS (Consumer Imaging Services) outside the U. 5., decreased 47% in 2005 as compared with 2004, reﬂectmg contmumg volume declines in the
development and processing of consumer films.

Net worldwide sales for the entertarnment film SPGs, including ongrnatron ‘and prrnt films ror the entertarnment rndustry increased 1%, prrmarlly
reflecting volume increases and favorable exchange partially oftset by overall negative prrce.r"imrx

Gross Profit
Gross profit for the FPG segment was $1,630 million for 2005 as compared with $2,176 million for the prior year period, representing a decrease of

$546 million or 25%. The gross prof it margin was 30.6% in 2005 as compared with 30.9% in 2004, The 0.3 percentage point { decrease was primarily

attributable to increased manufactunng costs, which negatrvely rmpacted gross profrt margins by approximately 0.6 percentage pornts and volume,
declines, which negatively impacted gross profit margins by approximately 0.5 percentage points. These declines were partially offset by favorable
exchange, which’ positively impacted gross profit margins by approximately 0 6 percentage points, and- positivé prrce/mrx which posrtwely |mpacted
gross profit margins by approximately 0.2 percentage points. : ' '

Selling, General and Administrative Expenses

SG&A expenses for the FPG segment decreased $166 million, or 14%, from $1,167 mrllron in 2004 to $1, 001 million in 2005, and increased as a
percentage of sales from 17% for 2004 to 19% for 2005. The dollar decrease is primarily attributable to cost reduction actions. These cost reductian
actions are being outpaced by the decline of traditionat product sales, which resulted ina mrnor year- over year increase of SG&A as a percentage of
sales. . - :

Research and Development Costs

R&D costs for the FPG segment decreased $66 mrllron or 43%, from $155 mitlior in 2004 to $89 million in 2005 and remained constant as a per-
centage of sales at 2%. The decrease in R&D was pnmarrly attrrbutable to spending reductrons related to tradrtronal produots and services.

Earnrngs From Contrnurng Gperatrons Before Interest, Uther lncome (Charges), Net and Income Taxes
Earnings from continuing operations before interest, other income {charges), .net and income taxes for the FPG segment were $540 mrllron in 2005
compared with $854 million in 2004, representing a decrease of $314 million.or 37%, as a result of the factors described above.
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Graphic Communications Group - . * . T TR S R

On May 1, 2004, Kodak completed the acquisition of the NexPress-retated entrtres which develop high quatrty on-demand digital color pnntrng
systems and manufacture digital black and white printing systems. There was no consideration paid to Heidelberg at closing. Under the terms of

the acquisition, Kodak and Heidelberg agreed to use a performance-based eam-out formula whereby Kodak will make periodic payments to Heidel-
berg over a two-year period, if certain sales goals are met. If all sales goals were met during the two calendar years ended December 31, 2005, the
Company would have paid a maximum of $150 million in cash. For both the first calendar year (2004) and for the second calendar- year (2005); there
were no amounts paid to Heidelberg. Additional payments may also be made relating to the incremental sales of certain products in excess of a stated
minimum number of units sold dunng a five- -year period following the ctos:ng of the transaction.

On-April 1, 2005 the Company became the sole owner of KPG through the redemptlon of Sun Chemlcal Corporatlon 550 percent mterest |n the KPG .
joint venture. This transaction further established the Company as-a leader in the graphi¢ communications industry and complements the Company’s;
existing business in this market. Under the terms of the transaction, the Company redeemed all of Sun Chemical's shares in KPG by providing $317 -
millien in cash {excluding $7 million in transaction costs) at closing and by-entering into two notes payable arrangements, one that will be payable .«
within.the U.S. (the U.S. note) and one that will be payable outside of the U.S. (the non-U. S. note), that will require pnncrpat and interest payments of
$200 million in the third quarter of 2006, and $50 million annually from 2008 through 2013. The total payments due under the U.S. note and the non-
U.S. note are $100 million and $400 million, respectively. The aggregate fair value of these note payabte arrangements of approxrmatety $395 million
as of the acquisition date was recorded as Iong -term debt in the Company s Consolidated Statement of Financial Position. "

On June 15, 2005, the Company completed the acquisition of Creo Inc. (Creo) a premier supplrer of prepress and workﬂow systems used by com-
mercial printers around the world. The acquisition of Creo uniquely positions the Company to be the preferred partner for its customers, helpmg them
improve efficiency, expand their offerings and grow their businesses. The Company paid $954 million (excluding approximately $13 million in transac-
tion related costs), or $16.50 per share, for all of the outstanding.shares of Creo. The Company used its bank lines to initially fund the acquisition,
which has been 'retinanced through a 7-Year Term Loan under the Company’s new Sectired-Credit Facilities completed on October 18,-2005:

Worldwide Revenues -

Net worldwide sales for the Graphic Communications Group segment were $2,990 million for 2005 as compared wrth $1 344 million for the prior year
period, representing an increase of $1,646 million, or 122%, which mctudes a favorable |mpact from exchange of less than t% The i mcrease innet
sales was pnmarrly due 16 the KPG, Creo and NexPress acqursmons which contributed $1,561 million in sales.

Net sales in the U.S. were $1 079 million for 2005 as compared with $587 million for the prior year, representrng an increase ot $492 rmlllon or 84%
Net sales outside the U.S. were $1,911 million in 2005 as compared with $757 mlllron for the prior year period, representing an increase of $1 154
million, or 152% as reported, which includes a favorable impact from exchange of approximately 1%.

Digital Strategic Product Groups' Revenues

The Graphrc Communications Group segment’s dlgrta[ product sales conisist of KPG drgltal revenues; Greo, a supplrer of prepress systems NexPress
Solutions, a producer of digital color and black and white prrntrng soluhons Kodak Versamark, a feader i rn contrnuous mkjet technology, document
scanners; Encad, ‘Inc., a'maker of wide- formatrnkjet prlnters and service and support. *

Digital product sales for the Graphlc Commumcatlons Group segment were $2,437 mr]llon for 2005 as compared wrth $1,048 mrllron for the prror year
representing an increase of $1,389 million, or 133%. The increase in digital product sales was pnmarrlyattrrbutable to the KPG, Creo and NexPress
acquisitions.

Traditional Strategic Product Groups’ Revenues Cr, . R :

The Graphic Communications Group segment's traditional product saIes are pnmanty compnsed of sales of tradmonat graphlcs proclucts KPG 5. analog
plates and other films, and microfilm products. These sales were $553 million for 2005 compared with $296 million for the prior year, representing an
increase of $257 million, or 87%. This increase is primarily attributable to the acquisition of KPG, .

Gross Profit - R
Gross profit for the Graphic Communications Group segment was $799 million for 2005 as compared with $337 mrtlron in the prror year, representmg
an increase of $462 milllon; or 137%. The gross profit margin was 26.7% in 2005 as compared with 25.1% in the prior. year. The increase.in the gross
profit margin of 1.6 percentage points was primarily attributable to: (1) reductions in manutacturing and other costs, which positively impacted gross
profit margins by approximately 3.3 percentage points, and (2) volume increases related to Versamark products and services of approximately 1.7
percentage points. These positive impacts on gross profit margin were partially offset by the negative impact of acquisitions on gross profit margins of
approximately 2.9 percentage points, and by negative price/mix of approxrmatety 0.5 percentage points. Foreign exchange did not have a significant
impact on segment gross profit margin.

Selling, General and Administrative Expenses

SG&A expenses for the Graphic Communications Group segment were $562 million for 2005 as compared with $283 million in the prior year, repre-
senting an increase of $279 million, or 99%, and decreased as a percentage of sales from 21% in 2004 to 19% in 2005. The doliar increase in SG&A
is primarily attributable to the acquisitions of KPG, Creo and NexPress, while the decrease in SG&A as a percentage of sales is primarily attributable




to the increase in sales as a result of the acquisitions, as well.as the fact that the acquired businesses generally have Iower SG&Aasa percentage of
sales. .

FES i
Research and Development Costs - T - . , . .
R&D costs for the Graphic Communications Group segment mcreased $133 mrllron or. 92%, from-$145 mitlion for 2004 to $278 mitlionfor 2005, and
decreased as a percentage of sales from 11% In 2004 to 9% in 2005. The dollar increase was primarily attributable to the write-off of in-process R&D
associated with the KPG and Creo acquisitions of $52 mrllron as weII as mcreased Ievels of R&D spendmg assocrated with the acqurred companies of
$95 mrllron

! ’ et ! s 1 AL : Tt ) "' e Lo [
Loss From contmurng Dperatrons Before Interest Other Income (Charges), Net and Income Taxes ooy
The loss from continuing operations before interest, other income (charges), net and income taxes for the Graphic Commumcatrons Group segment
was $41 million in 2005 compared with a loss of $1 million in 2004. This rmprovement in earnmgs of $50 mrtlron is attributable to the reasons
descnbed above R e eor . .
HealthGroup. -;'; co " ' o ,,u-.r., Lo y i
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Worldwrde Fte\renues -

Net worldwrde sales for the Health Group segment were $2 655 mrllron for 2005 as compared wrth $2,686 mrllron for the prior year representrng a,.
decrease of $31 mrltron or 1%. The decrease in sales was primarily attributable to decreases in prtce/mlx of approxrmately 2.4 percentage points,
primarily driven by the digital capture SFG, digital output SPG, and the traditional medical fitm portion of the film capture and output SPG. These
decreases were partially offset by increases in volume, primarily driven by the digital capture SPG and the services SPG, which contributed approxi-
mately 1,0 percentage pornts to the mcrease in sales. Sales were also tavcrably rmpacted by exchange of approxrmately 0.3 percentage points.

Net sales in the U.S. were $1, 052 million for 2005 as compared with $1,114 million for 2004, representmg a decrease of $62 million, or 6%. Net sales
outside the U.S. were $1,603 million.for 2005 as compared with $1,572 million for the prror year representrng an increase of $31 mlllron 0r 2%,
whrch includes a favorable impact from-exchange of less than 1%. - : : . . T
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Dlgrtal Strateglc Product Groups Revenues

Health Group segment drgrtal sales, whrch mclude digital products {DryView Iaser rmagers/medra and wet laser prmtersfmedra), drgrtal capture
equrpment (computed radrography capture equrpment and drgrtal radiography equipment), services, dental systems (practice management software .
and digital radiography capture equipment) healthcare information systems (Picture Archiving and Communications Systems (PACS)), and Radlotogy
Information Systems (RIS}, were $1,719 million for 2005 as compared with $1,693 million for 2004, representing an increase of $26 million, or 2%.
The increase in digital product sales was primarily attributabte to volume increases and favorable exchange, partially offset by negative price/mix.

P

Traditional Strategic Product Groups’ Revenués -~ * " - T RN

Health Group segment’s traditional product sales, including analog film, equipment, and chemistry, were $936 million for 2005 as compared with
$993 million for 2004, representing a decrease of $57 miliion, or 6%. The primary drivers were lower volumes and unfavorable prrce/mrx for the film
capture and output SPG partratly offset by favorable exchange o T .

!

Gross Proﬁt e

Gross prof it tor the Heaith Group segment was $1,021 million for 2065 as compared with $1,132 million in the prior year representrng a deerease of
3N mrlllon or 10%. The gross profit margin was 38.5% in 2005 as compared with 42.1% in 2004. The decrease in the gross profrt margin of 36
percentage points was pnncrpally attnhutable to: (1) price/mix, which negatively impacted gross profit margins by 2.6 percentage pornts driven by the
digital capture SPG, digital output SPG and the traditional medical film portion of the film capture and output SPG, and (2) an rncrease in manufactur
ing cost, which decreased gross profit margins by approxrmately 1.3 percentage points due to an increase in silver and raw material costs. These
decreases were partralIy offset by favorabie exchange, n_hrch contributed approximately 0.4 percentage points to the gross profit margins.:

C I ¥

Selllng, General and Administrative Expenses

SG&A expensss for the Health Group segment increased.$21 million, or 4%, from $468 million in 2004 to 5489 million for 2005 and rncreased as
a percentage of sales from 17% in 2004 to 18% in 2005. The increase in SG&A expenses is primarily attributable to increases in certain corporate
overhead costs SG&A was also negatwely impacted by costs associated with the OREX acquisition of approxrmately $6 mrltron '

Research.and Dévelopment Gosts

R&D costs for.2005 were $162 miltion: as compared wrth the prior year of $180 million, representing a decrease of $18 million or 10%, and decreased
as a percentage of sales from 7% to 6%. This decrease is a result of reduced R&D spending refated to traditional praducts and services.

Earnings From Gontinuing Operations Before Interest; Other Income (Charges), Net and Income Taxes o ' e T
Earnings from continuing operations before interest, other income {charges), net and income taxes for the Health Group segment decreased $114 mil-
lion, or 24%, from $484 million for the prior year to $370 million for 2005 due to the reasons described above.
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All Other . . : VR I ; -
’ : ""'.

Worldwide Revenues

* Net woridwide sales for All Other were $83 million for 2005 as compared with $70 million for 2004, representing an-increase of $13 million, of 19%.

Net sales in the U.S. were 847 miflion for 2005 as compared-with $41 million for 2004, representing an increase of $6 million, or 15% Net sales -
outside-the LS. were $36.million in 2005 as compared with $29 millior'in the prior year, representmg an increase of $T ITlI]|I0ﬂ or 24% Sty
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Loss From Contmumg Operatrons Before Interest Other Income {Charges), Net and Income Taxes

The loss from continuing operations before interest, other income (charges), net and income taxes for All Other was $231 mllllon in 2005 as compared
with a Ioss of $257 million in 2004 representing an improvement in- earmngs of $26 mrlllon or 10% SR S ET o

s
r

Earnmgs from Drscontlnued Operatrons Net of Income Taxes P . o et e
Earnings from discontinued operations for 2005 were $150 million, or $.52 per basic and diluted share and were prlmarlly related to a $203 million
reversal of certain tax accruals as a result of a settlement between the Company and the Internal Revenue Service on the audit of the tax years 1993
through 1998. These accruals had been established in 1994 in connection with the Company’s sale of its pharmaceutical, consumer health' and house-
hold products businesses during that year. The tax accrual reversals were partially offset by a pension settlement charge of $54 million resulting from
the fmallzahon of the transfer of pension assets to [TT Industries, Inc. {ITT) in connection with the sale of the Company $ Remote Sensing Systems
busmess (RSS) in August 2004, Earnings from discontinued operattons for 2004 were $475 miliign or $1. 66 per “basic and dlluted share and were

' prlmanly related to the galn on the sale of HSS to [TTin August 2004

Loss from Cumulatrve Effect of Accountrng Change, Net of’ Income Taxes '

The loss from cumuilative effect of an accounhng change, net of income taxes, of $57 milfion or $.20 per basic and diluted share is the result of the
Company’s adoption of Financial Accounting Standards Board Interpretation No. (FIN) 47, “Accounting for Conditional Asset Retirement Obligations,”
as of December 31, 2005. Under FIN 47, the Company is required to record an obligation and an asset for the present value of the estimated cost of .
fulfilling its legal obligation with respect to the retirement of an asset when the timing or method of settling that obligation is conditional upon a future:
event (for example, the sale of, exiting from or disposal of an asset - the “settlement date™). The primary application of FIN 47 to the Company is wuth '
respect to asbestos remediation. The $57 million charge represents the present value of the Company’s asset retirement obhgatlons {net of the rélated

. unamortized asset) relatmg to facilities with estlmated settlement dates Referto further drscussron in'the “New Accountlng Pronouncements" Sectlon

ofltem7forfurther|nformat|on ‘j v ~ o 5 : k . _,” A
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Net (Loss) Earnings =~ * T R T
The net loss for 2005 was $1.261 mrlllon or a loss of $4.38 per basic and diluted share; ds compared with net earnings for 2004 of $544 million, or
$1.90 per basic and diluted share, representing a decrease of $1,805 million, or 332%. This decrease is attributable to the reasons outlined above.

LN N - . . .
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Summary _ ‘ . , o . o feoon
(in millions, except per share data) , 2006 Change ' "2005- '* -Change’' - 2004°
Net sales from continuing operations $ 13,274 % $14,268 +6% $13,517 "~
Loss from continuing operations before interest,” - T v L
otfier income (charges), net, and ircome taxes ! (202) +68° (632" " 496 ' - {108) "
(Loss) earnings fram Continuing operations. T B00) 456 (1354) 2062 .. 789
{Loss} earnings from discontinued operations, , . PR B (13 L 180 :68_ .' 475
Cumulative effect of accounting change oo er T b TN . TS
Net (loss) earnings . $ (601 . +52% (1 260 2% 0§ 544
Basic and difuted net (foss) eamings per share: T e et
Conhnumgoperahons c o S $ {2.09) +55%. $ (4.70) -2,058% I
Discontinued operatlons ',’ ' ' " = ! 100", . ' . "‘;52 A ',_('769' _’_'f L186
Cumulatwe effect of accounting change ) - {200 ' -
Total — . _5, (209). +52%  § (438) - -33% . " $T1e0

The Company's results as noted above include certain one-time items such as charges‘ associated with foeused cost reductions and othef special
charges. These items, which are described below, should be considered.to better understand the Company's results of operatlons that were generated
from normal operational activities. - - SN . : . . ‘ P




2006 - . I T Y L PR _
The Company's results from continuing operatrons for the. year rncluded the followrng - A T

Charges of $768 million, net of reversals, ($718 million after tax) reldted to focused cost reductions implemented primarity under the 2004-2007 *
Restructuring Program. See further discussion in the Restructuring Costs and Other section of Management's Dlscussron and Analysrs of Fmancrat
Condition and Results of Operations (MD&A) and Note 16 “Restructunng Costs and Other.” o

Income of $46 mrllron ($33 million after tax) related to property and asset sales related to focused cost reduct:on actlons

Charges of $11 miilion ($10 million after tax) related to impairment charges for assets sold or held for sale.
Reversals, net of $2 million ($2 million after tax} related to legal settlements. ‘

Income tax charge of 590 million to establlsh a valuation allowance against the Con_lpany s net deferred tax assets in certain countries outsrde the
U.S:, portions of which are reflected in the' restructunng amount presented above. -

2005
The Company’s results from continuing operations for the year mcluded the followrng .

Charges of $1,118 million ($1,020 miifion after tax) related to- focused cost reductions implemented-primarily under the 2004-2007 Ftestructunng
Program. See further discussion in the Restructuring Costs and Other section of Management S Drscusswn and Analysrs of Financial Condrhon and
Results of Operations (MD&A) and Note 16, “Restructuring Costs and Other.” - e

Net charges of $52 million ($38 million after tax) related to purchased in-process R&D incurred in the second quarter (adrusted for credits of 312 mil-
lion ($2 million after tax) in the third quarter) related to the acquisitions of KPG and Creo. s

Charges of $44 million ($35 million after tax) related to a°$19 million impairment of the invéstment in Lucky Film and a $25 mrllron ($16 mlllron after
tax) asset impairment.

Charges of $21 million {$21 million after tax) related to unfavorable legal settlements.

Other income of $41 million ($39 million after tax) related to the gain on the sale of properties in connection with restructuring actions. - = -
Income tax charges of $6 million refated to a change in estimate with respect to a tax benetlt recorded in connection with a land donation.

Income tax charge of $961 million to establish a valuation allowance against the Company s net deferred tax assets in the u.s., portrons of whrch are
reflected in the restructuring amount presented above.

; L. . - . B
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2004 | A L
The Company’s results from continuing operatrons for the year mcluded the followrng S s

Charges of $889 million ($620 million after tax) related to-focused cost reductions-implemented primarily under the Third Quarter, 2003 Restructunng
Program and 2004-2007 Flestructunng Program. Seg further drscussron in the Restructunng Costs and Other sectron of MD&A and Note 16 "Restruc-
turing Costs and Other.” ' ‘ "

1y

Charges of 812 mrlllon ($7 mrlhon after tax), mcludlng 32 mrlllon ($1 million after tax) for inventory wnte downs and $10 mrlllon ($6 million after tax)
far the write-off of fixed assets related to Kodak's historical ownership interest in the NexPress joint venture in connectlon with the acqursrtron of the
NexPress-related entities incurred in the second'and-fourth quarters. : - : :

Charges of 15 million ($10 fillion after tax) related to purchased in- process R&D incurred’ rn the first and third quarters :
Charges of $6 million ($4 million after tax) related to alegal settlement. . - r

Other income of $101 million {($63 milticn after tax) related to two favorable legal settlements.

Incorme tax charges of $31 mdllon related to valuafion allowances for restriicturing related deterred tax assets.

. Flestructurmg COStS and Other : o R - o
The Company is currently undergoing the transformation from a-traditional products and services company to a drgrtal products and services company.
In"connection with this transformation, the Company announced a cost reduction program in-January 2004 that woutd extend through 2006 to achieve
the appropriate business model and to significantly reduce its worldwide facilities footprint. In July 2005, the Company announced an ‘extension to this
pragram into 2007 to accelerate its digital transformation, which included further cost reductions that will resutt in a business model consistent with
what is necessary to compete profitably in digital markets.

In connection with its announcement relating to the extended “2004-2007 Restructuring Program,” the Company has provided estimates with respect
to (1) the number of positions to be eliminated, (2) the facility square footage reduction, (3) the reductien in its traditional manufacturing infrastruc-
ture, and (4) the total restructuring charges to be incurred.
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The actual charges for initiatives under this program are recorded in the period in which the Company commits to formalized restructuring plans or” :
executes the specific actions contemplated by the program and all ¢riteria for restructuring charge recognition under the applicable accounting guid-.
ance havebeenmet. . ., . .. . . : .

YL - Y - s ! I o . - ] L ¢
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Restructurlng Programs Summary ‘ -

The activity in the accrued restructuring balances and the non- cash charges mcurred in relatton to 4l of the restructunng prcgrams descnbed below .
was as follows for the year ended December 31, 2006: = =" - © SLC 4

1

B R LR - . Other. S

Balance . T .+« . MAdjustments - Balance

, L Lor-. Dee3t TN Gash Ncn cash . and  Dec.3i,.

(in millions} 2005 Charges R_e\tersals Payments o Settlements Beclasses !2’ 2006
2004 - 2007 Restructuring Program: :
Severance reserve $2n $ 318 S 3 . _ (416) $‘ - $ 88 $'228 N
Exit costs reserve o 23 ST ren L
Total reserve L $.204. 5387, .8 "‘(4_)._,.;_5_;(483) %~ 8 8, §252

Long-lived asset impairments o N o " ' -
and inventory write-downs .~ $&—  "$710047°§ — 0§ = v §0(i00) C 7§ =0 o
Accelerated depreciation — 285 F- — T it (285) B
Pre-2004 Restructuring Programs: © ' o L .
Severance reserve $ 2§ — 8 — 5 @ $ — 8 — $ —
Exit costs reserve 13 B < — Ty
Total reserve 815 s — s —  § @ 0§ — 8 1§
Total of all restructuring programs . 3309, $772 & (4§ (488) ; $ (385 .. % 59.. $ 263

:
- N ’ v

(1) During the year ended December 31, 2008, the Company paid $548 million related to restructuring. Of this total amount, $488 million was recorded against
restructuring raserves, while $60 mitlion was recorded against pension and other postretirement fiabilities. .

(2) The totat restructuring charges of $772 million, excluding reversals, include’ (1) pensién‘and other postretirement charges and credits for curtailments, settle- *
ments and special termination benefits-and (2)-environmental remediation charges that resulted from the Company's ongoing restructuring actions. However,.
because these charges and credits relate to the.accounting for pensions, other postretirement benefits, and environmental remediation costs, the related impacts,
on the Consolidated Statement of Financial Position are reﬂected in their respectwe components as opposed to within the accrued restructuring balances at .
December 31, 2006 or 2005. Accordingly, the Other Adjustments and Reclasses column of the table above includes: (1} reclassifications to Other long ‘term "
assets and Pension and other postretireinent liabilities for the position ellmlnatlon reiated impacts on the Company s pension and-other postretirement employee '
benefit plan arrangements, including net curtailment gaing, seftlement gaing, and special termination benefits of $37 mitlion, and (2) reclassifications to Other *
long-term liabilities for the restructuring-related impacts on the Company’s environmental remediation liabilities of $(9) million. Additionally, the Other Adjustments
and Reclasses column of the table above includes: (1) adjustments to the restructuring reserves.of $20 million related to the KPG and Creo purchase accounting
impacts that were charged approprtately to Goodwill as opposed to Restructuring charges, and (2) fcretgn CurTency translation adjustments cf $10 millien, which
are reflected in Accumulated other comprehensive loss in the Consolidated Statement of Financial Position. ' - .- Aty

L o

i PO -
The costs incurred, net of reversals, which total $768 million for the year ended,December 31,2006, mclude $285 million and $12 million of charges
related to accelerated depreciation and mventory write-downs, respectively, which were reported in cost of goods sold in the accompanying Consoli-
dated Statement of Operations for the year ended December 31, 2006. The remaining costs incurred, net of reversals, of $471 miltion, were reported
as restructuring.costs and other in the accompanying Consolidated Statement of Operations for the year ended December 31, 2006.,The severance
reserve and exit costs reserve generally require the outlay of cash; whlle Icng Ilved asset |mpa|rments accelerated depreciation and mventory wnte-
downs represent non- -cash items..- U : . ,




2004-2007 Restructuring Program : o : .

The Company announced on January 22, 2004 that it planned to develop and execute a comprehensive cost reduction program throughout the 2004
to 2006 timeframe. The objective of these actions was to achieve a business mode! appropriate for the Company's traditional businesses, and to
sharpen the Company’s competitiveness in digital markets.

The program was expected to resuit i in total charges of $1.3 billion o $1 7 billion over the three-year period, of which $700 million to $300 million
related to severance, with the remamder relating to the disposal of bmldmgs and equrpment Overall, Kodak's worldwide facility square footage was
expected to be reduced by approxrmately one-third. Approximately 12,000 to 15,000 positions worldwide were expected to be eliminated through -
these actions primarily in global manufacturing, selected traditiona) businesses and corporate administration.

On July 20, 2005, the Company announced that it would extend the restructuring activity, originally announced in January 2004, as part of its efforts
to accelerate its digital transformation and to respond to a faster-than-expected decline in consumer film sales. As a result of this announcement, the

overall restructuring program was renamed the “2004-2007 Restructuring Program.” Under the 2004-2007 Restructuring Program; the Company .
_ expected to increase the total employment reduction to a range of 22,500 to 25,000 positions, and to reduce its traditional manufacturing infrastruc-—

ture to approximately $1 billion, compared with $2.9biflion as of December 31, 2004.'These changes were expected to increase the total charges
under the program to a range of $2.7 billion to $3.0 billion. Based on the actual actions taken through the end of the fourth quarter of 2006 under .
this program and an understanding of the estimated remaining actions to be taken, the Company expected that the emiployment reductions and total
charges under this program would be within the ranges of 25,000 to 27,000 positions and $3.0 billion to $3.4 billion, respectively. Gn February 8

2007, the Company updated the ranges for anticipated restructuring activity. The Company now expects that the total emproyment reductrons will be |

in the range of 28,000 to 30,000 positions and total charges wili be in the range of $3.6 billion to $3.8 billion.

The Company implemented certain actions under this program during 2006. As a result of these actions, the Company recorded charges of $768
million in 2006, net of reversals, which weré composed of severance, long-lived asset impairments, exrt costs, accelerated depreciation, and inventory
write-downs of $315 million, $88 million, $68 million, $285 millior and $12 million, respectively. The Severance costs related to the elrmmatron of ap-
proximately 5,625 positions, including approximately 500 photofinishing, 2,950 manufacturing, 375 research and development and 1,800 admrnrstre-‘
tive positions. The geographic composition of the positions to be eliminated.includeé approximately 2,675 in the United States and Canada and 2,950°
throughout the rest of the world. The reduction of the 5,625 positions and the $387 million charges for severance and exit costs are reflected in the
2004-2007 Restructuring Program table below. The $88 million tharge for long-lived asset impairments was included in restructuring costs and other
in the accompanying Consolidated Statement of Operations for the year ended December 31, 2006. The charges taken for inventery write-downs of
$12 million were reported in cost of goods sold in the accompanying Consolidated Statement of Operations for the year ended Oecember 31, 2006.

As a result of initiatives implemented under the 2004-2007 Restructuring Program, the Compary recorded $285 million of accelerated deprecid-
tion-on long-lived assets in cost of goods sold in the accompanying Consolidated Statement of Operatrons for the year erided December 31, 2006.

The accelerated depreciation relates to long-lived assets accounted for under the held andused model of SFAS No. 144, The year-to-date armount of -
$285 million relates to $11 million of photofinishing facilities and equipment, $271 million of manufacturing facilities and equipment, and $3 miflion of

administrative facilities and equipment that will be used until their abandonment. The Company will record approximately $33 million of additional ac- .~

celerated depreciation in 2007 related to the initiatives implemented in 2006. Additienal ameunts of accelerated deprecratron may be recorded in 2007
as the Company continues to execute.its 2004-2007 Restructuring Program, v . . , . ..,

Under this program, on a life-to-date basis as of December 31, 2006; the Company has recorded charges of $2,731 million, which were composed of
severance, long-lived asset impairments, exit costs, inventory write-downs and accelerated depreciation of $1,233 milfion, $350 million, $252.million,
$68 million and $828 million, respectively. The severance costs related to the elimination of approximately 23,375 posmons including approxrmately
6,200 photofinishing, 10,900 manufacturrng 1,375 research and development and 4,900 administrative positions. .

¢ . . [T ) . T . .«
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The following table summarizes the activity with respect to the charges recorded in connection with the focused: cost reduction actions that the Com-

pany has committed to under the 2004-2007 Restructunng Program and the remammg balances in the related reserves at December 31, 2006

'f'

[

Long-lived Asset T

L . .. Exit Impairments .

o “ " Numberof . Severance - 'Costs and Inventory Accelerated '
(dotlars in millions) - ‘Employees ~ * Reserve = Reserve  Total Write-downs " Depreciation
2004 charges L9625 .. $ 418 '$ 99 $ 517 $157 $ 152
2004 reversals - L = (6) | m .- N — . -,
2004 utilization - -{5,175) - (169) .. 7.,  (216) (157): ., + {152).

2004 otheradj. & reclasses = — S22 tw {15) 9 So— ' o M
Balanceat 12/34/04. .. 4450 . . .27 36 . 303 — —.
200§9hafbes' b 8125 497 84" - 581 161 1391 -
2005'reuersa!s' N BT @) - C_
2005utllfzat10n 0228 @IS (95) .7 (472) (161) (391
2005 other adj. &reciasses e (113) ,, 4 109) o — . u— ‘
Balanceat12/31/05,: » v o - v 2,350 .- ., 271 o . 23 ,294 s — =
2006ckarges 0T osgs. U3l 69 387 100 ogs' |
2006 reversals ' PR Nt R | I @ — p—

2006 utiization Lot (BT00) L 416) (67) - (483) (100) (285}
2006 other aclj &reclasses Lot e - . 58 T 58, ... — b
Balance at 12/31/06 " ' V" 225 Tt ts 4 U882 8, ;f‘ "_'e;r’ »

Asa result of the mltlatlves bemg implemented under the 2004- 2007 Flestructunng ngram severance payments wul be paid during perlods through
2008 since, in‘many instances; the employees:whose positions.were eliminated can elect or are required to receive their payments over an extended
period: of time.:Most exit costs were paid during 2006. However certain costs, such.as Iong-term lease payments will be pald over penods after .
2006. - ot Sbypoee e : S st R

The' charges of $772 million recorded in 2006, excluding reversals, inclided $158 mllllon apphcable to the Film-and Photoflnlshlng Systems Group

segmeit; $27 million applicable to the Corisumer Digital Group segment, $22 million applicable to the Health Group segment, and $38 million appli- -
cable to the Graphic Communications Group segment, and $28 million applicable to All Other. The balance of $499 million‘was apphcable to manufac-
turing, research and development, and administrative functions, which-are shared across all segments.. B I T oa

The restructuring actions lmplemented dunng fiscal year 2006 under the 2004-2007 Restructuring Program are-expected to generate future annua[
cost savings of approximately $400 millicn and future annual cash savmgs of approximately $380 million. These cost savirigs began to bé realized -
by the Company beginning in the first quarter of 2006, and are expectéd to'be fully realized by the end of 2007 as most of the actions and séverance
payouts are completed. These total cost savings are expected to reduce future cost of goods sold, SG&A, and R&D expenses by approximately $231
million, $132 million, and $38 million, respectively.

. Based on all of the actions taken to date under the 2004-2007 Restructuring Program, the progfam Is expected to generate annual cost savings of ap-

proximately $1,385 miflion, including annual cash savings of $1,331 million, as compared with pre-program levels. The Company began realizing these
savings in the second quarter of 2004, and expects the savings to be fully realized by the end of 2007 as most of the actions and severance payouts
are completed. These total cost savings are expected to reduce cost of goods sold, SG&A, and R&D expenses by approximatefy $897 million, $351
million, and $137 million, respectively. .

The above savings estimates are-based primarily on objective data related to the Company’s severance actions. Savings resulting from facility closures
and other non-severance actions that are more difficult to quantify are not included. The Company estimates its total annual cost savings under the
extended 2004-2007 Restructuring Program will be $1.6 billion to $1.8 billion.




Pre-2004 Restructuring Programs Thw v

At December 31, 2008, the Company had remaining exit costs reserves of $11 million, retating to restructuring plans committed to or executed prior ~
to 2004. Most of these remaining exit costs reserves represent long-term lease payments, whtch will continue to be paid over periods throughout and
after 2007.

Liquidity‘ant:l Capital Resources s ) ol y
2006 . , C T S L | |
Cash FIowActrvrty ' : - o e

The Company's cash and cash equivalents decreased $196 million from $1,665 million at December 31, 2005:to $1,469 million at December H.oan

2006. The decrease resulted primarily from $947 million_of net cash used in flnancmg activities, $225 miflion of net cash used in mvestlng activities,

partially offset by $956 miflion of net cash provided by operating activities.; RPN G e g :‘

The net cash provided by operating activities of $956 million was primarily attributable to the Company s net loss of $601 million which, when ad-

justed for equity in earnings from unconsolidated affiliates; depreciation and amortization, the‘gain on sales of businesses/assets, restructuring.costs, .

asset impairments and other non-cash charges, and provision for deferred taxes, provided $702 million of operating cash, Additionally, decreasesin
inventories of $271 million and decreases in receivables of $157 million, and increases in Habilities excluding borrowings of $61 million;contributed to
operating cash. The decrease in inventories is primarily due to planned inventory reductions driven by corporate initiatives, and a-decline in demand for
traditional products. The decrease in receivables was primarily caused by the continued industry decline in sales of traditional products and services:
The increase in liabilities excluding borrowings is the result of non-cash adjustments to tax iabilities, partially offset by a decrease in accounts payable
and other liabifities. Included in net cash provided by operating activities was approximately $315 million provided by non-recurring licensing arrange-

ments and $548 mrllron of cash used in restructurmg actnntres durrng the perlod .

The net cash used in investing actryrtres of $225 million was' utrlrzed primarily. for caprtal expendrtures of $3?9 million, partrally oftset by ‘net proceeds
from the sale of assets of $178 million. The net cash used in financing activities of 5947 million was the result of net payments of borrowings of $803
million and dividend payments of §144 million. - . ¥ .- : : LR ;

The Company's primary uses of cash include restructuring payments debt payments capital addltrons dlwdend payments employee benefit. plan
payments/contributions, and working capital needs. : . . Y el R

Capital additions were $379 million in 2006, with the majority of the spending supporting new products manufacturing productivity and quahty
improvements, infrastructure improvements, equipment placements with customers, and,ongoing environmental and safety initiatives. e

During the year ended December 31, 2006, the Company expended $548 million against the refated restruoturmg reserves and pension and other ™
postretirément iabilities, primarily for the payment of severance benefits. Certain employees whose posmons were ellmrnated could elect to recerve
severance payments for up to two years following their date of termination. '

The Compariy has a dividend policy whereby it makes semi-annual payments of dividends, when declared, on thie Compény’s 10th business‘day pach”
July and December to shareholders of record on the close of the first business day of the preceding month. Gn'May 10, 2008, the Bbard of Directors
declared a semi-annual cash dividend of $.25 per share payable to shareholders of record.at the close of business on June 1, 2006. This dividend was
paid on July 18, 2006. On October 17, 2006, the Board of Directors declared a semi-annual cash dividend of $.25 per,share payable to sharehoiders
of record at the close of business on November 1, 2006. This dividend was.paid on December 14, 2006 -The total dividends pald for the year ended
December 31, 2006 was $144 million. . . ! 2

The Company made contributions (funded plans) or paid benefits (unfunded plans} totaling approximately $187 million relatrng to its major U.S. and
non-U.S. defined benefit pension plans in the year ended December 31, 2006.

The Company paid benefits totaling approxrmately $224 million refating to its U.S., United Kingdom and Canada other postretlrement benefrt plans
which represent the Company's major other postretirement plans, in the year ended December 31, 2(}06 ‘

The Company believes that its cash flow from operations in addition to asset sales will-be suffrcrent to cover its v_y(irking capitaland ca'pltal ln'vestmenf
needs-and the funds required for future debt reduction, restructuring payments, dividend payments employee benefit plan payments/contributions,
and modest acquisitions. The Company’s cash balances and its financing ‘arrangements; a$ described under "Sources ot Liguidity” below, will bé used
to bridgé timing differences between expenditures and cash generated from’ operatlons

Sources of Liquidity )
Refer to Note 9, “Short-Term Borrowmgs and Long-Term Debt” of the Notes to Frnancral Statements for presentation of long-term debt, refated maturr
ties and interest rates as of December 31, 2006 and 2005.
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- Under the Term Facilities, $1. 2 billion was horrowed at closing primarily to refinance debt originally issued under the Company s previous $1.225

Short-Term Borrowings . S S,

As of December 31, 2006, the Company and its subsidiaries, on a consolidated basis, maintained $1,110 mrlllon in commiited bank lines of credlt and*
$616 million in uncommitted bank lines of credit to ensuré continued access to short-term borrowing capacity. - - - .

Secured Credit Facilities

On October 18, 2005 the Company closed on $2.7 billion of Senior Secured Credit Facitities (Secured Credit Facilities) under a new_Secured Credit -

Agreement {Secured Credit Agreement) and associated Security Agreement and Canadian Security Agreement. The Secured Credit Facilities consists. .
of a $1.0 billion 5-Year Committed Revolving Credit Facility {5-Year Revolving Credit Facility) expiring October 18, 2010 and $1.7 billion of Term Loan

Facilities (Term Facilities) expiring October 18, 2012. -

The 5-Year Revolving Credit Facility can be used by Eastman Kodak Company {U.S. Borrower) for general corporate purposes including the issuance

" of letters of credit. Amounts available under the facility can be borrowed, repaid and re- -borrowed throughout the term of the facility provided the

Company remains in compliance with covenants contained in the Secured Credit Agreement. As of December 31, 2006, there was no debt outstandmg
and $141 million of letters of credit issued under.this facility; .

-

bilion 5-Year Facility-to finance the acquisition of Creg Inc. on June 15, 2005. The $1.2 billion consists of a'$920 million 7-Year Term.Loan to the U.S.
Borrower and $280 million 7-Year Term Loan to Kodak Graphic Communications Canada Comipariy (KGCCC or, the Canadian Bosrower). Pursuant to
the terms of the Secured Credit Agreement, an additional $500 million was available to the U.S. Borrower under the seven-year term loan facility for
advance at any time through June 15, 2006, On June 15, 2006, the Company used this $500 million to refinance $500 million 6.375% Medium Term
Notes, Series A: due June 15, 2008. This term loan matures on October 18, 2012 and may be prepaid in whole or in part at specmed interest reset
dates without penalty. These obligations are secured through asset and equity pledges as described below. . . ‘

At December 31, 2006, the balances for these secured credit facilities reported in Long-term debt, net of current portion, on the ConSolidated State- '
ment of Financial Position were $861 mitlion and $277 million for the U.S. Borrower and the Canadian Borrower, respectively. The Secured Credit*
Agreement requires' mandatory quarterly prepayment of .25% of the outstanding advances. Debt issue costs incurred of approximatsly $57 mlllron
associated with the Secured Credit Facilities were recorded as an asset and are being amortized over the life of the borrowings. -

tn the fourth quarter of 2006, the Company prepaid $542 million on its Term Loan Facility. In conjunction with this prepayment the Company wrote oﬁ
approximately $9 million of debt issuance costs associated with the early extinguishment of debt.  ~ + - '

On January 10, 2007, the Company announced that it had entered into an agreement to'sell its Health Group to Onex Healthcare Holdmgs Inc;a’
subsidiary of Onex Corporation. Under terms of the agreement, the Company will selt its Health Group to Onex for up to $2.55 billion. The priceis  «
composed of $2.35 billion in cash at closing, plus up to $200 million in additiona future payments if Onex achieves certain returns with respect to
its investment. If Onex Healthcare investors realize an internal rate of return in excess of 25% on their investment, the Company will receive payment
equal to 25% of the excess return, up to $200 million. . )

Because of tax-loss carry forwards, the Gompany expects to retain the vast majority of the initial $2. 35 billion cash proceeds The Company plans to

~ usethe proceeds to fully repay its approxrmately $1.15 billion of secured term debt. ) ' i TR

Pursuant to the Secured Credit Agreement and associated Security Agreement, each subsidiary organlzed in the U S. 1oml|y and severally guarantees
the obligations under the Secured Credit Agreement and all other obligations of the Company and its subsidiaries to the Lenders. The guaranty is sup-
ported by the pledge of certain U.S. assets of the U.S. Borrower and the Company's U.S. subsidiaries incfuding, but not limited to, receivables, inven-*
tory, equipment, depaosit accounts, investments, intellectual property, including patents, trademarks and copyrights, and the capital stock of “Material
Subsidiaries.” Excluded from pledged assets are real property, “Principal Properties” and equity interests in “Restricted Subsidiaries”, as defined in,

the Company’s 1988 Indenture. : . S

“Material Subsidiaries”.are defined as those subsidiaries with revenues or assets constituting 5 percent or more of the consolidated revenues or as-
sets of the corresponding borrower. “Material Subsidiaries” are determined on an annial basis under the Secured Credit Agreement.

Pursuant to the Secured Credit Agreement and associated Canadian Security Agreement, Eastman Kodak Company and Kodak Graphic Communica-
tions Company (KGCC, formerty Creo Americas, Inc.), jointly and severally guarantee the obligations of the Canadian Borrower, to the Lenders. Sub-.
sequently, KGCC has been merged into Eastman Kodak Company. Certain assets of the Canadian Borrower. in Canada were also pledged in support of.
its obligations, including, but not limited to, receivables, inventory, equipment, deposit accounts, investments, intellectual property, including patents,
trademarks and copyrights, and the capital stock of the Canadian Borrower's Material Subsidiaries.

Interest rates for borrowings under the Secured Credit Agreement are dependent on the Company s Long Term Senior Secured Credit Ratmg The L
Secured Credit Agreement contains various affifmative and negative covenants customary iin a facility of this type, including two quarterly financial
covenants: (1) a consolidated debt for borrowed money to consolidated earnings before interest, taxes, depreciation and amortization (EBITDA) {sub-
ject to adjustments to exclude any extraordinary income or losses, as dsfined by the Secured Credit Agreement, interest income and certain non-cash




items of income and expense) ratio of not greater than: 3.50 to 1 as-of December 31, 2006 and thereafter, and (2) a consolidated EBITDA to consofi-
dated interest expense (subject to adjustments to exclude interest expense not related to borrowed money) ratio, on a rolling four-quarter basis, of no +
less than 3 to 1. As of December 31, 2006, the Company was in compfiance with all covenants under the Secured Credit Agreement

As of December 31 2008, the Company's consolidated debt to EBITDA ratio was 1.92 and the consolidated EBITDA fo- consolidated interest ratio-

- was 6.07. Consolidated EBITDA and-consolidated interest expense, as-adjusted, are non-GAAP financial measures. The Company believes that the pre-
sentation of the consolidated debt to EBITDA and EBITDA to consolidated interest expense financial measures is useful information to investars; as it
provides information as to how the Company actually performed agalnst the financial requirements under the Secured Credit Facilities, and how much
headroom the Company has wrthrn these covenants,

The following table reconciles EBITDA, as included in the computation of the consolidated debt to EBITDA ratio under the Secured Credit Agreement '
covenants, to the most directly comparable GAAP measure of loss from continuing operations before interest, other income {charges), net and i mcome
taxes:

(dollar amounts in miltions) .. . . - & L S r L 2008

Netloss LT ' . R 1)
Plus:. R - PR o RN .. I
Interest expense o " - 262
Provision for income taxes ' . . _ o 254
Depreciation andamertrzatren T . - . 1331 .
Non-cash restructuring charges and asset write- downsllmpalrments 247
Non-cash stock compensation expense o . L 7
. Total additions to calculate EBITDA . T 21
Less: _ o T n . , ‘
Investment income . L : A : : (60)
Total subtractions to calculate EBITDA {60)
EBITDA, as included in the debt to EBITDA ratio as presented L . 81450
{Following is a reconciliation to the most directly comparable GAAP‘measure). E . D
EBITDA, as included in the debt to EBITDA ratio as- presented : - . ' '$ 1,450
. Depreciation and amortization. - - . | ", R - (133
Non-cash restructuring charges and asset write- downsflmparrments : K {247)
Other adjustments, net (74)
Loss from continuing operations before interest, other incomie (charges), net and income taxes $ (202)

’ .
: o

The following table reconciles interest expense, as adjusted, astnctuded in the computation of the EBITDA to interest expense ratio under the Secured
Credit Agreement covenants, to the most directly comparable GAAP measure of interest expense:

(dollar amounts in millions} 2006

Interest exeense, a'sincludedinthe EBITDA to interestexpense raio . 7 ' . $§ 239 '.
Adjustments to interest expense for purposes of the covenant calculation e -3

Interest expense $ 262
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Adjustments to interest expense relate’to items that are not debt for borrowed money, mcludrng mterest relatrng to caprtal leases and mterest relatrng

Ctotaxmatters. o L 0 el oL ot

in addition, subject o' varrous oondrtrons and exoeptrons in the Secured Credit Agreement in the event the Company sefls assets for net proceeds *
totaling $75 million or'more in any-year, except for proceeds used Within 12 months for reinvestments in the business of up to $300 million, proceeds :

" from sales of assets used in the Company's non-digital products and services businesses to prepay or repay.debt or pay cash restructuring charges

within 12 months from the date of sale of the assets; or proceeds from the safe of mventory in the'ordinary course of business, the amount in excess -
of $75 million must be applied to prepay loans under.the Secured Credit Agreement. ~ : . o

The Company pays a commitment fee at an annual rate of 50 basis points on the undrawn balance of the'5-Year Revolyrng Credit Faolllty atthe
Company’s current credit rating of Ba3 and B+ frdm Moody's Investor Services, Inc. (Moody's) and Standard & Poor's Rating Services (S&P), respec- ~
tively. For the year ended December 31; 2006, this fee was $5 million;and is reported as interest experise in the Company’s Consolidated Statement of
Operations.

In addition to the 5-Year Revolving Credit Facifity, the Company has other committed and uncommitted lines of credit at December 31, 2006 totaling
$110 million and $616 million; respectively. These lines primarily support borrowing needs of the Company's subsidiaries, which include term loans;
overdraft coverage, letters of credit and revolving credit lines: Interést rates and-other terms of borrowing under these lines of credit vary from country
to country, depending on local market conditions. Total cutstanding borrowings against these other committed and uncommitted lines of credit at
December 31, 2006 werg $18 million and $29 million, respectively, These outstandrng borrowings are reflected in the short-term borrowings in the
accompanying Consofidated Statement of Financial Position at December 31, 2006.

At December 31, 2006, the Company had outstandrng letters of credit totaling $144 million and surety bonds in the amount of $100 million primarily
to ensure the payment of possrble casualty and workers compensatron claims, envrronmental Irabrlrtres and to support various customs and trade
activities. Lo .

Debt Sheif Registration.and Convertible Securmes e e : LT

On September 5, 2003, the Company filed a shelf registration statement on Form S 3 (the prrmary deht shelf regrstratlon) for the issuance of | up to
$2.0 billion of new debt securities: Pursuant to Rule 429 under the Securities Act of 1933, $650 million of remaining unsald tlebt securities undera -
prior shelf registration statement were included in the primary debt shelf registration, thus giving the Company the ability to issue up to $2.65 billion
in public debt. After issuance of $500 illion in notes in October 2003, the remalnrng availability under the pnmary debt shelf registration was §215

billion. : - t S .

(B n

The Company has $575 mrIIron of Con\rertrble Senior Notes due 2033 (the Convertible Securities) on which mterest accrues at the rate of 3. LYEY N

* per annum and_is payable semiannually. The Convertible Securities are unsecured and rank equally wrth all ot the Company’s other unsecured and

unsubordinated indebtedness. The Convertible Securities may be converted, at the optlon of the holders, to shares of the Company’s common stock if
the Company’s Senior Unsecured credit rating assigned to the Convertible Securities by either Moody's or S&P is lower than Ba2 or BB, respectwety
At the Company’s current Senior Unsecured credit ratrng, the Convertrbte Securities may be converted by their holders.

The Company's $2.7 billion Secured Credit Facilities, along with other committed and uncommitted credit lines, and cash balances, provrde the Com-,
pany with adequate trqurdrty to meet its working capital and mvestrng needs. T R AR . .

Gredit Quality

'Moody s and S&P's ratrngs for the Company, motudrng therr outlooks as of the frlrng date of thrs Form 10-K are as follows: - .

.- - - . -

Senior Secured Rating corporate Hating ' Senior Unsecured Rating ' Outlook

Moody's B3 . Bl . LUt B2 T Negatve . .
5&P B+ B+ o B , Negative )

Moody’s ratings reflect their views regarding the Company s: (i) execution’ challenges 10 achreve drgrtal profrtabrlrty as'its business shifts into hrghly
competitive digital imaging markets, (ii) ongoing exposure to the accelerating secular declrne of |ts consumer film busingss and potentral decline of its -
entertainment imaging frtm business, and (iii} variability in the utilization of its tradrtlonat rnanufacturrng assets and potentral for mcremental restruc-
turing costs. S .

Moody's Ba3 rating assigned to the Secured Credit Facilities reflects the above factors as well as thé sécurity collateral and the secured cross guaran-
tee afforded to the Secured Credit Facilities. :

The negative rating outlook reflects Moody’s concern regarding the Company s challenges to transrtron to a digital product and services business,
including requirements to fund investment and restructuring costs, and uncertain prospects for achieving solid digital business profitability.




On May 5, 2006, Moody's placed the Company’s ratings on review for possible downgrade. The review was prompted by the announcement to exploré
sirategic alternatives for the Health Group, declining Health Group:revenue and earnrngs a Consumer Drgltal Group revenue-decline; and increased
operating loss for the quarter ended March 31, 2006. .~ . T T e

On January 10, 2007, Moody's stated that they will be contmumg their review for possible downgrade ’They wrll focus on the sale of the Health Group
{announced on January 10, 2007} and the Company’s fundamental operatlng performance They expect o conclude therr review concurrent wrth the '
closing of the Health Group sale. - » .~ . - PN TN N P S

- ol
R

On August 2; 2006, S&P placed its ratrngs on the Company on CreditWatch with negatlve lmphcatrons reflectlng the Company S currently weak
profitability and S&P's concern that the raprd decting of the traditional buslness will not bie offset by the slower than expected revenue growth in the'
Company's digital business. Resolution of the CreditWatch listirig will include 'S&P's updated assessment of the' Company s near- and mtermedrate-
term proht and cash flow potential in light of the difficult operating environment, competition and slower than expected digital sales growth '

Un January 10, 2007, S&P stated that they will keep the Company on credlt watch with negatwe |mp||cat|ons They have concerns that the anttcrpated_
debt reduction'associated with the sale of the Health Group (announced on January 10 2007) wrlI not fully offset therr vrew ofa negatwe shrtt in the
Company's business portfolio. T I ‘

The Company is in comphance with ali covenants or other requrrements set forth in its credit agreements and mdentures Further the Company does
not have any ratmg downgrade trlggers that would accelerate the maturlty dates of its debt. However the Company could be réquired to i rncrease 'the
dollar amount of it letters of credrt or provide other financiat support up 'to an additional $73 mrlllon at the current credit ratlngs As of the filing clate -
of this Form-10- K, the Company has not been requested to matenally increase its letters of credlt or other firancial support. However at the current "
Senror Unsecured Rating of B2 by Moody s and B by S&P, Convertible Securities ho!ders rnay, at their optron convert théir Convertible Securrtres to ©
common stock Further downgrades in the Company’s credit ratrng or drsruptrons in the capital markets coutd impact borrowing costs and the nature”

of its tundlng alternatives: However, further downgrades erI not lmpact borrowrng costs under the Company S $2 7 blllron Secured Credtt Facrhtles T

If . v [N !."
Contractual Ohhgatrons e \ L g -
As of December 31, 2006 the |mpact that our contractual obligatlons are expected to have on the Company ] Ilqmdrty and cash flow in future penods
is as fotIews e C

AT . e, L. s P |

(in millions) I Total? 2007 - 2008 -° - +2009° - 020105 TS 2011 0 e 20124+ -
Long-term debt $2.73 $ 17 $ 213 $ 34 $ 3% . % 39 $2332 >~
Operating lease obligations - -, . ,636 159, - B X 1 (1 ST AU - BRI |1} N
Purchase-cbligations® - ..» 1,664 - t 792 393 - . . 1897 103 . i 68 - - 130 iy
Togl o o $5031 S 98 S 7w S36° S 26§ M0 g2572

i -.. i . - . . o . - T RS '1: ‘.A\”t v 1 1- Wt -,‘ gl
(1} Represents maturrtres of the Company's Iong term debt obllgatrons as shown on. the Consolidated Statement of Financial Position. See Note.8; !Short-Term: Bor-

rowings and Long-Term Debt” . . . . -, : P T R 'fti-',

(2) Purchase obligations-include agreements felated to supplies, praduction and admmlstratwe services, as well a5 marketing and advertising, that are enforceable
-+ and legally binding on the Company and that specify all significant terms, incliiding: fixed or minimum quantities ¥ be purchased; fixed, minimum or variable price’

- provisions; and the approximate timing of the transaction. Purchase obligations exclude agreements that are cancelable without penalty.-The terms of these agree-,
.ments cover the next two to sixteen years. See Note 11, “Commitments and Contrngencres

I ’. . o e
Y L s P R HA

(3) Fiinding requirements for the Company's major defined benefit retiremant plaris and other postretirement benefit plans have riot been determined, therefore, they
have not been included. In 2006, the Company made contributions to its major defined benefit retirement plans and 6ther postretirement benefit plaris of $187 -
million ($56 million refating to its U.S. defined benefit plans) and $224 million ($220 million refating to its U.5..other postretlrement benefits plan) respectwely
The Company expects to contrlbute approxlmately $19 mrllron and $269 mllllon respectwely. to Its U. S dehned benefrt plans and other postretrrement benent ,
plansm2007 ' L ) . , e ol S "‘

(4) Because ‘their future cash outflows are uncertarn the other Iong-term Ilabllltles presented rn Note 10 Other Long-Term Llabrhtres are excluded from thls table 3.

. - ‘ .
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Off-Balance Sheet Arrangements .

The Company guarantees debt and other obligations of certain customers At December 31, 2006, these guarantees totaled a maximum of $150 mil-
lion, with outstanding guaranteed amounts of $131 million. The maximum guarantee amount includes guarantees of up to: $148 million of customer
amounts due to banks and leasing companies in connection with financing of customers’ purchases of product and equipment from the Company
($130 million outstanding), and $2 million to other third,parties (less than $1 miion outstanding).

The guarantees for the third party debt mature between 2007 and 2011. The customer financing agreements and related guarantees typically have a
term of 90 days for product and short-term equipment financing arrangements, and up to five years for long-term equipment financing arrangements.
These guarantees would require payment from the Company only in the event of default on payment by the respective debtor. In some cases, particu-
larly for guarantees related to equupment financing, the Company has collaterat OF TECOUrSE provisions to recover and sefl the equipment to reduce any
losses that might be incurred in connectlon with the. guarantees. :

Management believes the likelihood is remote that material payments wnII be required under any of the guarantees dlsclosed above With respect to
the guarantees that the Company issued in the year ended December. 31 2006 the Company assessed the fair value of its obligation to stand ready.to
perform under these guarantees by considering the likelihood of occurrence of the specified triggering events or conditions requiring performance as
well as other assumptions and factors.

The Company aiso guarantees debt owed to banks for some of its consolldated subsmlarles The maximum amount guaranteed is $799 m;llron

and the outstanding debt under those guarantees, which is recorded within the short-term borrowings and long-term debt, net of current portion
components in the accompanying Consolidated Statement of Financial Position, is $255 million. These quarantees expire in 2007 through 2025. As of
the closing of the $2.7 billion Secured Credit Facilities on October 18, 2005, a $160 million KPG credit facility was closed. Debt outstanding under the
KPG credit facility of $57 million was repald and the guarantees of $160 million were terminated. Pursuant to the terms of the Company's $2.7 billion
Senior Secured Credit Agreement dated October 18, 2005, obligations under the $2.7 billion Secured Credit Facilities and other obligations of the
Company and its subsidiaries to the $2.7 billion Secured Credit Facilities lenders are guaranteed

The Company issues rndemmflcatlons in certain instances when it sells businesses and real estate, and in the ordlnary course of busmess wrth its '
customers, suppliers, service providers and business partners. Furthier, the Company indemnifies its directors ‘and officers who are, or wefe, serving
at the Company’s request in such capacities. Historically, costs incurred to settle claims related to these indemnifications have not been material to the
Company's financial position, results of operations or cash flows. Additionally, the fair value of the indemnifications that the Company issued during
the year ended December 31, 2006 was not material to the Company’s financial position, results of operations or cash flows. :
2005 ) .

The Company's cash and cash equivalents increased $410 million, to $1,665 million at December 31, 2005 from $1,255 million at December 31,

2004 The increase resulted primarily from $1,208 million of net cash provided by operating actwrtles and $533 million of net cash prowded by financ-
ing activities, offset by $1,304 million of net cash used i in investing activities.

The net cash provided by operating activities of $1,208. mrllron was primarily attributable to a decrease in receivables, excluding the impacts of acqui-
sitions, of $228 million, and a decrease in inventories, excluding the impacts of acquisitions, of $274 million. The decrease in receivables, excluding
the impacts of acquisitions, is primartly due to lower customer rebate accruals and lower miscellangous non-trade receivables, and was also impacted
by the Company’s callection efforts, including customer-sponsored payment programs. The decrease in inventories is primarily due to a combination
of: (1) planned inventory reductions driven by corporate initiatives, (2) an increasingly seasonal demand for digital products in anticipation of the holi-
day season, and (3) a decline in demand for traditional products. n addition, the Company reported a net loss of $1,362 million, which, when adjusted
for the earnings from discontinued operations, cumulative effect of a change in accounting principle, equity in earnings from unconsolidated affiliates,
depreciation and amortization, purchased research and development, the gain-on sales of businesses/assets, restructuring costs, asset impairments
and other non-cash charges, and provision for deferred taxes, provided $582 million of operating cash. These sources of cash were further increased
by the favorable impacts of the Company's continuing progress in the monetization of its intellectual praperty.

The net cash used in mvestrng activities of $1,304 miltion was utilized primarily for capital expenmtures of $472 million and business acquisitions of
$984 miltion. These uses of cash were partially offset by $130 million from the sale of assets and investments. The net cash provided by financing
activities of $533 million was primarily the resuft of a net increase in borrowings of $722 million due to the funding ot the aoqunsmon of Creo durmg
the second quarter of 2005, partially offset by repayments of debt.

Acquisitions were $984 million in 2005, net of cash acquired. Approxrmately $927 million and $11 million of this amount is related to the acquisitions
of Creo and KPG, respectively. The acquisition of Creo uniquely positiens the Company to be the preferred partner for its customers, helping them
improve efficiency, expand their offerings and grow their business. The acquisition of KPG further establishes the Company as a leader in the graphics
communications industry and complements the Company's existing business in this market. Both Creo and KPG operate within the Graphic Com-
munications Group segment. The remaining amount of $46 million was utilized to complete the acquisition of OREX. The acquisition of OREX adds the
technology of OREX’s small format computed radiography products for use in various health imaging markets.

Capital additions were $472 million in 2005, with the majority of the spending supporting Rew products, manufacturing productivity and quality
improvements, infrastructure improvements, and ongoing environmental and safety initiatives.




During.the year ended December 31, 2005, the Company expended $508 million against the related restructuring reserves, primarily for the payment
of severance benefits. Employees whose posrtrons were eliminated could elect to receive therr severance payments over a period not to exceed two
years following their date of termination. ; ., S e CaeE

The Company has a dividend policy whereby |t makes semi-annual payments of dlvrdends when declared, on the Company’s 10th business day each
July and December to shareholders of recofd on the close of thie first business day of the precedrng month. On May 11 2005, the Board of Direcfors
declared a Semi-annual cash dividend of $.25 per share payable to shareholders of record at the close of business on June 1, 2005. This dividend was
paid on July 15, 2005. On October 18, 2005, the Board of Directors declared a semi-annual cash dividend 6f.8.25 ¢ per share payabte to shareholders
of record at the close of business on November 1, 2005. This dividend was paid on December 14, 2005. The total dividends paid tor the year ended
December 31, 2005 was $144 million.

- T .- . - e - ——— - -

2004 » Co :

The Company's cash and cash equivalents increased $5 million, from $1,250 million at December 31, 2003 to $1 255 mslllon at December 31, 2004.
The increase resulted primarily from $1,168 million of net cash provided by operating activities. This was offset by $1, 066 ‘million of net cash uSed in
financing activities, and $120 million of net cash used in investing activities.

The net cash provided by operating activities of §1 168 million was mainly attributable to the Company's net earnings for the year ended December 31,
2004, as adjusted for the eamings from discontinued operations, equity in earnings from unconsolidated affiliates, deprecratron purchased research
and development, restructuring costs, asset impairments and other. non-cash.charges, a benefit from deferred taxes, and a gain on sales of busi-
nesses/assets. This source of cash was partially offset by $481 million of restructuring payments and an increase in receivables of $43 miltion, The
increase in receivables is primarily attributable to increased sales of digital products. The net cash used in investing activities from continuing opera-
tions of $828 miliion was utilized primarily for capital expenditures of $460 million and business acqmsmons of $369 Million. The net cash used in
financing actwrtles of $1, 066 million was the result of net reduction of debt of 3928 m|II|on as weII as dlwdend payments for the year ended December
31, 2004.

Capital additions were $460 million in the year ended December 31, 2004, with the majority of the spending supparting new products, manufacturing
productivity and quality improvements, mfrastructure improvements, and ongoing environmental and safety initiatives. -

During the year ended December 31, 2004, the Company expended $481 miflion against the related restructuring reserves, primarily for the payment
of severance benefits. Employees whose positions were eliminated could elect to receive their severance benefits over a period not to exceed two.
years following their date of termination.

The Company has a dividend policy whereby it makes semi-annual payments which, when declared; will be paid on the Company’s 10th business
day each July and Decémber to shareholders of record on the close of the first business day of the preceding month. On May 12, 2004, the Board of
Directors declared.a dividend of $.25 per share payable to shareholders of record at the close of business on June 1, 2004. This dividend was paid
on July 15, 2004. On October 19, 2004, the Board of Directors declared a dividend of $.25 per share payable to shareholders of record at the close of
business on November 1, 2004. This drwdend was paid on December 14, 2004,

Other
Refer to Note +1, “Commitments and Contingencies” of the Notes to Financial Statements for dlscussron regardmg the Company’s undrscounted
liabilities for envrronmental remediation costs relative to December 31, 2006.

New Accounting Pronouncements ' T

FASB Staff Position No. 151

In December 2004, the Financial Accountmg Standards Board (FASB) issued Statement of Financial Accounting Standards (SFAS) No. 151, “Inventory
Costs" that amends the guidance in Accounting Research Bulletin No. 43, Chapter 4, “Inventory Pricing” {ARB No. 43) tf clarify the accounting for
abnormal idle facility expense, freight, handing costs, and wasted material (spoilage}. In addltlon this Statement requires that an allocation of fixed
production overhead to the ¢osts of conversion bé based on the normal capacity of the produchon facilities. SFAS No. 151 is effective for mventory )
costs incurred for fiscal years beginning after June 15, 2005 (year ending December 31, 2006 for the Company) The adoptlon of SFAS No. 151in~ "~
. 2006 did not have a material impact on theConsolidated Financial Statements of the Company.~ “r.

FASB Interpretation No. 47

In March 2005, the FASB issued FASB fnterpretation No. 47, “Accounting for Conditional Asset Retirement Obligations” (FIN 47). FIN 47 clarifies that
the term “conditional asset retirement obligation” as used in FASB No. 143, “Accounting for Asset Retirement Obligations,” refers to a legal obliga-
tion to perform an asset retirement activity in which the timing and/or method of settiement are conditional on a future event that may or may not be
within the control of the Company. In addition, FiN 47 clarifies when a company would have sufficient information to reasonably estimate the fair value
of an asset retirement obligation.
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. The Company adopted FIN 47 during the fourth quarter of 2005. FiN 47 requires that conditional asset retirement obligations, legal obligations to -
perform an.asset retirement activity in which the timing and/{or) method of settlement are conditional on a future event, be reported, along with
associated capitalized asset retirement costs, at their fair values. Upon initial application, FIN 47 requires recognition of (1) a liability, adjusted-for
cumulative accretion from the date the obligation was incurred until the date of adoption of FIN 47, for existing asset retirement obligations; (2) an
asset retirement cost capltalrzed as an increase to the carrying amount of the associated long-lived asset; and (3) accumylated depreciation on the
capitalized asset retirement cost. Accordingly, the Company recogmzed the followmg amounts in its Statement of Fmancral Position at December 31,
2005 and Statement of Operatrdns for the year ended December 31, 2005: - EE

1 -

(dollar amounts in miIIions}

Additions to property, plant and equipment, gross $ 33

Additions to accumulated depreciation IR TN X ) I

Additions to property, plant and equipment, net o oo 8 = ,

Asset retirement obligations S $ 66 S v
Cumulative effect of change in accounting-principle, gross S $ 66 -

Cumulative'effect of change in accounting principle, net of tax . S S § 57 S i’

The adoptmn of FIN 47 reduced 2005-net earmngs by $57 million, or §. 20 per share

The Company has determmed the pro forrna (Ioss) eamings from contmumg operatlons net {loss} earmngs . and correspondmg per share mfonnatlon
as'if the provisions of FIN 47 had been adopted prior to January 1, 2004. The pro forma information is as follows:

1 L " "

(nmilions, except per share data)) i L 005 w4

{Loss) earnings from continuing operatiens - ™ . N T oo T T R
As reported . : o : . om $ (1,354) $ 69.° ..
Pro forma _ $ (1,361) = $ 64 o

(Loss) earnings from continuing operations, per basic and dituted share o - o ) v
As reported B . ; $ (470) § 24
Pro forma e e et aR (4T3 - 0 22

Nét (loss) earnings B L -

As reported a R $(1.261) $ 5447
Pro forma ' $ (1,211) $ 539
Net (loss) earnings, per basic and diluted share ... e he e : ‘ : . : :
As reported | - T . I C$ 190 .
Pro forma $ (4.21) $ 1.88
Number of shares used in earnings per share _ ' : :
Basic ' ' 2879 , . 286.6
Diluted . N T o 2879 286.8

4

The fiability for asset retlrement obhgatrons as of December H, 2004 would have been $71 ﬂll|||0ﬂ |i FIN 47 had been |mplemented pnor to January 1,
2004, .
) -

Refer to Note 11, "Commltments and Contlngencres " fdr further discusslon of the Company's asset retlrement obligations. .

A}




FASB Statement No. 155

In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Financial Instruments {an.amendment of FASB Statements No. 133 -
and 140)." This Statement permits fair value measurement for any hybrid financial instrument that contains an embedded derivative that otherwise. .
would require bifurcation. SFAS:No. 155 is effective for all financial instruments acquired, issued, or subject to a remeasurement event occurring after
the beginning of an entity’s first fiscal year that begins after September 15, 2006 (year ending December 31, 2007 for the Company). Additionally,- .
the fair valug option may alse'be applied upon adoption of this Statement for hybrid financia! instruments that had been bifurcated under previous
accountmg gmdance pnor to the adoptton of this Statement The Company is currently evaluatmg the impact of SFAS No..155.

FASB Interpretatlon No 48 | - . - o ‘ ;

In July 2008, the FASB'issued.FASE Interpretation No 48, “Accounting for Uncertainty in tncome Taxes" (FIN 48). FIN 48 clarmes the account!ng and
reporting for uncertainty in income taxes recognized in accordance with SFAS No. 109, “Accounting for Income Taxes.” This Interpretation prescribes
a recognition threshold and measurement attribute for financiat staternent recognition and measurement of a tax position'taken or expected to be
taken in & tax return, and also provides guidance on various related matters such as derecognition, interest and penalties, and disclosure. The Com-" -
pany will adopt FIN 48 in the first quarter of 2007 and does not expect the adoption of th|s Interpretatlon tohave a matenal impact on its Consohdated
Financml Statements, . . ,

FASB Statement No. 157 _ .
In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” which establishes a comprehensive framework for measuring fair
value in GAAP and expands disclosures about fair valug measurements. Specifically, this Statement sets forth a definition of fair.value, and estab- ¢
lishes a h:erarchy prioritizing the mputs o valuatlon technlques giving the highest priority to quoted, prices in active markets for identicaf assets and "
liabilities and the lowest priority to unobservable inputs. This Statement is effective for financial statements issued for fiscal years beglnnmg after
November 15, 2007, and interim periods within those fiscal years. The provisions of SFAS No. 157 are generally reqmred to be applied on a prospec-
tive basis, except to certaln financial instruments accounted for under SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,”
for whach the prowsmns of SFAS No. 157 should be applled retrospectlvely The Company WI” adopt SFAS No. 157 in the f|rst quarter of 2008.

LI

FASB Statement No. 158
In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans {an amend-
ment of FASE Statements No. 87, 88, 106, and 132(R));” which is effective in fiscal years énding after December 15, 2006. This Statement requires’
an'employer to recognize thé overfunded or underfunded status of a defined benefit postretirement pfan as an asset or liability in its statement of
financial position, and to recognize changes in that funded status in the year in which the changes occur-through comprehénsive income, SFAS No.
158 does not change the amount of actuarially determined expense that is recorded in the Consolidated Statement of Operations. SFAS No. 158 alsor
requires an employer to measure the funded status of a plan as of the date of its year-end statement of financial position, which is consistent with the
Company's present measurement date. The adoption of SFAS'No. 158 did not have any |mpact on the Company 5 Consohdated Statement of Opera-
tions, Statement of Cash Flows, or compliance with its debt covenants,

The tablé below discloses the impact of adoption on'the Company s Consolidated Statement of Financial Position as of December’ 31 2006

" Before Application ©  * Adjustments After Application

of SFASNo.158 - Increase/(Decrease) of SFAS No. 158
Other lofig-term dssets " C s 3 $ 304 8 3725
Total assets 14,016 o 304. . 14,320 -
Accounts payable and other current liabilities’ - S 41000 T T4 © 4143
Total current liabilities 4,928 3 g
Pension and other postretirement liabilities 3.318 646 - : . 3,964
Other long-term liabilities : 12820 T 4L o - 283
Total liabilities | 12,242 90 ° S 1293
Accumulated other comprehensive loss. - S . (249). . 386 : ' . ~ {635)
Total shareholders' equity 1774 (386) 1,388
Total liabilities and shareholders’ equity ' $ 14,016 $ 304. $ 14,320
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SAB No. 108 : N

In September 2006, the SEC staff issued Staff Accounting Bulletin (SAB) No. 108, “Considering.the Effects of Prior- Year Misstatements when Quan-
tifying Misstatements in Current Year Financial Statements.” SAB No. 108 was issued in order to eliminate the diversity of practice surrounding how
public companies quantify financial statement misstatements. This SAB establishes a “dual approach” methodology that requires quantification:of
financial statement misstatements based on the effects of the misstatements on each of the company’s financial statements (both the statement of
operations and statement of financial position). The SEC has stated that SAB No. 108 should be applied no later than the annual financial statements
for the first fiscal year ending after November 15, 2006, with earfier application encouraged. SAB No. 108 permits a company to elect either retrospec-
tive or prospective application. The Company's prospective application requires recording a cumulative effect adjustment in the period of adoption, as
well as detailed disclosure of the nature and amount of each individual error being corrected through the cumulative adjustment and how and when it
arose. The Company's appllcatton of SAB No. 108 in the fourth quarter of 2006 did not have any impact on its Consolidated Financial Statements. "+ .
FASB Statement No 159 . "

In February 2007, the FASB issued SFAS No. 159, “The Farr Value 0pt|on for Frnancral Assets and Financial Lrabrlltres whlch permits entrtres to.
choose to measure, an an item-by-item basis, specified financial instruments and-certain other items at fair value. Unrealized gains and losses on
items for which the fair value option has been elected are required to be reported in earnings at each reporting date. SFAS No. 158 is effective for fis-
cal years beginning after November 15, 2007. The provisions of this statement are required to be applied prospectively. The Company expects to adopt
SFAS No. 159 in the first quarter of 2008. . -
CAUTIONARY STATEMENT PURSUANT TO SAFE HARBOR PROVISIONS OF :
THE PRIVATE SECURITIES: LITIGATION REFORM ACT OF 1995 SRR ‘
Certain statements in thrs report may be forward -looking in nature, or "forward Iookmg statements” as defiried in the Uﬂrted States Prrvate Securtttes
Litigation Reform Act of 1995, For example references to expectattons for the Company s growth, new products and product Irne extensrons seasonal
trends, expected costs for ‘environmental. compliance, opportumtres for monettzatron of intellectual property payments associated with guarantees
stahility of the motion picture film market, cash, cash flow, restructuring plans and charges, accélerated depreciation, cost savings from restructurmg,
reduction of SG&A, employment reductions, pension contributions, target cost mode! and closing of the sale of the_Health Group are forward' Iooklng
statements. , . .

Actual results may differ trom those expressed or |mp|red in forward -looking statements In addrtron any fomrard Iookmg statements represent the
Company's estimates only as of the date they are made, and should not be relied upon as representing the Company’s esttmates asof any,subsequent
date. While the Company may elect to update forward-looking statements at some point in the future, the.Company specifically disclaims any obliga-,
tion to do so, even if its estimates change. The forward-looking statements contained in this report are subject to a number of factors and uncertain-
ties, including the successful: PR Lo P . T B
* execution of the digital growth and protrtabrhty strategles business model and cash plan N R .

+ implementation of the cost reduction programs, . o - ' - Cn

» fransition of certain financial processes and administrative functions to a-global shared services model and the outsourcmg of certain func-

~ tions to third parties;

J |mplementat|on of, and performance under, the debt management program, including complrance with the Company’s debt covenants;

o development and |mp|ementat|on of product go-to- market and 8- comimerce strategies;
-« protection, enforcement and defense of the Company S rntetlectuat property, including defense of our products against the mtellectuaf property

chaltenges of others;

« implementation of intellectual property licensing and other strategies; N

« completion of information systems upgrades, including SAP, the Company’s enterprise system software;., .-

» completion of various portfolio actions; . )

» reduction of inventories;

e integration of acquired businesses; .

* improvement in manufacturing productivity and technigues;

« improvement in receivables performance;

. rmprovement in supply chain efficiency; and

. |mptementat|on of the strategies desrgned to address the decline in the Company’s traditional businesses. - BECRRE AR

far R !

R}




The forward-looking Statements contained. in this report are subject-to;the following additional,risk factors: P e
+ inherent unpredictability of currency quctuatrons commodity prices and raw matenal costs

*. competitive actions, including pricing; T S St U A S VRR SR
» changes in the Company’s debt credit ratings and its abrlrty to access caprtal markets;” e C Rt
e thenature and pace.of technology evolution; ... - - S T ‘ : e .
*. changes to accounting rules and to tax laws, as well as other factors whlch could |mpact the Company 5 reported frnancral position or effectrve

tax rate; _ A
¢ general economic, business, geo-political and regulatory conditions; L . ‘ L

LT

* market growth predlctlons

A Y1 . [T | . .' : . ) ” ; Lrn
e contrnued effectrveness of mternal controls and “ ! . S
. other factors and uncertalntles dlsclosed from tlme to time i in the Company s flllngs wrth the Securlhes and Exchange Commrssaon e
Any forward Iooklng statements in this report should be evaluated in light of these Important factors and uncertalntres L o
Ao [ o .‘.!., Lot IJ;- i \ ' i ) 4 ] r . . voke, T '.I"

SUMMARY OF OPERATING DATA ' '-77 - " 00 e ot i,

A summary of operatrng data for 2006 and for the four years pnor is shown on page 124

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES . .
s . ABOUT MARKET FIISK N 1 L e ey
The Company, as a result of its global operating and financing actwrtres is exposed to changes in forelgn currency exchange rates, commodrty prices, -

and interest rates, which may. adversely affect its results of operatrons and financial position. In.seeking to minimize the rrsks associated with such

actrwtles the Company may enter rnto derwatrve contracts . T . L . - SR

Foreign currency forward contracts are used to hedge exrstmg forelgn cumrency denominated assets and habrhtres especrally fhose of the Company s

International Treasury Center, as well as forecasted foreign curfency denominated intercompany sales. Silver forward contracts are used to mitigate .,
the Company's risk to fluctuating silver prices. The Company's exposure to changes in interest rates restilts from:its investing and borrowing activities
used to meet its liquidity needs. Long-term debt is generally used to finance long-term investments, while short- term debt i is used to meet workmg
capital requrrements The Company does not tilize fmancral mstruments for tradrng or other speculatwe purposes *

Using a sensrtrvrty analysrs based on estrmated fair value of | open. forward contracts using available forward rates 'if the U S. dollar had been 10% -
~ weaker,at December 31,2006 and 2005 the fair vaiue of open forward contracts would have increased $2 million and decreased $29 million, respec-
tively. Such gams or Iosses would be substantrally offset by losses or garns from the revaluation or settlement of the underlyrng positions hedged. .

There were no open forward contracts hedging silver at December 31,,2006. Using a.sensrtwrty,analysrs based on estimated fair-value of open fonrvard
contracts using available forward prices, if available forward silver prices had been 10% lower at December 31, 2005, the fair value of open forward
contracts would have decreased $3 million. Such Iosses in fair value were offset by lower costs of manufacturing siiver-containing products. -

The Company is exposed to lnterest rate risk primarily through |ts borrowmg actrvrtres and to 4 lesser extent through investmenits i in marketable secu-
rities. The' Company mdy utilize borrowrngs to fund its workrng capltal and investment needs; The ma}onty of short-term and long- -term borrowmgs are’
in fixed- rate rnstruments There is inherent roll-over risk for borrowings and marketable secuntles as'they mature and are renewed at current market
rates The extent of thrs rrsk is not predlctable because of the vanabrlrty of future mterest rates and busrness financing regurrements , a

Usrng a sensifivity analysis based on estrmated farr value of ‘short-term and long -term, borrowrngs i avallable market interest rates had been 10%
(about 63 basis points) higher at December 31, 2006 the fair value of shart-term and long-term borrowings would have decreased less than one
milion and $59 mrllron respectrvely Using a sensrtwrty analys:s based on estimated fair value of short-term and long-term borrowmgs if available”
market interest rates had been 10% (about 63 basis pornts) hrgher at December 31 2005 the farr value of short-term and long term borrowmgs '
would have decreased $2 mrlhon and' $68 mrIIron respectlvely S .

The Company S  financial mstrument counterpartres are, hlgh qualrty mvestment or commercral banks with 5|gn|f|cant experience wrth such rnstru- )
ments. The Company manages exposure to counterparty credrt Tisk by requiring speclflc mlnrmum credrt standards and diversification of counterpar-
ties. The Company has procedures fo monttor the credrt exposure amounts. The maximum cred|t exposure at December 3, 2008 was not srgnrfrcant
to the Company. . "
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Report of Independent Registered Public Accounting Firm
To the Board of Directors and Shareholders of Eastman Kodak Company:

We have completed integrated audits of Eastman Kodak Company’s consolidated financial statements and of its internal control over financial report-
ing as.of December 31, 2006, in accordance with the standards of the Public Company Accounting Oversight Board (United States). Our cplnlcns
based on our audits, are presented below. :

Consolidated financial statements and financial statement schedule

In gur opinion, the consolidated financial statements listed in the index appearing under Item 15{a)(1) present fairly, in all material respects the
financial position of Eastman Kodak Company and its subsidiaries at December 31, 2006 and 2605, and the resulis of their operations and their cash
flows for each of the three years in the period ended December 31, 2006 in contorm:ty with accounting principles generally accepted in the United
States of America. In addition, in our opinion, the financial statement schedule listed in the index appearing under Item 15{a){ (2) presents fairly, in -

all material respects, the information set forth therein when read in conjunction with the related consolidated financial statements. These financial
statements and financial statement schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on these

‘financial statements and financial statement schedule based on our audits. We conducted our audits of these statements 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 of financial statements includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounnng principles used and significant
gstimates made by management, and evaluatmg the overall fmancnat statement presentatlon We belleve that our audlts provide a reasonable basis for
our oplnlon . . .

As discussed in Note 1 16 the consolidated financial statements, the Company changed its method of accountlng for inventory an January 1, 2006 As
discussed in Note 1 to the consolidated financial statements, the Company changed its method of accounting for pension and postretirement benefit
plans as of December 31, 2006. As discussed in Note 1 to the consolidated financial statements, the Company changed its method of accounting for
share-based payments on January 1, 2005. As discusséd in Note 1 to the consolidated ﬁnanclal statements the Company changed its method cf ac-
counting for asset retlrement cbt:gat:ons as of December 31, 2005 .

Internal control over financial reportlng ’

Also, in our opinion, management's assessment, included in Management s Report on Internal Control Over Financial Reportmg appearmg under Item .,
94, that the Company maintained effective internal control over financial reporting as of December 31, 20086 based on criteria establistied in internat
Control - Integrated Framework issued by the Committee of Sponsofing Organizations of the Treadway Commission (COS0), is fairly stated, in alf
material respects, based on those criteria, Furthermore, in our opinion, the Company malntalned in all material respects, effective internal control -
over.financial reporting as of December 31, 2006, based on criteria established in intermaf Contro! - Integrated Framework issued by the COS0. The
Company’s management is responsible for maintaining effective internal contro! over financial reporting and for its assessment of the effectiveness

of internal controt over financial reporting. Our responsibility is to express opinions on management’s assessment and on the effectiveness of the
Company's internal control over financial reporting based on our audit, We conducted our audit of internal control over financial reporting in accor;
dance with the standards of the Public Company Accounting Oversnght Board (United States) Those standards require that we plan and perform the
audit th obtain reasonable assurance about whether effective internal control ver financial reporting was maintained in all material respects. An audit
of internal control over financial reporting includes obtaining an understandmg of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating etfectiveness of internal control, and performmg such other procedures as we consider
necessary in the cncumstances We beheve that our aud1t prowdes a reasonable basis for our opinions.

A company’s internat control aver fmanclat reporting i |s a process designed to prowde reasonable assurance regarding tne reliability of financial
reporting and the preparatlon of financial. statements for external Ppurposes in accordance w1th generally accepted accounting principles. A company s
internal contro! over financial reporting includes thcse pollmes and procedures that (i) pertatn to the maintenance of records that, in reasgnable detall
accurately and fairly reflect the transactions and dispositions of the assets of the company; (i) provide reasonable assurance that transactions are re-
corded 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 {ifi} provide
reasonable asslirance 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 pravent 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 thét the degree of
compliance with the policies or procedures may deteriorate.

D ML‘P

PricewaterhouseCoopers LLP . )
Rachester, New York o - .
March1,2007 " . S I ' o
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For the Year Ended December 31: a

. ) P f

{in millions, except per share data) - 2006 - ... .2005. .. -2004 _ -
Net sales $13,274 $14268 . .$ 13517 .
Cost of goods sold 9,906 10,650 . 9601 -

Gross profit 3,368 3,618 -3916 -
Selling, general and administrative expenses 2,389 2,668 249
Research and development costs 710 892 836
Restructuring costs and other 47 690 695
Loss from continuing operations before interest,

other income {charges), net and income taxes {202) (632) (106)
Interest expense 262 21 168
(Other income (charges), net 18 44 161
Loss frem continuing operations before income taxes {346) (799) {(113)
Provision (benefit) for income taxes 254 555 (182)
{Loss} earnings from continuing operations $ (600) $ {1,354} $ 69
{Loss) earnings from discontinued operations, net of income taxes $ O $ 150 $ 475
Loss from cumulative effect of accounting change, net of income taxes § - $ 57 5 —
Net (Loss) Earnings $ (601) $ (1,261) $ 544
Basic and diluted net {loss) earnings per share:

Continuing operations $ (2.09) $ (4.70) $ .4

Discontinued operations — 52 1.66

Cumulative effect of accounting change — (.20 —

Total $ (2.09) $ (4.38) $ 190
Cash dividends per share $ 50 $ 50 $ 50

The accompanying notes are an integral part of these consolidated financial statements.




i'-.Eastman Kodak Compaﬂy

", At December 31, °
(in millions, except share and per share data) _ R , 2006 2005
Assets i Te S A G o R - S
CurrentAssets™~ ~7= = T ) . PR
Cash and cash equivalents : $ 1469 §'1,665
Receivables, net 2669 . 2760 "
\nventories, net et 1455 ’
Deferred income taxes 08 0 _ 100 ',' ‘
Other current assets 08 . 116

Total current assets 5557 T 6,096°
Property, plant and equment net L2882, . 3778,
Goodwill 2,196 C214
Other long-term assets 3725 .o - 3221

Total Assets - $14320 ©  $152%

Llabllrtles and Shareholders’ Equity _ 1
Current Libilities
Accounts payable and othercurrentllabllltzes $ 4143 $ 4187
i Short-term borrowings e B Tt orsig
“Accrued income and other taxes - 764 7 .. 483
~ Total current fiabiities Loagm T T hasd
Long-term debt, net of current portion t : N A VA 2,764
Pension and other postretirement liabilities e 1 : 7 S 3476
- {Jther long-term liabilities R we e eiaee v o =0 1283 - - 1,225
Total liabilities 12,932 12,954
Commitments and Contingencies {Note 11)
Shareholders’ Equity
Common stock, $2.50 par value, 950,000,000 shares authorized;

391,292,760 shares issued as of December 31, 2006 and 2005;

287,333,123 and 287,223,323 shares outstanding as of December 31, 2006 and 2005 ' 978 978
Additional paid in capital 1 T 867
Retained earnings 5,967 6,717
Accumulated other comprehensive foss (635) (467)

' 7191 8,095
Treasury stock, at cost '

103,959,637 shares as of Decerber 31, 2006 and 104,069,437 shares as of December 31, 2005 5,803 5,813
Totat shareholders’ equity 1,388 2,282
Total Liabilties and Shareholders’ Equity $14,320 $15,236

Thé accompanying notes are an integral part of these consolidated financial statements.
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T Accimulated
. o Additional Other . .. . e
T . . .Common. . Paidin _ .. Retained . . Comprehénsive . Treasury . . .
(|n mnlllons except share and per share data) Stock Capital Earnings®  (Loss) Income Stock Total = »
Shareholders' Equity December 31, 2003 $ 978§ 842 $ 741 §(238)  $.(5852 8 3471°
Net earnings, . " . — — 544 — B 544
Other comprehenswe income (Ioss) | - . i_
Unrealized lgsses on availablé- for-sale “_' ) “ -
securitiés ($18 million pre tax} — - — (11} — 01
Unrealized gains ariging from L i N ~ s -“j __
hedgmg activity ($8 million pre- tax) — — — 5 —n o9
Reclassification adjustment for-hedging ~- -~ -~ ---+ - = - - - SRR e
related gains included in niet earnings I : i
{$11 miltion pre-tax) 22l — — — "8 — PRI
Currency.translation adjustments - — — — 228 t— 228
“Minimum pension liability adjustrnent T i} ) ) Ty o
_ ($126 mifiion pre-tax)___ - — - - . (82) =T L8
Other comprehensive income — - — 148" — " . ]}}B""
Comprehensive income + 692
Cash dividends declared ($.50 per, common ghare) — - {143} — — (143)
Treasury stock issued, net (105,323 shares)("' — — (5} — T .
Unvested stock issuances (10,944 shares) - — 3 - {1 - — T 1 -3-
Reclagsification of stock-based compensation_ _ L - T
awards under,SFAS No. 123R adoption® — 9 — =\ - 9
Shareholders’ Equity December 31, 2004 $ 978  $84  §8136 § (90) - §(5844) ' §2034
e ; e — e e e s - e = e -
1 ‘_,“ r t T
1~
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Consolidated’ Statement of Shareholders EqIIIty:contmued
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' A Accumulated
- Additional Other
_ Common Paid In Retained  Comprehensive  Treasury :
(in millions, except share and per share data) ~ Stock™" . Capital Earnings™  (Loss)Income " Stock * Total
Shareholders' Equity December 31, 2004 $ 978 $ 854 $ 8,136 $ (90) $(5844). § 4,034
Net loss — - {1,261} — — {1,261}
Other comprehensive income (toss): C T
Unrealized losses on available-for-sale b
securities ($9 million pre-tax) — — - — @ — {8
Unrealized gains arising from : S
hedging activity ($21 million pre-tax} — — — 3 21
Reclassification adjustment for hedging T : SR
related gains included in net earnings _ o :
« {$15 million pre-tax) — — — (15) — " {15)
Currency translation adjustments — — — (219) — (219
Minimum pension liability adjustment PR ' '
{$223 million pre-tax) — — — {156} ‘ — {156}
_Other comprehensive 10ss ) —_ — - {377 o= (377
Comprehensive loss {1,638)
Cash dividends declared ($.50 per common share) — -— (144) — . - {144)
Recognition of equity-based cumpensatron D N
expense — 14 — — LI 14
Treasury stock issued, net (357,345 shares)® — — (10) = 22t 12
Unvested stock issuances (169,040 shares) —_ {1) 4) o 9 4
Shareholders’ Equity December 31, 2005 $ 978 $ 867 $ 6717 $ (467) $ {5813 . § 2,282
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P . Accumulated
Additional Other _
. o+« .+ Common Paid In Retained Comprehensive Treasury
(in millions, except share and per share data) Stock!" 4 Capital Earnings®  (Loss)}Income . . Stock |, :-Total
Shareholders' Equity December 31,2005 .. $ 978 . § 867 $.6717 $ (467) . $ (5,813) $.2,282,
Net loss - . — . (601} — — {601)
Other comprehensive income {joss): G e
Unrealized losses on available-for-sale : . T
securities ($2 million pre-tax} . C— - . — - . - — e D)
Unrealized gains arising from ' ‘ ' , R PRt
hedging activity ($8 million pre-tax) e — — - — .8 v er— e B
Reclassification adjustment for hedging ! o AN
related gains included in net eamings : , . o
.+ {$12 million pre-tax) o " —_ - L= {12) — e
Currency transtation adjustments - — — = 88 . . e o 188
Minimum pension liability adjustment . LTI
($185 million pre-tax) .- — - — - 136 Soo— 186
«(Jther comprehensive income - — - — 218 : — oy 218
Comprehensive loss ' : . {383}
Adjustment to initially apply SFAS No. 158 for - . b T T .
pension and other postretirement benefits _ ' ' L . .o
{$466 million pre-tax) - . — ,— - {386} — ~.(386)
- Cash dividends declared (8.50 per common share} = — — _(144) — eovr o L e (144)
Recognition of equity-based compensation o, . ‘ : . .
. -Expense . I S5 e - 15
Treasury stock surrendered, net e o < R T
T3S shares) R R R R
Unvested stock issuances (109,935 shares) — in (2) — 6 3
Shareholders’ Equity December 31, 2006 $ 978 $ 881 $ 5,967 $ {635) $ (5,803) $ 1,388

{1) There are 100 million shares of $10 par value preferred stdck autharized, none of which have been issued.

(2) The amount presented as reclassification of stock-based compensalion awards under SFAS No. 123R adoption represents the amount reclassified from fiabilities
to Additiona! Paid In Capital upon the adoption of SFAS No. 123R on January 1, 2005. The reclassification was made for comparative purposes.

{3} Amounts have been restated to reflect the change in methodology of cosling U.5. inventories from LIFO to average cost. For further discussion, refer to Note 3,
“Inventories.” )

(4) Includes Stock Options exercised and other stock awards issued, offset by shares surrendered for taxes.

The accompanying notes are an integral part of these consolidated financial statements.




lf“iEastman Kodak Company
Consolidated Statement of Cash Flows

For the Year Ended December 3,

{in millions) 2006 2005 2004
Cash flows from operating activities:
Net (loss) eamnings ) $ (601) $(1,261) $ 544
Adjustments to reconcile to net cash provided by operating activities: St C )
Loss (earnings) from discontinued operations, net of income taxes 1 {150 (475)
Loss from cumulative effect of accounting change, net of income taxes — 57 -
Equity in earnings from uncansolidated affiliates - (12) {20)
Depreciation and amortization 1,331 - - 1,402 1,030
Gain on sales of businesses/assets (65) {78) - 13y -
Purchased research and development T — 54 16
Non-cash restructuring costs, asset lmpalrments and other charges 141 195 130
{Benefit) provision for deferred income taxes . (104) 343 (44)
Decrease (increase) in receivables’ 157 228 7 7 (43)
Decrease in inventories 21 306 102
" Increase (decrease) in liabilities exciuding borrowings 61 (118) (283}
" Other items, net (236) 214 202
Total agjustments 1,557 2441 602
Net cash provided by continuing operations 956 1,180 1,146
Net cash provided by discontinued operations — 28 22
Net cash provided by operating activities 956 1,208 1,168
Cash flows from investing activities:
Additions to properties (379) (472) {460)
Net proceeds from sales of businesses/assets 178 130 24
Acquisitions, net of cash acquired (3) (984} {369)
{Investments in) distributions from unconsolidated affiliates {19) 34 (31)
Marketable securities — sales 133 182 124
Marketable securities — purchases {135) {194) (118)
Net cash used in continuing operations {225) {1,304) (828)
Net cash provided by discontinued operations —_ — 708
Net cash used in investing activities (225) {1,304) (120)
Cash flows from financing activities:
Net decrease In borrowings with maturities of 90 days or less (1) (126) {308)
Proceeds from other borrowings 765 2,520 147
Debt issuance costs — {57) -
Repayment of other borrowings {1,557} {1,672 (767)
Dividends to shareholders {144) (144) (143)
Exercise of employee stock options — 12 5
Net cash {used in) provided by financing activities (947) 533 {1,066)
Effect of exchange rate changes on cash 20 (27) 23
Net (decrease) increase in cash and cash equivalents (196) 410 5
Cash and cash equivalents, beginning of year 1,665 1,255 1,250
Cash and cash equivalents, end of year $ 1,469 $ 1,665 $ 1,255
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o Eastman Kodak Company
Consolldated Statement =of“Cas;h Flows continued
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Supplemental Cash Flow Information {in millions) 2006 2005 . 2004

Cash paid for interest and income taxes was:
Interest, net of portion capitalized of $3, $3and $2 - : ' $ 205 $ 172 $ 169
Income taxes _ 96 . 7

The following non-cash items are not reflected in the Consolidated Statement of Cash Flows: L )
Minimum pension liability adjustments $..136 - $ 156 . § .82,
Adjustment to initiaily apply SFAS No. 158 . 386 . — —
Liabilities assumed in acquisitions — 681 123
issuance of unvested stock, net of forfeitures 1 5 - —
Debt assumed for acquisition - 395 -
Increase in cther non-current receivables through increase in deferred royalty , .

revenue from licensee ; e e — 1L . -

During the years ended December 31, 2005 and 2004, the Company completed several acquisitions. Information regarding the fair value of assets
acquired and liabilities assumed is presented in Note 21, “Acquisitions.”

The accompanying notes are an integral part of these consolidated financial statements.




EASTMAN KODAK COMPANY S
N OTESv TO FINANCIAL STATEMENTS. . . .. ..
NOTE1 SIGNIFICANT ACCOUItlTING“POLICIES Lo
Company Operatlons : C . v vt o e

Eastman Kodak Company (the Company or Kodak) is engaged primarily in developing, manufacturing, and marketing dlgltal and traditional imaging .
products, services and solutions to consumers, businesses, the graphic communications market, the entertainment industry, professronats healthcare
providers and other customers The Company ) products are manufactured ina number of countries in Narth and South Amenca Europe and Asia.
The Company ] products aré marketed and sold in many countnes throughout the wortd

4 i »!

. . .. e e . L e
A R L b : Y ’ .. S oyt

Basrs of Consolldatlon

The consohdated fmancral statements mclude the accounts ot Kodak and its majonty ‘owned subsrdlary companres Intercompany transactlons are _' 4
ehmrnated and net earnlngs are reduced by the portion of the net earnmgs of subsidiaries apphcable to minority interests. The equity method of
accounting is used for |omt ventures and investments in associated  companies over.which Kodak has stgnmcant mfluence but does not have eftechve
control. Significant influence is generally deemed to exist when the Gompany has an ownership interest in thie votmg stock of the investee of between
20% and 50%, although other factors, such as representation on the investee's Board of Directors, voting rights and the impact of commercial.
arrangements, are considered in determlnmg whether the equity method of accounting is appropnate Income and losses of mvestments accounted tor
using the equity method ; are reported in other income (charges), net, in the’ accompanying Consolidated Statement of Operatlons See Note 1, “Invest
ments,” and Note 14, *Other Income (Charges), Net." .

L * : .ot e
The cost method of accounting is used for investments in equity securities that do not have a readily determtned market value and when the Com- ;o
pany.does not have the ability to.exercise significant influence; These investments are carried at cost and are adjusted only for other-than-temporary-- |

declines in fair value. The carrying value,of these investments is reported in other Iong -term assets.in the accompanymg Consohdated Statement of

Financial Position. R e TN oo . LT

Certain amounts for prior periods have been-reclassified to conform to the current penod classmcatron ‘ £y R
HE RN e M " . R . T [ \ . L FRE : e 7 w0t

Use of Estlmates © e . , St : o TR P

The preparation of financial statements in conformrty with accountrng prrnc:ples generally accepted in the Unlted States of America requires manage-
ment to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and fiabilities at:
year end, and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

o

Change in Accounting Methodology .- . - R s S

On January 1, 2006, the Company elected to change-its method of costing its, U S: mventorres to the average cost method which approxrmates ftrst--
in, first out™ (FIFO}, whereas in all prior years most of Koak’s inventory in the U.S. was costed using the_“last-in, first-out” (LIFO} method. The new
method of accounting for inventory in the U.S. is deemed preferable as the average cost method provides better matching of revenue and expenses
given the rapid technological change in the Company's products. The average cost method also better reflacts the cost of inventory on the Company's-
Statement of Financial Position. Prior periods have been restated for comparative purposes-in order to reflect the impact of this change in methodology

from LIFO to average cost. See Note 3, “Inventories, Net” for further details. -~ -~~~ ., R B e et e

-

Foreign Currency

For most subsidiaries and branches outside the U.S., the local currency is the functional currency. In accordance with the Statement of Financial
Accounting Standards (SFAS) No. 52, “Foreign Currency Transtation,” the financial statements of tiiese subsidiaries and branches are translated into
U.S. dollars as follows: assets and liabilities at year-end exchange rates; income, expenses and cash flows at average exchange rates; and share- . .+
holders’ equity at historical exchange rates. For those subsidiaries for which the local currency is the functional currency, the resulting translation -
adjustment is recorded as a component of accumulated other comprehensive (loss) income in the accompanying Consolidated Statement of Fmancral
Position. Translation adjustments are not tax-effected since they relate to investments, which are permanent in nature.

For certain other subsidiaries and branches, operations are conducted primarily in U.S. dollars, which is therefore the functiona currency. Monetary .
assets and liabilities of these foreign subsidiaries and branches, which are recorded in local currency, are remeasured at year-end exchange rates;: - -

; " while the related revenue, expense, and gain and loss accounts, which are recorded in local currency, are remeasured at average exchange rates.
Non: monetary assets and liabilities, and'thé rélated reveriue, expense and gain’ and loss accounts, are remeasured at historical rates Adjustments
that result from the remeasurement of the asséts and liabilities of these subsidiaries are included in net (l0ss) earnings in the dccompanying Consoli-
dated Statement of Operations.
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Foreign exchange gains and losses arising from transactians dendminated in a currency other than the functional currency of the entity involved are
included in net {loss) earnings in the accompanying Consolidated Statement of Operations. The effects of foreign currency transactions, including
refated hedging activities, were losses of $3 miltion, $31 million, and $10 million in the years 2006, 2005, and 2G04, respectively, and are included

in other income (charges), net, in the accompanying Consolidated. Statement of Operations. Refer to the “Derivative Financial instruments” section of .
Note 1, “Significant Accounting Policies,” for a description of how hedging activities are reflected in the Company’s Consalidated Statement of QOperations. ..

Concentratlon of Credlt Rlsk

Financial instruments that potentially subject the Company to’ srgnrfroant concentratrons of credit risk consist pnncrpally of cashand cash equwalents
receivables, foreign currency forward contracts and commodlty forward contracts. The Company places its cash and cash equivalents with high-qual-
ity financial institutions and limits the amount of credit expasure to any one institution. With respect fo receivables, such receivables arise from sales '
to numerous customers in a variety of industries, markets, and geographles around the world. Receivables arising from these sales are generally not .
collateralized. The Company performs ongoing credit evaluations of its customers’ financial conditions and no srngle customer accounts for greater
than 10% of the sales of the Company The Company maifitains TBServes for potential credit losses and such losses, in the aggregate have not
exceeded management S expectatrons ‘With respect to the forelgn currency forward contracts and commodity forward contracts; the counterparhes to )
these’ contracts are major financial mstrtutrons The Company has not expenenced non- performance by any of its counterpartres
Cash Equivalents b o e . " S

Alt hlghly liguid mvestments wrth a remalmng maturity of three months of less'at date of purohase are con5|dered to be cash equrvalents '
Marketable Securities and Noncurrent Investments Co ST

The Company classifies its-investment securities as either held-to-maturity, available-for-sale or trading. The Company s'debt and equity investment ' -
securities aré classified as held-to=maturity and available-for-sale, respectively. Held-to-maturity investments are carried at amortized cost and avail-
able-for-sale securities are carried at fair value, with the unrealized gains and losses'reported in shareholdérs® equity under the caption accumulated
other comprehensive {loss) income. The Company records losses that are other than temporary to net (loss) earnings.

At December 31, 2006 and 2005, the Company had short-term investments.classified as held-to-maturity of $18:million and $15 million, respectively.
These investments were included in other current-assets in the accompanying Consolidated Statement of Financial Position, In addition, at December
31, 2006 and 2005, the Company had available-for-sale equity securities of $4 million and $13 million, respectively, included in other long-term assets
in the-accompanying Consolidated Statement of Financial Posrtron The Company had no investment securities classified as tradrng secuntles asof
December 31, 2005 or 2005, VoL B . : . . . i
. [ . . : : A . - o
Inventories _ '
Inventories are stated at the lower of cost or market. The cost of all of the Company’s inventories is determined by either the FIFO or average cost
method, which approximates current cost. The: Company provides inventory reserves for BXCess, obsolete or slow- movmg mventory based on changes
in customer demand technology developments or other economic factors. : :

. . ' '
" L . . ' . - v '
L i P - [ et v i i

Propertles T v Lo T s o : -
Properties are recorded at cost, net of accumulated depreciation. The Company pnncrpally calculates deprecratron expense usrng the stralght lrne
method over the assets' estimated useful lives, which are as foliows:

. . ~ Years ‘ L . 7 N ‘ ‘
Buildings and building equipment 5-40 - L T oo
Land improvements  ~ + - .- 1 e - 102200 . : B N L -
Leaseholdrmprovements e 80 7 T R o
Equipment - ' 0. < 17 3.5 o ™ ; B ' . ) 5 _ .
Tooling 1-3 o S -

Furniture and fixtures -~ - v 77 345 o L
— = ! oo _

Mamtenance and reparrs are charged to expense as mcurred Upon sale or other dtsposrtlon the applrcable amounts of asset cost and accumulated
deprecratron are removed from the accounts and the net amount, Iess proceeds from.disposal, is charged or credrted to.net {loss) earnmgs




Goodwill . . noA L n . e

Goodwill represents the excess of purchase price of an acqursrtron over the fair value of net assets acquired. The Company applies the provisions of
SFAS No. 142, “Goodwill and Other Intangible Assets.” In accordance with SFAS No. 142, goodwill is not amortized; but is required'to'be’ assessed -
for impairment at least annually. The Company-has elected to' make September 30 the annual impairment assessment date for all of its reporting*-
units, and will perform additional impairment tests-when events or chariges in circumstances occur that would miore fikely than not reduce the fair =~
value of the reporting unit below its carrying amount. SFAS No. 142 defines a reporting unit as.an operating.segment or one level below-an operat- -

ing segment. The Company estimates the fair value of its reporting units through internal analyses and external valuations, which utrlrze income and
market approaches through the applrcatron of drscounted cash flow and market comparab|e methods. The assessment is required to be performed in
two steps, step one to test for a potential |mparrment of goodwill and, if potential losses are |dentrfied step two to measure the impairment loss, The
Company completed step one in its fourth quarter and determined that there were no such |mpa|nnents Accordingly, the performance of step two was
not required.

t
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Revenue
The Company's revenue.transactions include sales of the following: products; equipment; softwaré; services; equipment bundled with products and/ar
“services and/or software; integrated solutions; and intellectual property licensing. The Company recognizes revenue when realized or realizable and
earned, which is when the following criteria are met: persuasive evidence of.an arrangement exists; delivery has occurred; the sales price is fixed or.
determinable; and collectibility is reasonably assured. At the time revenue is recognized, the. Company provides for the estimated costs of customer
incentive programs, warranties and estimated returns and reduces revenue accordingly. ' --. ° o - ' -

For product sales, the recognition criteria are generally met when title and risk of loss have transferred from the Company fo the buyer, whrch may
be upon shipment or upon delivery to the customer site, based on contract terms or Iegal requrrements in forergn |ur|sdretrons Service revenues are
recogiiized as such services are rendered. , .

For equipment sates the recognition ¢riteria are. generally met when the equrprnent is delivered and 1nsta1|ed atthe customer srte Revenue is recog-
nized for equipment upon delivery as opposed o upon installation. when there.is objective and reliable evidence of fair valug for the installation, and,
the amount of revenue allocable to the equipment is not fegally contrngent upon the completion of the instafiation. In instances in which the agree-
ment with the customer contains a customer acceptance clause, revenue is deferred until customer acceptance is obtained, provided the customer -
acceptance-clause is considered to be substantive. For certain agreements, the Company does not cansider these customer,acceptance clauses to be
substantive because the Company can and does replreate the customer acceptance test environment and performs the agreed upon product testing
prior to shipment. In these instances, revenue is recognized upon installation of the equipment.

Revenue for the sale of software licenses is recognized when: (1) the Company enters into a legafly binding arrangement with-a customer for the
license of software; (2) the Company delivers the software; (3) customer payment is deemed fixed or determinable and free of contingencies or sig-
nificant uncertainties; and (4) collection from the customer is reasonably assured. If the Company determines that cotlection.of a fee is not reasonably
assured, the fee is deferred and revenue is recognized at the time collaction becomes reasonably assured, which is generally upon recerpt of payment
Software maintenance and support revenue is recognized ratably over the term of the related maintenance period.” .- “

The Company's transactions may involvé the sale of equrpment Software, and | refated services under’ multrple element arrangements The Cornpany
allocétes revenue to the various elements based on their fair value. Revenue aIIocated toan mdwrdual element is recognrzed when all other revenue
recognition criteria are met for that element. . :

Revenue from the sale of mtegrated solutions, which includes transactrons that require srgmfrcant productron modification or customrzatron of .
software, is.recognized in accordance with contract accounting. Under contract accounting; revenue is, recognized by utilizing either the percent
age-of-completion or compteted-contract method. The Company currently utilizes the cornpleted -contract method for all solution sales as sufficient
history does not currently exist to allow the Company, to accurately estimate total eosts to oomplete these transactions. Revenue from ather long-term .
contracts, primarily government contracts, is generally recognized using the percentage- -of- completron methad. . Ce ey

4

The timing and the amount of revenue recognized from the licensing of intellectual property depend upon a variety of factors, mcludrng the’ specrfrc
terms of each agreement and the.nature of the delrverables and obligations. When.the Company has continuing obligations related to a licensing
arrangement, revenue ralated to the ongoing arrangement is recognized over the period of the obligation. Revenue is only recognrzed after.all of the
following criteria are met: (1) the Company enters into a legally binding arrangement with a licensee of Kodak § intellectual property, (2) the Company
delivers the technology or intellectual property rights, {3) licensee payment is deemed fixed or determinable and free of contingencies or srgnrfrcant :
uncertainties, and {4) collection from the licensge is reasonably assured.

At the time revenue is recognized, the Company also records reductions to revenue for customer incentive programs in accordance with tie provisions
of Emerging Issues Task Force (EITF) Issue No. 01-09; “Accounting for Consideration Given from a Vendor to a Customer (Including a Reseller of the
Vendor's.Products).” Such incentive programs include cash and volume discounts, price protection, promotional, cooperative and other advertising al*’
lowances, and coupans. For those incentives that réquire the-estimation of sales volumes or redemption rates, such as for volume rebates or coupons,
the Company uses historical experience and internal and customer data to estimate the sales incentive at the time revenue is recognized.
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In instances where the Company provides slotting fees or similar arrangements, this incentive is recognized as a reduction in revenue when-payment ~

is made to the customer (or at the time the Company has incurred the obligation, if earlier) unless the Gompany receives a benefit over a period of . ..
time, in which case the incentive is recorded as an asset and is amortized as a reduction of revenue over the term of the arrangement, Arrangements -
in which the Company receives an identifiable benefit include arrangements that have enforceable exclusivity provisions and those that provide a- . -,

clawback provision entitling the Company to a pro rata reimbursement if the customer does not fulfitlits obligations under the contract. o

The Company may offer customer financing to assist customers in therr acqursrtlon of Kodak’s products. At the time 2 financing transaction is consum-
mated, which qualrfres as a sales-type fease, the Company records equrpment revenue equal to the total lease receivable net of unearned income.
Unearned incomeis: recogmzed as finance income using the effectlve intérest method over the term of the lease: Leases not qualifying as sales- type :
leases are accounted foras operatrng Ieases The Company recogmzes revenue from operatmg Ieases on an accrual hasis as the rental payments
become due. ™ ‘ S

The Company's sales of tangible products are the only class of revenues that exceeds 10% of total consolidated net sales. All other sales classes are
individually less than 10%, and therefore, have been combined with the sales of tangible products on the same line in accordance with Regulation S-X,

Incremental direct costs (i.g. costs that vary with and are directly.related to the acquisition of a contract which would not have been incurred but for
the acquisition of the contract) of a customer. contractin a transaction that rasults.in the deferral of revenue are deferred and netted against revenue
in proportion to the refated revenue recognized in each period if: (1) an-enforceable contract for the remaining deliverable items exists; and (2} delivery
of the remaining items in the arrangement is expectedito generate positive margins aliowing realization of the deferred costs. Otherwise, these costs
are expensed as incurred and included in cost of goods sold in the accompanying Consolidated Statement of Operations. r

L.t veam o . N .
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Flesearch and Development COsts . i
Research and development (R&D) costs, which include costs in connectron ‘with new product deve[opment fundamental and exploratory research .'
process improvement, product use technology and product accreditation, are charged to operations in the period in which they are incurred. In )
connection with a'businéss combination, the purchase price allocated to research and developmient projects that have not yat reached technologlcal

feasibility and for which no alternatrve future use exrsts |s charged to operatrons in the period of acqursrtron ' ; v

i b ol P

Advertising - e s . . ; r
Advertlsmg costs are expensed as incurred and inciuded i sellrng, ‘general and admlntstratlve expenses in the’ accompanying Consolidated Statement
of Operations. Advertising expenses amounted to $394 mrllron $490 mrlIron and $513 mrllron in 2006 2005 and 2004, respectrvely '

Shipping and Handiing.Costs , , - ey . . v~ ‘
Amounts charged to customers and costs ingurred by the Company related to shlppmg and handllng are mcluded in net sales and cost of goods sold
respectrvely, in accordance with EITF Issue-No. 00 -10, “Accountmg for Shrpprng and Handlmg Fees and Costs.” g

Impalrment of Long- Lrved Assets .o S T U TR : "
The Company applies the provisions. of SFAS No.. 144, “Accounting for the Imparrment or Disposal of Long Lwed Assets.” Under the guidance of SFAS .
No. 144, the Company reviews the carrying values ofits long-lived assets, otherthan goodwill and purchased rntangrble assets with indefinite useful
lives, for |mpa|rment whenever events or changes in circumstances indicate that the carrying values may not be recoverable The Company assesses |
the recoverability of the carrying values of long-lived assets by first grouping its long-lived assets with other assets and liabilities at the lowest level for
which identifiable cash flows are-argely independent of the cash-flows of-other assets and liabilities (the asset group) and, secondly, by’ estimating the
undiscounted future cash flows that are directly associated with and that are eipected to arise from the use of and eventual disposition of such asset
group. The Company estimates the undiscounted cash flows over the remaining useful life of the primary asset within the asset group. If the carrying. -
value of the asset group exceeds the estimated undiscounted cash flows, the Company records animpéairment charge to thé extent thie carrying value
of the long-lived asset exceeds its fair value. The Company determines fair valué through quoted market prices in active markets or, if quoted market
prices are unavailable, through the performance of internal analyses of discounted cash flows or external appraisals. _ .

In connection with its assessment of recoverability of its Iong -lived assets and its ongoing strategic review of the bisiness and its operations, the -
Company continually reviews the remaining useful lives of its long- -lived assets. If this review indicates that the remaining useful life of the long-lived -
asset has been reduced the Company ad;usts the deprematron on that asset to facrlrtate full cost recovery over |ts revised estrmated remammg useful
||fe ) . . . ) . [ &,

_n, et

Derivative Financial Instruments _ . . .. Cea . ce
The Company accounts for derivative financial instruments in accordance with SFAS No. 133, “Accountmg for. Derwatrve !nstruments and Hedgmg

Activities.” All derivative instruments are recognized as either assets or liabilities and are measured at fair value. Certain denvatlves are desrgnated
and accounted for as hedges The Company does not use derivatives fortradlng or other speculatlve purposes. -, -
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The Company uses cash flow hedges to manage foreign currency exchange risk and commodity price risk related to forecasted transactions. The = *+
Company also uses foreign currency forward contracts to offset currency-related changes in foreign currency denominated assets and liabilities; these
foreign currency forward contracts are not desrgnated as accounting hedges and all changes in fair vatue are recognized in net (loss) earnings in the

period of change. - Co N W, . . ot

The fair values of foreign currency forward contracts designated as cash flow hedges of forecasted foreign currency denominated mtercompany sales
are reported in other current assets and/or current liabilities, and the effective portion of the gain or loss on the derivatives is recorded in accumulated”
other comprehensive (loss) income. When the refated inventory is sold to third parties, the hedge gains or losses as of the date of the intercompany -.
sale are transferred from accumulated other comprehensive (loss) income ta cost of goods sold.

The fair values of silver forward contracts designated as hedges of forecasted worldwide silver purchases are reported in other current assets and/or i
current liahifities, and the effective portion of the gain or loss on the derivative is recorded in accumulated other comprehensive (loss) income. When i
the related silver-containing products are sold to third parties, the hedge gains or losses as of the date of the purchase of raw silver, are transferred '
from accumulated other comprehensive (loss) income to cost of goods sold. These gains (losses).transferred to cost of goods sold are generatly otfset
by increased {decreased) costs of silver purchased in the open market. ol
. A - N
Environmental Expenditures N
Environmental expenditures that relate to current operations are expensed or capitalized, as appropriate. Expenditures that refate to an existing .
condition caused. by past operations and that do not provide future benefits are expensed as incurred. Costs that are capital in nature and that provude
future benefits are capitalized. Liabilities are recorded when environmental assessments are-made or the requirement for remedial efforts.is probable;”
and the costs can be reasonably estirmated. The timing of accruing for these remediation liabilities is generally no later than the completion of feasibil=
|tystud|es - . . I,

The Company has an ongolng monitoring and |dentrfrcat|on process to assess how the activilies, with respect to the known exposures are progressmg
- against the accrued cost estimates, as well as to |dent|fy other potential remediation sites that are presently unknown., . oot
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Incomie Taxes )
in July 2006, the Flnancral Accountmg Standards Board (FASB) |ssued FASB Interpretatlon No 48, “Accountrng for Uncertalnty in Income Taxes" {FIN
48) FIN 48 clarifies the accountlng and reportmg for Income taxes recogmzed in accordance with SFAS No. 109. This Interpretation prescnbes a" -
comprehenswe model for the fi nancrat statement recognrtlon measurerment, presentatron and disclosure of uncertain tax positions taken or gxpected
to be taken, in income tax returns. The Company wril adopt FIN 48 as of January 1, 2007, as required. The cumulatwe effect of adoptlng FiN'48 erI .
be recorded as an adjustment to retained earnings, The Company does not expect that the adoption of FIN 48 ‘will have'a significant impacton the Al
Company’s financial position and results of eperations.

The Company accounts for income taxes in accordance with SFAS No. 109. The asset and liability approach underlymg SFAS No. 109 fequires the o3
recognition of deferred tax Ilablhtles and assets for the expected future tax consequences of temporary differences between the carrying amounts and
tax basis of the Company's assets and liabilities. Management provides valuatron allowances against the net deferred tax asset for amounts. thatare .
not consrdered more fikely than not to be reatrzed L. gy o o i : 0

The valuation allowance as of December 31, 2006 of $1,849 million is attributable to $324 million of fore:gn net deferred fax assets, mcludrng cértain

net operating loss and capital loss carryforwards and $1,525 million of U.S. net deferred tax assets, including certain tax credits, which are not -~ ~#
consrdered more Jrkely than not.to be, reallzed . .
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Earnings Per Share .

Basic eamnings-per-share computations are based on the weighted-average number of shares of cemmon stock outstanding during the year. Diluted -
earnings-per-share calculations reflect the assumed exercise and conversion of employee stock options that have an exercise price that is below the
average market price of the common shares for the respective periods as well as shares refated to the assumed conversion of the Convertible Securi-
ties, if dilutive. The reconciliation between the numerator and denominator of the basic and diluted earnings-per-share computations is presented as
follows:

2006 2005 . 2004

Numerator:
(Loss) earnings from continuing operations used in ) .
basic net {loss) earnings per share ' _ $ (600} ©§ (1,354) $ 69
Denominator: ' , ' ‘
Number of comman shares used in basic net earnings per share 2873 2879 286.6
Effect of dilutive securities: <o
Employee stock options : o _— = 0.2
Number of common shares used in diluted net earnings per share . . 287.3 ‘ 2879 286:8

For the years ended December 31, 2006 and 2005, outstanding options to purchase the Company's common stock of 34.6 million and 36.0 million
shares, respectively, were not included in the computation of diluted eamings per share because the Company reported a net loss from continuing op-
erations; therefore, the effect wollld be anti-dilutive. For the year ended Decernber 31, 2004, options to purchase 32.5 milfion shares of common stock
were outstanding at a weighted-average per share price of $52.47, but were not included in the computation of dituted eamings per share because the
option’s exercise price was greater than the average market prlce of the common shares for the period, and the effect would be anti- dilutive. "

The Company currently has approximately $575 million in contlngent convertible notes (the Convemble Securities) outstandmg that were issued in Oc-
tober 2003. Interest on the Convertible Securities accrues at a rate of 3.375% and is payable semi- annually The Convertible Securities are convertible,
at an Initial conversion rate of 32.2373 shares of the Company’s common stock for each $1,000 prunmpal of the Convertible Securities. The Company's
diluted net earnings per share exclude the effect of the Convertible Securities, as they were anti-dilutive for all periods presented. _ .

Stock-Based Compensation

On January 1, 2005, the Company early adopted the stock option expensing rules of Statement of Financial Accounting Standards {SFAS) No. 123R,
“Share-Based Payment,” as interpreted by Financial Accountmg Standards Board (FASB) Staff Positions No. 123R-1, 123R-2, 123R-3, 123R-4, Lo
123R-5, and 123R-6, using the fair value recognition provisions of SFAS No. 123, “Accounting for Stock-Based Compensation.” The Company
recognized expense under SFAS No. 123R in the amount of $8 million and $16 million for the years ended December 31, 2006 and 2005, respectively.
The related impact on basic and diluted earnings per share for the years ended December 31, 2006 and 2005 was a reduction of $ 03and$. 06
respectively. The impacts on the Company's cash flow for 2006 and 2005 were not material. -~, - .- . .

Upon the adoption of SFAS No. 123R in January 2005, stock-based compensation costs are included in the costs capitalized in inventory at period
end. Under the pro forma disclosures previously provided under SFAS No. 123, the Company was not assuming the capitalization of such costs.

For all awards issued after adoption of SFAS No. 123R, the Company changed from the nominal-vesting approach to the non-substantive vesting
approach for purposes of accounting for retirement eligible participants. The Impact of applying the nominal-vesting approach vs. the non-substan-
tive approach upon adoption of SFAS No. 123R in 2005 was immaterial. The Company has a policy of issuing shares of treasury stock to satisfy share
option exercises. Based on an estimate of option exercises, the Company does not expect option exercises to result in the repurchase of stock during
2007.

The Company previously accounted for its employee stock incentive plans under Accounting Principles Board (APB) Opinion No. 25, "Accounting for
Stock Issued to Employees,” and the related interpretations under FASB Interpretation No. 44, “Accounting for Certain Transactions Involving Stock
Compensation.” Accordingly, no stock-based employee compensation cost was reflected in net eamings for the year ended December 31, 2004, as all
options granted had an exercise price equal to the market value of the underlying commaon stock on the date of grant.




The Company has determinéd the pro forma net earnings and net earnings per share information as if the fair value method of SFAS No. 123, “Ac-..
counting for Stock-Based Compensation,” had been applied to its stock-based employee compensation in 2004, The pro forma mformatmn isas

follows:
R o o Co Year Ended S

{in millions, except per share data) December 31, 2004 , ‘ :
Net earnings, as reported " ‘$ 544 '
Deduct: Total stock-based employee compensation expense determined under

falr value method for all awards net of related tax effects (12) 14 - '
Pro forma net earnings $ 52 .
Earnings per share: - ' ‘ _ o v _ ‘

Basic — as fepoited '~ $ 190 o

Basic — pro forma $ 186 t ! ' ¢

Diluted — as reported - “- § - 190

Dllutz_-:'d‘—pro forma T C 7§ 185

The fair value of each dption award is estimated on the date of grant using the Black-Scholes option valuation model that uses the assumptions noted
in the following table. Expected volatilities are based on historical votatility of the Company's stock, management's estimate of implied volatility of
the Company’s stock, and other factors. The expected term of options granted is derived from the vesting period of the award, as well as historical

exercise behavior, and represents the period of time that aptions granted are expected to be outstanding. The risk-free rate is calculated using the U.S.

Treasury yield curve, and is based on the expected term of the option. The Company uses historical data to estimate forfeitures.

The Black-Scholes option pricing model was used with the followiﬁg wei‘dhted-av}fage assumptions for bhtions i%sued in each year; "

!

"~ 2006- 2005 2004
Weighted-average risk-free interest rate 4.6% 3.9%  31%
Risk-free interest rates 45%-5.1% 36%-45%  ,25%-38%, -
Weighted-average expected option lives 6 years : Syears, 4 years
Expected option lives 3- 7years 3 -7 years dyears -~ T T
Weighted-average volatility 34% 35%. - 37%-
Expected volatilities 29% - 36% 31% - 36% '36% - 40%
Weighted-average expected dividend yield 1.9% 1.8% 16%
Expected dividend yields 1.8%-2.3% 1.5% - 1.9% 1.6% - 1.8%

The weighted-average fair value per option granted in 2006, 2005 and 2004 was $8.18, $7.70 and $8.77, respectively,

For purposes of pro forma disclosures, the estimated fair value of the options is amortized to compensation expense over the options’ vesting period

(1-3 years).

Comprehensive Income

Comprehensive income consists of net (loss) earnings, the net unrealized gains or losses on available-for-sale marketable securities, foreign currency
translation adjustments, mirimum pension liability adjustments, and unrealized gains and losses on financial instruments qualifying for cash flow
hedge accounting, and is presented in the accompanying Censolidated Statement of Shareholders' Equity.

Segment Reporting

The Company reports net sales from continuing operations, eamings (losses) from continving operations before interest, other income {charges), net
and income taxes, and certain expense, asset and geographical information about its reportable segments. Reportable segments are compaonents of
the Company for which separate financial information is available that is evaluated regularly by the chief operating decision maker in deciding how
to allocate resources and in assessing performance. In December 2006, the Company announced an organizational realignment that will change the
current reportable segment structure effective January 1, 2007. See Note 23, “Segment Information,” for a discussion of this change.
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Recently Issued Accountlng Standards ‘ _— SRR ' N
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FASB Statement No. 151

in December 2004, the FASB issued SFAS No. 151, “Inventory Costs™ that amends the guidance in Accounting Research Bulletin No. 43, Chapter 4,
“Inventory Pricing” (ARB No. 43) to clarify the accounting for abnormal idle facility expense, freight, handling costs, and wasted material (spoilage). In
addition, this Statement requires that an aflocation of fixed production overhead to the costs of conversion be based on the normal capacity of the pro-,
duction facilities. SFAS No. 151 is effective for inventory costs incurred for fiscal years beginning after June 15, 2005 (year endtng December.31, 2006
for the Company). The adoption of SFAS No. 151 in 2006 did not have a material impact on the Consolidated Financial Statements of the Company. '
FASB Interpretation No. 47 . o

In March 2005, the FASB issued FASB Interpretation No. 47, “Accounting for Conditional Asset Retlrement Obllgatlons" (FIN 47) FIN 47 clarifies that |
the term “conditional asset retirement obligation” as used in FASB No. 143, “Accounting for Asset Retirement Obligations,” refers to @ legal obliga- "~
tion to perform an asset retirement activity in which the timing and/or method of settlement are conditional on a future event that may.or may not be -
within the control of the Company. In addition, FIN 47 clarifies when a company would have sufficient information to reasonably estnmate the fair value
of an asset retirement obligation.

The Company adopted FIN 47 during the fourth quarter of 2005. FIN 47 requires that conditional asset retirement obligations, legal obhgatlons to
perform an asset retirement activity in which the timing and/{or} method of settlement are conditional on a future event, be reported zalong wuth ,
associated capitalized asset retirement costs, at their fair vatues. Upon initial application, FIN 47 requires recognition of (1) a fiability, adjusted. for -
cumulative accretion from the date the obligation was incurred until the date of adoption of FIN 47, for existing asset retirement obligations; (2) an
asset retirement cost capitalized as an-increase to the carrying amount of the assaciated long-lived asset; and (3) accumulated depreciaticn on the ,
capitalized asset retirement cost. Accordingly, the Company recognized the following amounts in its Statement of Financial Position at December 31 4o

2005 and StatementofOperatmnsforthe year ended December 31, 2005: Lo - ) S W
(dollaramountsm millions) - R ¥ _ : . . - . o 5T .7
Additions to property, plant and equipment, gross - $ 33 L T TR
Additions to accumulated depreciation $ (33

Additions to property, plant and equipment, net 8 — - . L
Asset retirement obligations $ 66 .. ‘ NS
Cumulative effect of change in accounting principle, gross = $ 66 I N
Cumulative effect of change in accounting principle, net of tax $ 57 T, e T
The adoption of FIN 47 reduced 2005 net earnings by $57 million, or $.20 per share. 3 )




The Company has determined the pro forma (Ioss) earnings from continuing operations, net (loss) earnings, and correspondrng per share lnfonnatron

as if the-provisions of FIN 47 had been adopted prrortoJanuaryt 2004, The pro forma-information is asfollows PO
oottt e . 1 S R S B MRS P
(in milfions, except per'share ) "’i DR ST 008" 0T 2004
(Loss) earnings from contrnumgoperatrons R P LY A L S e A S N
“Asreported L ¥ . Lo e e $(1354) LS SO I
“Proforma ot e ey 'snset).'- T8 64
(Loss) earnings from continuing operations, perbasrcand diluted share PR R T R
Asreported - 0T T G . bt o g (470) § 24
Pro forma ) : L WE) § 2
Net (loss) eamnings ="+ SR A T e w ,
Asrgported et e M. snowny | § 544
Proforma - o TR : $ (1,211) .$ 539
Net (loss), earnings, per basic and diluted. share - ' , ) -
Asreported - ' ©§ (4.38) $ 190
Pro forma ‘ ' $ 1421) - -"1$" 188 -
Number of shares used in earnings per share el
Basic , - _ - 2679 .., . . 2866

Diluted C 2879 ' 2868

The liability for asset retirement obhgatrons as of December 31, 2004 would have been $71 million if FIN 47 had been implemented prior to January 1

2004, - : . TN
Refer to Note 11, “Commitments and Contrngencres for further discussion of the Companysasset retirement obligations. -
FASB Statement No. 155 _ o el e e

in February 2006, the FASB issued SFAS No. 155, "Accountrng for Certarn Hybnd Frnancral Instruments (an amendment of FASB Statements No 133
and 140).” This Statement permits fair value measurement for any hybrid financial instrument that contains an embedded derwatnre that otherwise -
would-require bifurcation. SFAS No. 155 is effective for all financial instruments acquired, issuéd;or stibject to a remeasurement event occurrrng  after
the béginning of an entity’s first fiscal year that begins after September 15, 2006 {year endmg December 31;2007-for the Company).-Additionally,
the fair value option may also be applied upon adoption of this Statement for hiybrid financial instruments that had been brfurcated under previous -
accountmg gurdanee prler fo the adoptron of this Statement The Company is currentty evatuatrng the impact-of SFAS No 155. -+ S |
[ b [ PO K AN - i
FASBInterpretatronNo 48 s -7' ﬂ" R N P L AT
In July 2006 ‘the FASB issued FASB Interpretation No. 48; “Accounting for Uncertainty in Income Taxes™ (FIN 48). FIN 48 elarn‘les the accounting-and
reorting for Uricertainty in’ income taxes recognized in accordance with' SFAS No. 109, “Accounting for Income Taxes." This Iriterpretation prescribes
a recognition threshold and measurément attribute for financial statsment recognitiori and measurement of a fax position taken or expectéd to be’ _
taken in a tax return, and also provides guidance on various related matters such as derecognition, interest and penalties, and disclosure. The Com-
pany will adopt FIN 48 in the first quarter of 2007 and does not expect the adoption of this Interpretatron to have a materlal |mpact on its Consohdateo
FrnancraI Statements ' ' S - . .

[ LI ’ e ':, e -

FASB Statement No 157 oL e T s {

In Séptember’2006: the FASE issued SFAS No. 157, “Fair Value Measurements,” which estabhshes a comprehensrve framework for measuring faif
value in GAAP and expands disclosures about fair value measurements. Specifically, this Statement sets forth ‘a defiiiition of fair value, and estab-
lishes a hierarchy prioritizing the inputs to valuation techniques, giving the highest priority to quoted prices in active markets for identical assets and .
liabilities and the lowest priority to unobservable inputs. This Statement is effective for financial statements issued for fiscal years beginning after
November 15, 2007, and interim periods within those fiscal years. The provisions of SFAS No. 157 are generally required to be applied on a prospec-
tive basis, except to certain financial instruments accounted for under SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,”
for which the provisions of SFAS No. 157 should be applied retraspectively. The Company will adopt SFAS No. 157 In the first quarter of 2008.
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FASB Statement No. 158 - : : L oYt s : e
In September 2006, the FASB issued SFAS No. 158, “Employers Accounting for Defined Benefit Pension and Other Pestretrrement Plans (an amend
ment of FASB Statements No. 87, 88, 106, and 132(R)),” which is effective in fiscal years ending after December 15, 2006, This Statement requires
an employer to recognize the overfunded or underfunded status of a defined benefit postretirement plan as an asset or liability in its statement of '
financial position, and to recognize.changes in that funded status in the year in which the changes occur through comprehensrve income. SFAS No.

158 does not change the amount of actuarially determined expense that is recorded in the Consolidated Statement of Operations. SFAS No. 158 alse
requires an employer-to measure the funded status of a plan as of the date of its year-end statement of financial position, which is consistent with the
Company's present measurement date. The adoption of SFAS No. 158 did not have any lmpact on the Company’s Consolidated Statement of Opera-

tions, Statement of Cash Flows, or compliance with its debt covenants. . . N L
The table below discloses the |mpact of adoption on the Cempany’s Consolidated Statement of Financial Posrtlon asof December H, 2006

Before Applicatinn Adjustments After Appl‘rcatipn

of SFAS No. 158 Increase/(Decrease) of SFAS No.-158
Other long-term assets ' ) $ 3421 $ 304 $ 3725 -
Totalassets . ‘ 14,016 0 SRRRRTY )
Accounts payable and other current Ilabilities 4100 . 43 4,143 o
Total current liabilities 4,928 43 S A9
Pension and other postretirement liabilities 3,318 646 3,964 <
Other long-term liabilities . : . 1,282 -1 - - 1,283'
Total liabiltes . _ Ry’ S . B9 12932
Accumulated ethercomprehensrve loss - ', : {249) 386 (635)
Total shareholders’ equity : : SN - /S (386) . . .1,388
Total liabilities and shareholders’ equity ' _ $ 14,016 $ 304 . b 130

N . . } ' , .
* ., ‘. - * [ L . . '

SAB No. 108 |

In Septemher 2006, the SEC staft |ssued Staff Accountlng Bulletrn (SAB) No. 108, "Gonsrdenng the Effects of.Prior Year Mrsstatements when Quan— ‘
tifying Misstatements in Gurrent Year Financial Statements.” SAB No. 108 was issued in order.to ‘eliminate the diversity of practice surrounding how
public companies quantify financial statement misstatements. This SAB establishes a “dual approach” methodology that requires quantification of
financial statement misstatements based on the effects of the misstatements on each of the company’s financial statements (both the statement of
operations and statement of financial position). The SEC has stated that SAB No. 108 should be applied no later than the annual financial statements
for the first fiscal year ending after November 15, 2006, with earlier application encouraged.SAB No. 108 permits a company to elect either retrospec-
tive or prospective applicaticn. The Company’s prospective application requires recording a cumulative effect adjustment in the period of adoption, as
well as detailed disclosure of the nature and amount of each individual error-being corrected through the cumulative adjustment and how and when it
arose. the Companys appllcatron of SAB No. 108 in the fourth quarter of 2006 did not have any impact on its Consolidated Financial Statemants.

FASB Statement No. 159

In February 2007, the FASB |ssued SFAS No. 159, “The Fair Value Optren for Fmancral Assets and Frnancral Lrabrlrtres which permrts enhtres te
choose to measure, on an item-by-item basis, specified financial instruments and certain other items at fair value. Unrealized gains and losses on
items for which the fair value option has been elected are required to be reported in earnings at each reporting date. SFAS No. 159 is effective for.
fiscal years beginning after November 15, 2007. The provisions of this statement are required to be apphed praspectively. The Company expects to
adopt SFAS No. 159 in the flrst quarter of 2008.




NOTE 2: REGEIVABLES NET S0 L T gy letena s e e G T g e

© . P .o TR e ey i i e P . :
{in mllhons) . . 2006 2005, - P
Trade receivables L o : $ 2,304 3 2447
Miscellaneous receivables -~ . T L 365 313 ‘ .
Total (net of allowances of $157 and $162 as of December 31, 2006 and 2005, respactively) $ 2,660 $ 2,760

S TS O N £

Of the total trade receivable amounts of $2,304 million and $2,447 millicn as of December 31, 2006 and 2005, respectlvely, approxnmately $344 - t

million and $374 million, respectively, are expected to be settled through custormer deductions in fiev of cash payments. Such deductions represent re-
bates owed to the customer and are included in accounts payable and other current liabilities in the accompanying Consofidated Statement of Finaricial

Position at each respective balance sheet date, R T Y LR PR .
e ' ' U At A I S S
NOTEa INVENTORIES, NET 1 ey e e
. L December 31, December 31, b st e '
(in millions) , 2006 ., 2005 . e
- Finlshed goods ' . $ 75 § 893 .
Work in process 213 243 v
Raw materials 244 - 319 TrhoLT TV e e e
Jol . . .. S22 885 T

v

T ' R I M T ,."‘-', S . A ey I N A [

On January 1, 20086, the Company elected to change its nigthad of eostmg its U S.'inventories to the average cost method; ‘which' apprommates FIFO,
whereas in all prior years most of the Company’s inventory in the U.S. was costed using the LIFG method. As a result of this change, the cost of ali of
the Company’s inventories is determined by either the FIFO or average cost method. The new methed of accounting for inventory in the U.S. is deemed
preferable as the average cost method provides better matching of revenue and expenses given the rapid technological change in the Company's prog-
ucts. The average cost method also better reflects more current costs of inventory on the Company’s Statement of Financial Position. As prescribed in
SFAS No. 154, “Accounting Changes and Error Corrections,” retrospective application of the change in accounting methad is disclosed below.

The effects of the change in methodology of costing U S *mventorles from LIF0-fo average cost on mventory and cost of goods sold for pnor penods
presented are as follows {in millions): = =" = ~ T )

oo
e

As of and for the Year Ended - | As of and for the YearEnded et ey
December 31, 2005 SR December 31 2004 Lt
i - "
: LIFG Method Average Cost Method LIFOMethod . Average Gost Method
Inventory _ $ 1140 § 1455 . $ 1,158 1506 . :

Costof gonds sold $ 10,617 $10650 $ 9582 ... . %9801
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Components of the Company’s Consolidated Statement of Operations affected by the change in'costing methodology.as originally reported:under thef s}
LIFQ method and as adjusted for the change in inventory costing methodology from the LIFQ method to the average cost method are as follows (ln
millions, except per share data): o

- - - - - - -~ P PR

Year Ended December 31, 2005

™

- - - LIFQto Average. .. . o
) ) As Previously Cost Change in Costing '~~~ v
Reported Methndology Adjustments W As Adjusted
Cost of goods sold ° o swer 2 $ 10650
Gross profit - C L o 3651f‘ ‘ . ,li (33) Co 3618
Loss from continuing operations before interest, other income T - .
(charges), net and income taxes {599) {33) (632)
Loss from continuing operations before income taxes {766} , (JBE'.) - {799)
Provision {benefit) for income taxes . 689 ' {134) 555
{Loss) earnings from continuing operations ' {1,455) - JA01. -(1,354)".. :
Net (oss} earmings $(1362) $ 101 $ (1,261
Basic and diluted net (loss) earnings pershare . $ (4.73i ‘ $ .35 $ {438 a )
Continuing operations ) $(09. "7 § 35 $”'"{4.70)'j T

~ [R——

(1) The impact an the provision (benefit) for income taxes for the year ended December 31, 2005 is primarily the result of the reduction in the LS. net deferred tax
assets for which 2 valuation altowance was previously recognized in the third quarter of 2005, as disclosed.in Note 15.

w7,

. Year Ended December.31, 2004 |,

3 h

T T

" As Previously ¢ °

+ LIFO to Average. - .

-

' ' PR . Cost Change in Costing "t R

cavos . Reported- ' ++ Methodology Adjustments . As Adjusted: |
Cost of goods sold $ 9582 $ 19 ST T
Gross profit 3,935 e, (19) 3916
Loss from contmuang operattons before |r1terest other income Poog ol

(charges) net and income taxes (87) 19) (106)
Loss from continmng operatmns before.income taxes. . Ce— L {94) - - (1!}'). : ‘ . — (113
Benefit for income taxes (175) (7) (182} '
Earnings {loss) frqfn continuing operations - I . (12 - h . 69 -
Net earnings {toss) $ 556 $ (12) $ 54
Basic and diluted net eamings (loss) per share: $ 194 $ {.04) $ 190

Continuing operations $ 28 $ (.04) $ 24




Components of the Company’s Consolidated Statement of Financial Position affected by the change in costing methodology as of Decernber 31, 2005;
asworiginally reported under the LIFO method and as adjusted for the change in inventory costing methodology from the LIFO method to the average v
cost method are as follows (in millions); - SR .ot

_ LIFO to Average
As Previously Cost Change in Costing
3 HE g ‘ll :‘_ -'.{- o Reom:ted ‘ Methodology Adjustments  As Adjusted
Assets S
Current Assets - fe
Inventories, net $ 1,140 $ 315 < $"'1 455 '
- Total Current Assets 5,781 ‘ 315 e 6,096
Total Asses " $14921 $ 315 s 123
Shareholders’ Equity ' . . . o
Retained eariigs™™~  ~ - ) - $ 6402 $ 35 - 677 -
Total Shareholders'-Equity ' , 1,967 . . 315 N 2282 .
Total Liabilities & Shareholders’ Equity O su $35 . §$152%

Components of the Company's Consolidated Statement of Cash Flows affected by the change in costing methodology for the year ended December )
31, 2005 as originally reported under the LIFO method and as adjusted for the change in inventory valuation methodology from the LIFO method to the

average cost method are as follows (in millions); o
o LIFD to Average ' o -

As Previously Cost Ghange in Costing S

‘Reported Methodology Adjustments As Adjusted

Cash flows relating to operating activities:

Net (l0oss) earriings - - Co - ‘ $(1;362) B $ 101 © 8 (1,261)

Adjustments to recoricile t net cash - R C ' oot
provided by operating activities:

Provision {benefit) for deferred taxes R Y v R (133 TSR 343 "‘i’
* Decrease in inventories N ‘ 2L - 6 "

Net cash prowded by oper‘a‘ting activities $ 1,208 $ — T$ 1208

. :z'i“ r K. . st frr 50t

(1) Refer to motnote (1)on Page 78.. . o e . N
e L K [4 4
4 J a
i ] "i
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Components of the Company’s Consolidated Statement of Cash Flows affected by the ¢change in costing methodology for the year ended December.
31, 2004 as originally reported under the LIFO method and as adjusted for the change in inventory valuation methodology from the LIF0 method to the
average cost method are as follows {in millions): .

LIFO to Average
As Previously . Cost Change in Costing
Reported Methoyology Adjustments As Adjusted

Cash flows relating to operating acti\‘fi.ties: .
Net earnings {loss) $ 556 $ (12 $ 544

Adjustments to reconcile to net cash
provided by operating activities:

e 1

Benefit for deferred taxes @ {7 ' (‘44') -
Decrease in inventories s 83 } 19 102
Net cash provided by operating activities $ 1,168 5 — $‘1',1§8 '
NOTE 4: PROPERTY, PLANT AND EQUIPMENT, NET !
{in millions) 2006 2005 '
Land '$ 98§ 127 L
Buildings and building improvements . 2,393 2,552 . _ ,
Machinery and equipment 7.787 8,481 .
Construction in progress ' 94 219
10,372 11,379
Accumulated depreciation : {7,530) (7.601)
Net properties ' $ 2842 $3778 .

+

Depreciation expense was $1,185 million, $1,281 million and $964 million for the years 2006, 2005 and 2004, respectively, of which approximately
$285 million, $391 million and $183 million, respectively, represented accelerated depreciation in connection with restructuring actions.

NOTE 5: GOODWILL AND OTHER INTANGIBLE ASSETS
Goodwill was $2,136 miflion and $2,141 million at December 31, 2006 and 2005, respectively, The changes in the carrymg amount of goodwull by
reportable segment for 2005 and 2006 were as follows:

o

, F|Im& ‘ : . Graphic

Consumer Photofinishing Health Communications  Consolidated
{in millions) Digital Group Systems Group " Group Group Total
Bafance at December 31, 2004 $ 162 $ 579 $ 587 $ 118 $ 1,446
Geodwill related to acquisitions — - 32 709 M
Finalization of purchase accounting — — = 1 . 1
Currency translation adjustments (2) (8) (31) (6) {47)
Balance at December 31,2005 - $ 160 . $ 57 $ 588 ' $ 822 $ 2141
Finalization of purchase accounting — — — ' 2 2
Currency translation adjustments 4 26 24 1) 53
Balance at December 31, 2006 $ 164 $ 597 $ 612 $ 823 $2‘1'96




The purchase accounting adjustments of $2 million for the year ended December 31, 2006 were attributable to the finalization of purchase accounting 1
for the 2005 acquisition of KPG in the amount of $19 million, and finalization of purchase accounting for the 2005 acquisition of Creo in the amount of
$(17) million. -

Due to the realignment of the Company's operating model and change in reporting structure, as described in Note 23, “Segment |ntormétion,“ effec-
tive January 1, 2006, the Company reassessed its goodwill for impairment during the first quarter of 2006, and determined that no reporting units'
carrying values exceeded their respective estimated fair values based on the realigned reporting structure and, therefore, there was no impairment.

The gross carrying amount and accumulated amortization by major intangible asset category for 2006 and 2005 were as follows:

As of December 31,2006 _ _
(in millions) Gross Carrying Amount Accumulated Amortization Nt Weighted-Average Amortization Period
Technology-based $ 488 - 8225 $ 263 7 years
Customer-refated - 402 IR I I Loowa ~ 13ysars
Other 217 91 N 126 © o Tyears
Total $107 $ 434 5673 9 years

As of December 31, 2005 o
{in millions) Gross Carrying Amount Accumulated Amortization Net Weighted-Average Amortization.Period
Technology-based $ 482 . 3. 154 . § 328 7 years
Customer-related 400 81 i 319 E 13 years
Other 212 , 53 . 159 7 years _ ; SRy

Total $1,004 $ 288 $ 806 9 years

The intangible assets acquired during 2006 of $3 million were attributable to technology-based intangible assets for the purchase of inteliectual

* f

property. - L L o
Amortization e)'(pense refated to intangible assets was $146 million, $125 miliion_ and $67 million in 2006, 2005 and 2004, respectively. .
* Estimated future amortization expense related to purchased intangible assets at December 31, 2006 is as follows (in millions):

2007 § 136 A .
008 10 ' ,

2000 118" T

2010 92

aom 4k
o012+, 149

Total § 673 . A St ’ : e I
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NOTE 6: OTHER LONG-TEFIM ASSETS S - P X

N ' . - . .
f T I S ' o . - , N Sor . R

(|n milions) ©Uo006 2005

Prepaid pension costs Cos .. $1589 51144 et e
Investments in unconsolidated affiliates- -+ "~ 54 - v 6L Lot ey S LA
Deferred income taxes, net of valuation allowance - 642 -+ 450 - -~ - bt et ST D
Intangible assets other than goodwill - 1~ - | . 673 .. -806 - , -, . .. Sl e
Nan-current receivables ' 402 383 '
Miscellaneous other long-term assets _ < T T

ol e LT w T T T 353!725;.'-7 $3228 ol e

- - . - . - . e e s - — . - “- - - p— - - . S

The miscellaneous component above consists of other misceflanequs long-term assets that, lndn.rldually, are less than 5% of the Company S total as-
sets, and therefore, have been aggregated in accordance with Regulation S- X

L

- . - . - - B e e e e o e e - . - - PO

NOTE 7 INVESTM ENTS
Eqmty Method

- At December 31, 2006 and 2005, the Company’s significant equity method mvestees and the Company’s apprommate ownership interest in each

investee were as follows . . - . . -~ - . e . — e
R R SR SRR RORERY ' 2006 2005 N el FSCIETS
SK Display Corporation- | e e— 34% , . ‘ ‘ e e
Matsushita-Ultra Technologies Battery Corporation 30% 30% ' RIS
Lucky Film Co. Ltd. (Lucky Fllm) ) ‘ 13% 13% ) 3 <
' KJImaging™ . T Ty Tt 340t R }‘!.:-‘ - - N '_:
J League Photo- . .- e e . 25% - 25% - - e e T "

At Decernber 31 2006 and 2005 the carrylng value of the Company 5 eqmty mvestment in these szgmhcant unconsohdated afflllates was $36 mlillon
and $30 million, respechvely, and is reported within other Jong-term assets in the accompanying Gonsolidated Statement of Financial Posmon The
Company records its equity in the | incomé or losses of these invéstees and reports'such amounts in other income (charges) net in the acoompanymg
Consolidated Statement of Operations. See'Note 14, “Other Income (Charges), Net.! . .=~ - .. i . el

In January 2006, Kodak terminated the SK Display joint venture arrangement with Sanyo Electric Company pursuant to terms of the original agree-
ment. The Company recognized a $7 million gain in other income (charges), net on this transaction. This termination did not have a material impact on
the Company's financial position, results of operations or cash flows. Kodak will continue as exclusive licensing agent on behalf of Kodak and Sanyo
for certain OLED inteflectual property. :

Through April 1, 2005, the Company held a 50% interest in Kodak Polychrome Graphics (KPG). This joint venture between the Company and Sun

Chemical Corporation was accounted for using the equity method of accounting. On April 1, 2005, the Company acquired Sun Chemical Corporatlon ]
50% interest in KPG, which resulted in KPG becoming a wholly owned and fully consolidated subsidiary of the Company, operating within the Graphlc
Communications Group segment. See Note 21, "Acqu:sutlons for further discussion regarding the KPG acquisition. . \ e




Summarized financia! information for KPG for 2004 is as follows: ' * A S T g . ST

Condensed Statement of Operations —_— . o e
{doltar amounts in millions) o 90040 - - ray Tl R B
Net sales $1,715 . oo
Gross profit .. ..563 ) - . o
income from continuing operations "TT105 S B S

Net income - 105 . .

- . [ “ .- - - .. C e e e =

Condensed Balance Sheet

(dollar amounts in milions) .. . ..~ December3), 2004 . .. . . . , v e
Current assets $ 909 | o
Noncurrentassets . "0 0 e Tty LT e . M o : ; B Ca !
Current liabilities R T S
Noncurrent liabilities 60

s . ) Y]

Kodak has no other material activities with its eqlity method investees.
Cost Method |,

The Company also has certain investments with less than a 20% ownership interest in various private companies whereby the Company does not have
the ability to exercise significant influence. These investments dre accounted for under the cost method. For those investments that have readily deter
minable fair market values, the carrying values are adjusted to fair market value based on the most recent information available. For those mvestments
that have no readﬂy determinable fair market value, the carrying va1ues are adjusted if there have been identified events or changes in‘circumstances”
that would have a significant effect orl the fair vaiue. The remammg carrying value of the Company’s investments accounted for under the cost method
at December 31, 2006 and 2005 of $18 mllllon and $31 million, respectively, is mcluded in other long-term assets in the accompanying Consolidated
Statement of Fmancsal Position. " : : AT t

]
]

NOTE 8 ACCOUNTS PAYABLE AND OTHER CURRENT LIABILITIES '

“=y LN . T .o ' -

{in milions) - e 2006 . 2005 . . ., ,
Accounts payable, trade $1003 Y $ 99" : , C P
Accrued employment-related liabilities 876 : 950 v '
Accrued advertising and promotional i expenses 506 - ° 683 v v :
Defersed revenue . 496 . 350 ' nl
Accrued restmctunng Ilabllmes 263 . 309
Other ’ o "09 ., 899 i )
Total . - C84143 T s 4187 '

LT 3T . L
‘The other component above consists of other miscellaneous current liabilities that, individually, are less than 5% of the total current liabilities compo-~
nent within the Consolidated Statement of Financial Position, and therefore, have been aggregated in accordance with Regulation S-X.- -+ -
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NOTE 9: SHORT-TERM BORROWINGS AND LONG-TERM DEBT - ~ - - r.
Short-Term Borrowings -

LT - R

The Company’'s short-term borrowings at December 31, 2006 and 2005 were as follows: P g ,
(in millons) 2006 2005 o
Current portion of long-term debt $ 17 $ 706 , ST T
Short-term bank borrowings 47 113 ' e
Total | $ 64  § 819 o ’ T

The weighted-average interest rates for short-term bank borrowmgs outstandmg at December 31, 2006 and 2005 were 9.84% and 5.82%, respec-

tively. 3
As of December 31, 2006, the Company and its subsidiaries, on a consolidated basis, maintained $1,110 million in committed bank lines of credit and
$616 million in uncommitted bank lines of credit to ensure continued access to short-term borrowing capacity. i

Long-Term Debt, Including Lines of Credit . .. . .. L . -
Long-term debt and refated maturities and interest rates were as follows at December 31, 2006 and 2005 (in millions):

2006 | 2005 : . 0 ¢

© sl g vt wwge... , Weighted-Average. ., ... - .. Weighted-Average e
Country: < Type ... Maturity: . " "Interest Rate’ - Amount Qutstanding, . Interest Rate . ° Amount Qutstanding
US.. ", Medium-term’ . 2006 | ';,," T N 638% . §500 . "
us. . Medum-term. 2008 Caew . om0 o, Tsesw . o0
Us .. . r‘Term note - -« 2007{ o "'-3‘[ ' 750%; by s w10 o .- v
us. Term note 2012 760% - 861 . BB3% - . 82
Canada Term note 2012 7.60%" _ 277 6.52%" 280
Us. Term notes: ., 2006-2013 "', :=%616% . .- . 47 . - o0 B16% - ©owr 83
Germany Termnotes  2006-2013 6.16% . 188 6.16% 33
Us. Term note 2013 725% -0 50 C  725% 5007
us. Termnote = 2018 9.95% . 3 - 9.95% : ;S
u.s. Term note 2021 9.20% i 0 920%: - . 10 ..~ -
U.s. Convertible 2033 3.38% . 575 . L338% . 575 v -
U.S. Notes 2006-2010 590%™ G 8 - 5.80%" 6.
Other ' 2 P S 2.

R SO
Current portion of long-term debt . Lo (706) .«
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Annual maturities {in millions) of long-term debt outstanding at December 31, 2006 are as follows: $17 in 2007, $273 in 2008, $34 in 2009, $36 in

2010, $39in 2011 and $2,332 in 2012 and beyond.




Secured Credrt Facilities . o : .

On October 18,2005 the Company closed on $2.7 billion of Senior Secured Credit Facrlrtres {Secured Credit Facilities) under a new Secured Credit
Agreement (Secured Credit Agreement) and associated Secuirity Agreement and Canadian Security Agreement. The Secured Credit Facilities consist -
of a $1.0 billion 5-Year' Committed Revolving:Credit Facility (5-Year Ftevotvrng Credlt Facility) expiring October 18 2010and $1 I brllron of Term Loan
Facilities (Term Facilities) expiring October 18, 2012.. : P '

The 5-Year Revolving Credit Facility can be used by Eastman Kodak Company {U:S. Borrower} for general corporate purposes including the isSuance
of letters of credit. Amounts available under the"facrllty can be borrowed, repaid-and re-borrowed throughout the term.of the facility provided the
Company remains in compliance with covenants contained in the Secured Credit Agreement. As of December 31; 2006, there was no debt outstandrng
and $141 million of letters of credit issued under this facility.

Uinder the Term Facilities, $1.2 billion was borrowed at closing primarily to refinance debt originally tSSIJBd under the Company's prevrous §1.225
billion 5-Year Facility to finance the acquisition of Creo Inc. on June 15, 2005. The $1.2 billion consists of a $920 million 7-Year Term Loantothe U.S.
Borrower and a $230 million 7-Year Term Loan to, Kodak Graphic Communications Canada Company {KGCCC or, the {anadian Borrower) Pursuant to
the terms of the Secured Credit Agreement, an addrtronal $500 million was available to the LS. Borrower under the seven-year term foan facility for”
advarice atany time through.June 15, 2006. 0n'June 15 2006, the Company used this $500 million to refinance $500 milflon'6.375% Medium Term
Notes, Series A, due June 15, 2006. This ferm loan matures on October 18, 2012 and may be prepaid in whole or in part at specified interest reset
dates without penalty These obligations are secured through asset and equrty pledges as described below.

At December 31, 2005 the balances for thege secured credit facrhtles reported in long-term debt, net of current portion, on the Consolldated State-
ment of Financial Positior were $861 million and $277 miltion for the U.S, Borrower and the Canadian Borrower, respectively. Thé Secured Credrt
Agreement requires mandatory quarterly prepayrnent of .25% of the outstandrng advances. Debt issue costs incurred of approxrmatety $57 m:llron
associated with the Secured Credrt Facrlrtres were recorded as an asset and are oerng amortized over the life of the borrowings. )

In the fourth quarter of 2006 the Company prepaid $542 mrllron on its Term Loan Facility. In conjunctron with this prepayment the Company wrote off
approximately $9 million of debt issuance costs associated with the early extinguishment of debt. .

Pursuant to the Secured Credit Agreement and associated Security Agreement, each subsidiary organized in the U.S. jointly and severally guarantees
the obligations under the Secured Credit Agreement and all other obligations of the Company and its subsidiaries to the Lenders. The guaranty is sup-
ported by the pledge of certain U.S: assets of the U.S. Borrower and the Company’s U.S. subsidiaries including, but not limited to, receivables, inven-
tory, equipment, deposit accounts, investments, intellectual property, including patents, trademarks and copyrights, and the capital stock of “Material
Subsidiarigs.” Excluded from pledged assets are real property, “Principal Propertres and equrty interests in “Restricted Subsidiaries”, as defined in.
the Company’s 1988 Indenture. s . Cy o '

“Material Subsidiaries” are defined as those subsidiaries with revenués or assets constituting 5 percent or more of the consolidated revenues or as-
sets of the correspondmg borrower. Material Subsrdrarres will-be determined on an annual basis under the Secured Credit Agreement.

Pursuant to the Secured Credit Agreement and assocrated Canadian Security Agreement Eastman Kodak Company and Kodak Graphic Commumca-
tions Company (KGCC, formerly Creo Americas, Inc.), jointly and severally guarantee the obligations of the Canadian Borrower, to the Lenders. Sub- -
sequently, K6CC has been merged into Eastman Kodak Company. Certain assets of the Canadian Borrower in Canada were also pledged in support of
its obligations, mcludrng but not limited to, receivables, inventory, equipment, deposit accounts, investments, intellectual property mcludrng patents,’
trademarks and copyrights, and the capital stock of the Canadian Borrower s Material Subsidiaries. :

interest rates for borrowrngs under the Secured Credit Agreement are dependent on the Company 5 Long Term Senior Secured Credit Rating. The
Secured Credit Agreement contains various affirmative and negative covenants customary in a facility of this type, including two guarterly financial
covenants: (1) a consolidated debt for borrowed money to consolidated earnings before interest, taxes, depreciation and amortization (EBITDA) (sub-,
1ect to adjustments to exclude any extraordmary income or losses, as defined by the Secured Credit Agreement, interest income and certain non- cash
items of income and expense) ratio of not greater than: 3.50 to 1 as of December 31, 2006 and thereafter, and (2) a consolidated EBITDA to consolr- _
dated interest expense (subject to adjustments to exclude interest expense not related to borrowed mioney) ratio, on a rolling four-quarter basis, of no
less than 3 to 1. As of December 31, 2006, the Company was: in compliance with all covenants under the Secured Credit Agreément.

In addition, subject to various conditions and exceptions in the Secured Credit Agreement, in the event the Cornpany sells assets for net proceeds )
totaling $75 million or more in any year, except for proceeds used within 12 manths for reinvestments in the business of up to $300 million, proceeds
from sales of assets used in the Company’s non-digital products and services businesses to prepay or repay debt or pay cash restructuring charges
within‘12'months from the date of sale of the assets, or proceeds from'the sale of inventory in the ordinary course of buginess, the amount in excess
of $75 mrllron must be applied to | prepay loans under the Secured Credit Agreement. .

The Company pays a commitment fee at an annual rate of 50 basis points on the undrawn balance of the 5-Year Revalving Credrt Facility at the
Company's current credit rating of Ba3 and B+ from Moody's Investor Services, Inc. (Moody's) and Standard & Poor’s Flat:ng Services (S&P), respec-
tively. This fee is reported as interest expense in the Company’s Consolidated Statement of Operations.
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In addition to the 5-Year Revolving Credit Facility, the Company has other committed and uncommitted lines of credit at December 31; 2006 totaling °
$110 million and $616 million, respectively. These lines primarily support borrowing needs of the Company’s subsidiaries, which include term loans, -
overdraft coverage, letters of credit and revolving credit fines. Interest rates and other terms of borrowing.under these lines of credit vary from country
to country, depending on local market conditions. Total outstanding borrowings against these other committed and uncommitted lines of credit at *.
December 31, 2006 were $18 million and $29 million, respectively. These outstanding borrowings are reflected in the short-term borrowings in the
accumpanylng Consolidated Statement of Fmancral Posrtron at| December 31, 2006.

At December-31, 2006 the Company had outstandlng letters of credit totallng $144 million and surety bonds in the amount ol $100 m||||on pnmanly .
to ensure the payment of possible casualty and workers' compensation.claims, environmental liabilities, and to support various customs and trade -
activities. . L o . L
Debt Shelf Reglstratlon and. Convertlble Securltles '
On September 5, 2003, the Company filed a shelf registration statement on Form S-3(the prlmary debt shelf regtstrahon) forthe i |ssuance of up to
$2.0 billion of new debt securities. Pursuant toRule 429 under the Securities Act of 1933, $650 million of remaining unsold debt securities under a
prior shelf registration statement were mcluded in the pnmary debt shelf regrstratlon thus grvmg the Company the ablllty to issue,up to $2. 65 billion in
public debt. After i lssuance of $500 ITII||I0l'I in notes in October 2003 the remaining avarlablllty under the pnmary debt shelf registration was at$2. 15
billion. o

On October 10, 2003, the Company completed the otlenng and sale of $500 million aggregate pnnclpal amount of Semor Notes due 2013 (the Notes)
which was madepursuant to the Company S new debt sheif reglstrahon The remaining unused balance under the, Company’s new debt shelf is
$2.15 billion. Coricurrent with the offering and sale of the Notes, on October 10, 2003 the Company completed the private placement of $575 million .
aggregate principal amount of Convertible Senior Notes due 2033 {the Convertrble Securities) to qualified | |nst|tut|onal buyers pursudnt to Rule 144A
under the Securities Act of 1933. Interest on the Convertible Securities will accrue at the rate of 3.375% per annum and is payable semiannually. The
Convertible Securities are unsecured and rank equally with all of the Company’s other unsecured and unsubordinated indebiedness.-As a condition of °
the private placement, on January 6, 2004 the Company filed a shelf registration statement under the Securities Act of 1933 relating to the resale'of
the Convertible Securities.and the common stock to-be issued upon-conversion of the Convertible Securities pursuant toa reglstratlon rights agree
ment, and made this she!f registration statement eﬁectrve on February 6, 2004. Co .

The Convertible Securities contain a number of conversion féatures that include substantivé contingencies. The Convertible Securities are convertrble
by the holders at an initial conversion rate of 32. 2373 8hares of the Company's common stock for each $1,000 principal amount of the Convertible Se-
curities, which is equal to an initial conversion price of $31.02 per share:-The initial conversion rate of 32.2373 is subject to adjustment for: (1} stock
dividends, (2} subdivisions or combinations of the Company’s comman stock, {3) issuance to all holders of the Company’s common stock of certain
rights or warrants to purchase shares of the Company's common stock at less than the market price, (4) distributions to all holders of the Company's -
common stock of shares of the Company’s capital stock or the Company’s assets or evidences of indebtedness, (5) cash dividends in excess of the
Company s current cash dividends, or (6) certain payments made by the Company in connectron with tender offers and exchange offers,

The holders may convert their Convertlble Securities,.in whole orin part into shares of the Company s common stock under any of the followmg
circumstances: (1) during any calendar quarte_r if the price of the Company's common stock is greater than or equal to 120% of the applicable conver
sion price for atileast 20 trading days during a-30 consecutive trading day period ending on the last trading day of the previous calendar quarter; (2) .
during any five consecutive trading day period following any 10 consecutive trading day period in which the trading price of the Convertible Securities
for each day of such period is less than 105% of the conversion value, and the conversion value for each day of such period was less than 5% of the
principal amount of the Convemble Securities (the Parity Clause) (3) if the Company has called the Convertible Securitiés for redemptlon ), upon 4 the
occurrence of specmed corporate transactlons such asa consolrdatlon merger or blndlng share exchange pursuant to which the Company S common
stock would be converted inito cash, property or securitiés: and (5)if the Senior Unsecured credit rating assigned to the Convertlble Securltles by ei-
ther Moody' s or S&P is Iowerthan Ba2 or BB, respectrvely, or if the Convertible Securities are no Ionger rated by at least one of these services ‘or their
successors {the Credlt Ratlng Clause) At the Company s current credit ratmg, the Convertible Securities may be converted by the:r holders te

The Company may redeem some or all of the Convertible, Securrhes at any time on or after October 15,2010 ata purchase pnce equal to 100% of the
principal amount of the Convertible Securities plus any accrued and unpald interest. Upon a call for redemption by the Company, a conversion trlgger
is met whereby the holder of each 81, 000 Convertible Semor Note, may ‘convert such note to shares of thé Company’s common stock

The holders have the nght to require the Company to purchase their Convertible Securities for cash at a purchase price equal to 100% of the prmcrpal
amount of the Convertible Securities plus any accrued and unpaid interest on October 15, 2010, October 15, 2013, October 15, 2018, October-15;
2023 and October 15, 2028 or upon a fundamental change as described.in the offering memorandum filed under Rule 144Ain conjunction with the .
private placement of the Convertible Securities. As of December 31, 2005, the Company has reserved 18,536,447 shares m treasury stock to cover
potential future conversrons of these Convertrb!e Secuntres mto common stock

' : ," S ' a o
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Certain of the conversion features contained in the Convertible Securities are deemed to be embedded derivatives as defined under SFAS No..133; . ." y
“Accounting for Derivative Instruments and Hedging Activities.” These embedded derivatives include the Parity Clause, the Credit Rating Clause, and .
any specified corporate transaction outside of the Company’s control such as a hostile takeover. Based on an externat valuation, these embedded -

derivatives were not matenal to the C.ompanysfmancral position, results of operations or cash flows,, e (ot
NOTE 10: OTHEFI LONG-TEFIM LIABILITIES n : "
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The other component abové consists, of other miscellaneous long-term liabilities that mdwrdually, are less than 5% of the total liabilities component |n

the accompanymg Consohdated Statement of Financial Posrtlon and therefore have been aggregated in accordance with Regulatron 5-X. L

NOTE.11: COMMITMENTS AND CONTINGE_NCIES, e

Environmental

Cash expendrtures for poIIutlon preventron and waste treatment for the Companyscurrent faollrtzes were as fotlows ' ol
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At December 31, 2006 and 2005, the Company’s undiscounted accrued liabilities for environmental remediation costs amounted to $154 million and--
$171 million, respectively. These amounts are reported in other long-term liabilities in the accompanying-Consolidated Statement of Financial Position.

The Company is cusrently implementing a Corrective Action Program required by the Resource Conservation and Recovery Act (RCRA) at the Kodak
Park site in Rochester, NY. As part of this program, the Company has completed the RCRA Facility Assessment (RFA}, a broad- based environmental
investigation of the site. The Company is currently in the process of completing, and in some cases has completed, RCRA Facility Investrgatrons (RFI)
and Corrective Measures Studies (CMS) for areas at the site. At December 31, 2008, estimated future investigation and remediation costs of $65 mll-
lion are accrued for this srte and are tncluded inthe $154 miflion reported in gther Iong-term liabilities.

v,

The Company has obllgatrons felating to other operahng sites and former operatlons with estimated tuture |nvest|gat|on remedlatlon and momtonng
costs of $16 mtlhon At December 31 2005 these costs are accrued and included in the $154 million reported in other Iong term ||ab|[|t|es T

The Company has obligations relating to plant closures and former operations. As a result of four plant closures, the Company has estimated future-
investigation, remediation and monitoring cost of $23 million. The Company has obligations with estimated future investigation, remediation and
monitoring costs of $9 million at sites of former operations. At December 31, 2006, these costs are accrued and included in the $154 rnrlhon reported
in other long-term liabilities. -~ o ; . S 3 b . e

In 2005, the Company completed its acquisition of KPG through the redemption"of Sun Chemical C'orporatjonis 50 percent interest in the joint venture,
and also completed its acquisition of Creo. As a result of the two acquisitions, the Company has obligations with estimated future investigation,
remediation and monitoring costs of $20 million. The closure of a Creo plant located in West Virginia was announced in the third quarter of 2005 with
remediation at a cost of $15 million and is included in the $20 million. At December 31, 2006, these costs are accrued and included in the $154 million
reported in other long-term liabilities.
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The Company has retained certain obligations for environmental remediation and Superfund matters related to certain sites associated with the non- ~

imaging health businesses sold in 1994. At December 31, 2008, estimated future remediation costs of $21 mllhon are accrued for these sites and are
included in the $154 million reported in other long-term liabilities. -

Cash expenditures for the aforementioned investigation, remediation and monitoring activities are expected to be incurred over the next twenty-nine
years for many of the sites. For these known environmental liabilities, the accrual reflects the Company’s best estimate of the amount it will incur un-
der the agreed-upon or proposed work plans. The Company's cost estimates were determined using the ASTM Standard E 2137-01, “Standard Guide
for Estimating Monetary Costs and Liabilities for Environmental Matters,” and have not been reduced by possible recoveries from third parties, The
overall method includes the use of a probabilistic model which forecasts a range of cost estimates for the remediation required at individual sites. The
prajects are closely monitored and the models are reviewed as significant events occur or at least once per year. The Company’s estimate includes
equipment and operating costs for remediation and long-term monitoring of the sites. The Company does not believe it is reasonably possible that the
losses for the known exposures could exceed the current accruals by material amounts. .

A Consent Decree was signed in 1994 in settlement of a civil complaint brought by the U.S. Environmental Protection Agency and the U.S. Department
of Justice. In connection with the Consent Decree, the Company is subject to a Compliance Schedule, under which the Company has improved its .
waste characterization procedures, upgraded one of its incinerators, and is evaluating and upgrading its industrial sewer system. The total expen-
ditures required to complete this program are currently estimated to be approximately $2 million over the next two years. These expenditures are
incurred as part of plant operations and, therefare, are not included in the environmental accrua at December 31, 20086.

The Company is presently designated as a potentially responsible party (PRP) under the Comprehensive Environmental Response, Compensation' and .

Liability Act of 1980, as amended {the Superfund Law), or under similar state laws, for environmental assessment and cleanup costs as the result of
the Company s alleged arrangements for disposal of hazardous substances at six Superfund sites. With respect to each of these sites, the Company’s
liability is minimal. In addltron the Company has been |dent|f|ed as a PRP in connection with the non-imaging health businesses in three active
Superfund sites. Numerous other PRPs have also been des:gnated at these sites. Although the law imposes joint and several liability on PRPS, the
Company’s historical experience demonstrates that these costs are shared with other PRPs. Settlements and costs paid by the Company i in Superfund
matters to date have not been material, Future costs are also not expected to be material to the Company's financial position, resuits of operations or -
cash flows.

The Clean Air Act Amendments were enacted in 1990. Expenditures to comply with the Clean Air Act implementing regufations issued to date have not
been material and have been primarily capital in nature. In addition, future expenditures for existing regulations, which are primarily capital in nature,
are not expected to be material. Many of the regulations to be promulgated pursuant to this Act have not been issued.”

Uncertainties associated with environmental remediation contingencies are pervasive and often result in wide ranges of outcomes. Estrmates devel-
oped in the early stages of remediation can vary significantly. A finite estimate of costs does not normally become fixed and determinable at a specific
time. Rather, the costs associated with environmental remediation become estimable over a continuum of events and activities that help to frame and
define a liability, and the Company continually updates its cost estimates. The Company has an angoing monitoring and identification process to as-

sess how the actwmes with respect to the known exposures, are progressing against the accrued cost estimates, as well as to identify other potential

remediation sites that are presently unknown.

Estimates of the amount and timing of future costs of environmental remediation reqmrements are by thetr nature imprecise because of the contlnumg
evolution of environmental laws and regulatory requirements, the availability and application of technology, the identification of presently unknown
remediation sites and the allocation of costs among the potentially responsible parties. Based upon information presently available, such future costs

- are not expected to have a material effect on the Company’s competitive or financial position, However, such costs could be material to results of

operations in a particular future quarter or year. : '

Asset Fletlrement Obligations ;

As of December 31, 2006 and 2005, the Company has recorded apprommately $101 million and $75 mrllron respectlvely, of asset retirement oblrga-
tions within other lang-term liabilities in the accompanying Consolidated Statement of Fmanclal Position. The Company’s asset retirement obligations
primarily relate to asbestos contained in buildings that the Company owns. In many of the countries in which the Company cperates environmental
regulations exist that require'the Company to handle and dispose of asbestos in a special manner if a buudmg undergoes major renovations or is
demolished. Otherwise, the-Company is not required to remove the asbestos from its buildings. The Company records a liability equal to the estimated
fair value of its obligation to perform asset retirement activities refated to the asbestos, computed using an expected present value technique, when
sufficient information exists to caicufate the fair.value. The Company does not have a liability recorded related to each building that contains asbestos
because the Company cannot estimate the fair value of its obligation for certain buildings due to a lack of sufficient information about the range of-
time over which the obligation may be settled through demolition, rengvation or sate of the building.
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Reconciliations of the beginning and ending aggregate carrying amount of all asset retirement obligations (including those recorded under SFAS No.
143, FSP 143-1, and FIN 47) for the years ended December 3, 2006 and 2005 are presented below: ‘ -

+

{inmiions) - . 2008 - 2005

Asset retirement obligations as of January 1 $ 7B . %7
Liabilities incurred in the current period a S ! "
{including the adoption of FiN 47.in 2005) EER: - S . 66 r
Liahilities settled inthe current period .~ -+ - {30). . o= : S 5 - C
Accrefion expense . : 18 .2 ' "
Revisions in estimated cash flows ~ + - (5) SR |
Foreign exchange 5 — '
Asset retirement'obligations_ as of December 31§ 101 ) § 75 ) ' '
A reconciliation for the year enoed December 31, 2004 is not shown due to immateriality. S 0 .o

Other Commitments and Contmgencres .

The Company has entered into agreements with several companies, which provide Kodak with products and services to be used in |ts normal opera-
tions. These agreements are related to supplres groduction and admrnrstratwe services, as well as marketmg and advertising. The terms of these
agreements cover the next two to sixteen years. The minimum payments for these agreements are approximately $792 miflion in 2007, $393 million in
2008, $169 million in 2009, $103 million in 2010, $68 million in 2011 and $139 million in 2012 and thereafter.

At December 31, 2006, the Company had outstanding Ietters of credit totaling $144 million and surety bonds in the amount of $100 mrllron pnmanly
to ensure the completron of payment of possible casualty and workers compensatron claims, environmental liabilities, and to support various customs
and trade actwrtres

Rental expense, net of minor sublease rncome amounted fo $170 millron in 2006, $149 million in 2005 and $161 million in 2004 The approximate’
amounts of noncancelable lease commitments with terms of more than one year, principally for the rental of real property, reduced by minor sublease
income, are $159 fillion in 2007, $131 mlllron in 2008, $103 million in 2009, $79 million in 2010, $63 million in 2m and $101 million rn 2012 and
thereafter,

In-December 2003, the Company sold a property in France for approximately $65 miltion, net of direct selling costs, and-then leased back a portion of
this property for a nine-year term. In accordance with SFAS No. 98, “Accounting for Leases,” the entire gain on the property sale of approximately $57
million was deferred and no gain was recognizable upon the closing of the sale as the Company’s continuing involvement in the property is deemed

to be significant. As a result, the Company is accounting for the transaction as a financing. Future minimum lease payments under this roncancelable
lease commltment are approximately $5 million per year for 2007 through 2011, and approxrmately $5 million for 2012 and thereafter.

On March 8, 2004 the Company filed a complaint against Sony Corporation (Sony) in federal district court in Rochester, New York for digital camera’
patent infringement. On March 31, 2004, Sony sued thie Company for digital camera patent infringement in federal district court in Newark, New Jer-
sey. Sony subsequently fited a second lawsuit against the Company in Newark; New Jersey, alleging infringement of a variety of othier Sony patents.
Thé Company filed a counterclaim in the New Jersey action, asserting infringement by Sony of the Company's kiosk patents. Bath the Gompany and
Sony sought unspecified damiages and other relief. On December 29, 2006, the Company and Sony entered into an agreement settlmg their patent in--
fringement lawsuits against each other, dismissing the patent infringement claims. No monetary consideration was paid under the settlerment agreement.

Separately, the Company and Sony entered into a technology cross license agreement. Due to continuing obligations related to the license agree-
ment, revenue will be recognized over the term of the continuing obligations, which is two years. No revenue was recognized during the current period
related to this specific agreement,

On June 13, 2005, a purported shareholder class action lawsuit was filed against the Company and two of its current executives in the United States
District Court for the Southern District of New York. On June 20, 2005 and August 10, 2005, similar lawsuits were filed against the same defendants
in the United States District Court for the Western District of New York. The cases have been consolidated in the Western District of New York and

the lead plaintiffs were John Dudek and the Alaska Electrical Pension Fund. The complaints filed in each of these actions (collectively, the “Com-
plaints") sought to allege claims under the Securities Exchange Act on behalf of a proposed class of persons who purchased securities of the Company
between Aprit 23, 2003 and September 25, 2003, inclusive. An amended complaint was filed on January 20, 2008, containing essentially the same
allegations as the original complaint but adding an additional named defendant. Defendants’ motion to dismiss was argued on October 3, 2006 and
granted on November 1, 2006. The plaintiff did not appeal.
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On or about November 9,.2005, the Company was served with a purported shareholder derivative lawsuit that had been commenced against the
Company, as a nominal defendant, and eleven current and former directors and officers of the Company, in the New York State Supreme Court,
Monroe County. The Complaint seeks to allege claims on behalf of the Company that, between April 2003 and September 2003, the defendant officers
and directors caused the Company to make allegedly improper statements, in press release and other public statements, which falsely represented or
omitted material information about the Company’s financial results and guidance. The plaintiff alleges that this conduct was a breach of the defen-
dants’ common law fiduciary obligations to the Company, and constituted an abuse of control, gross mismanagement, waste and unjust enrichment. -
Defendants’ initial responses to the Complaint are not yet due. The Company intends to defend this lawsuit vigorously. '

In addition to the matters described above, the Company and its subsidiary companies are involved in other-lawsuits, claims, investigations and
proceedings, including product liability, commercial, inteflectual property, environmental, and health and safety matters, which are beirg handled and
defended in the ordinary course of business. There are no such matters pending representing contingent losses that the Company and its General
Counsel expect to be material in relation to the Company’s business, financial position, results of operations or cash flows.

NOTE 12: GUARANTEES - _ )

The Company guarantees debt and other abligations of certain customers. At December 31, 2006, these guarantees totaled a maximum of $150 mil-
lion, with outstanding guaranteed amounts of $131 million. The maximum guarantee amount includes guarantees of up to: $148 million of customer
amounts due to banks and leasing companies in connection with financing of ‘customers’ purchases of product and equipment from the Company
($130 million outstanding), and $2 million to other third parties (less than $1 million outstanding).

The guarantees for the third party debt mature between 2007 and 2011. The customer financing agreements and related guarantees typically have a
term of 90 days for product and short-term equrpment financing arrangements “and up to five years for long-term equrpment financing arrangements.
These guarantees would require payment trom the Company only in the event of defaulf on payment by the respectwe debtor. In some cases, particu-
{arly for guarantees related to equipment ftnancrng, the Company has collateral or recourse provrsrons to recover and sell the equrpment to reduce any
losses that mrght be incurred in connection with the guarantees

Management believes the likelihood is remote that matenal payments will be requrred under any of the guarantees disclosed above. With respect to
the guarantees that the Company issued in the year ended December 31, 2006, the Company assessed the fair value of its obligation to stand ready to
perform under these guarantees by considering the Irkelrhood of occurrence of the specrf ed tnggenng events or condrtlons reguiring performance as
well as other assumptions and factors.

The Company also guarantees debt owed 1o banks for some of its consolidated subsrdlarres The maxrmum amount guaranteed is $799 million,

and the outstanding debt under those guarantees, which is recorded within the short- term borrowings and long- term debt, net of current portion
components in the accompanying Consolidated Statement of Financial Position, is $255 million. These guarantees expire in 2007 through 2025. As of
the closing of the $2.7 billion Secured Credit Facilities on October 18, 2005, a $160 million KPG credit facility was closed. Debt outstanding under-the
KPG credit facility of $57 million was repaid and the guarantees of $160 million were terminated. Pursuant to the terms of the Company's $2.7 billion
Senior Secured Credit Agreement dated QOctober 18, 2005, obfigations under the $2.7 billion Secured Credit Facilities and other obligations of the
Company and its subsidiaries tothe $2.7 hillion Secured Credit Facilities lenders are guaranteed.

Indemnifications . ..

v

The Company-issues, mdemnrfrcatrons in certarn instances when it seIIs businesses and real estate and in the ordinary 00urse of busrness wlth tts
customers, supplrers service providers and busingss partners. Further, the Company indemnifies its directors and officers who are, or were, servmg
at the Company's request in such capacltres Historically, costs incurred to settle claims refated to these indemnifications have not been material to the
Company's financial position, results of operations or cash flows. Additionally, the fair value of the indemnifications that the Company issued during
the year ended December 31, 2006 was not material-to the Company’s financial position, resuits of operations or cash flows. o




Warranty Costs . oot Brgt ot : T
The Company:has warranty obligations in conriection with the sale of its equrpment The ongmal warranty penod for-equipment products is gener-

ally one year or less. The costs incurred to provide for these warranty obligations are estimated and recorded as an accrued liabifity at the time of
sale. The Company estimates its warranty cost at the point of sale for a given product based on historical failure rates and related costs to repair, The
change in the Company's accrued warranty obligations balance, which is reflected in accounts payable and other current liabilities in the accompany-
ing Consolidated Statement of Financial Posutlon was as fotlows

1, .
LA

(in milions) '
Accrued warranty obligations at December 31, 2004 © § 62

Actual warranty experience during 2005 (79)

2005 warranty provisions ‘ 72

Liabilities assumed from acquisitions 7 .
Adjt_rstments for changes in estimates - o )] 7 - : L s )
Accrued warranty obligations at December 31, 2005 $ 58

Actual warranty experience during 2006 ~ B (79) o

2006 Warranty provisions . , 8 e

Adjustments for changes in estimates 1) J i ' . ;t v,
Accrued warranty obhgatrons at December 31, 2006 L8860 . o

The Company also oﬁers its customers extended warranty arrangements that are generally one year, biit may range from three months to three -

years after the original warranty period. The Company provides repair services and routine maintenance under these arrangements' The Company

has not separated the extended warranty revenues and costs from the routine maintenance service.revenues and costs, as it is not practicable to.
do so. Therefore, these revenues and costs have been aggregated in the presentation below: Costs incurred under these arrangements for the year ..
ended December 31, 2006 amounted to $281 million. The change inthe Company’s deferred revenue balance in relation to these extended warranty -
airangements from December 31, 2005 to December 31, 2006, which is reflected in accounts payable and other current I|ath|tres in the accompany-

ing Consolidated Statement of Financial Position, was as follows: . - - - = . = ALV L
(in milfions} o . Lo E T e
L. Uy [ N f -
Deferred revenue: at December 31,2004 - - RELI 1 ) Eoer . ST )
New extended warranty arrangements in 2005 . - - .. 484 - LT e W
Liabilities assumed from acquisitions 45
Recognition of extended warranty arrangement revenue in 2005. - (487) . .- - R Lo
Deferred revenue at December 31, 2005 ' $1.3 o T

New exténded warranty rrangements in 2006 . 567 s . e v e L
Recognition of extended warranty arrangement revenue in 2006 (557) ‘ _ -

Deferred.revenueatDecemberat.2008 . ‘3193‘ : . S c

Costs incurred under these extended warranty arrangements for the year ended December 3, 2006 and December 31 2005 amounted to $281 mil-
lion and $256 million, réspectively. ~ ~ ‘ -
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NOTE 13: FINANCIAL INSTRUMENTS
The following table:presents the carrying amounts of the assets (hab|I|t|es) and the estimated fair values of financial instruments at December 31,

2006 and 2005;. - - ’ . o
L 2006 ‘ . 2005

{in millions) Carrying Amount Fair Value "Carrying Amount ~ Fair Value

Marketable securities: _ ) -
Current $ 18 $ 18 $§ 15. $ 16
Long-term. ' 4 , 4 13 13

Long-term borrowings {2,714) (2,740) {2,764) {2,688)

Foreign currency forwards {10) (10) 1 R |

Silver forwards - - . = . 2 2

Marketable securities are valued at quoted market prices. The fair values of long-term borrowings are determined by reference to quoted market
prices or by obtaining quotes from dealers. The fair values for the remaining financial instruments in the above table are based on dealer quotes and
reflect the estimated amounts the Company would pay or receive to terminate the contracts. The camying values of cash and cash equwatents receiv-
ables, short-term borrowings and payables approximate their fair values.

The Company, as a result of its global operating and financing activities, is exposed to changes in toreign currency exchange rates, commodity prices
. and interest rates, which may adversely affect its results of operations and financial position. The Company manages such exposures, in part, with
derivative financial instruments.-The fair value of these derivative contracts is reported in other.current assets or accounts payable and other.current
fiabilities in the accompanying Consotldated Statement of Financial Position., ., -~ .

Foreign currency forward contracts are used to hedge existing foreign currency denominated assets and liabilities, especially those of the Company’s
International Treasury Center, as well as forecasted foreign currency denominated intercompany sales. Silver forward contracts are used to mitigate
the Company's risk to tIuotuatmg silver prices. The Campany's éxposure to changes in interest rates results from its investing and borrowing activities
used to meet its liquidity need3. Long-term debt is genérally used to finance long-term investments, while short-term debt is used to meet worklng '
capital requirements. The Company does not utilize financial instruments for trading or other specutative purposes. '

The Company enters into foreign currency forward contracts that are designated as cash flow hedges of exchange rate risk related to forecasted. -
foreign currency denominated intercompany sales, Hedge gains and losses are reclassified into cost of goods sold as the inventory transferred in .. -
connection with the intercompany sales is sold to third parties. At December 31, 20086, the Company had no open-forelgn currency cash flow hedges.
During 2008, there were no foreign currency cash flow hedges and nothing was reclassified from accumulated other comprehenswe (Ioss) income to
cost of goods sold. .

The Company does not apply hedge accounting to the foreign currency forward contracts used to offset currency-related changes in the fair value
of foreign currency denominated assets and liabilities. These contracts are marked to market through net {loss) earnings at the same time that the
exposed assets and liabilities are remeasured through net {loss) earnings (both in other income (charges), net). The majority of the contracts of this
type held by the Company are denominated in euros. At December 31, 2006, the falr value of these open contracts was an unrealized loss of $10 mil-
lion (pre-tax). b

The Company has entered into silver forward contracts that are demgnated as cash flow hedges of price risk related to forecasted worldwide snver
purchases. Hedge gains and losses are reclassified into cost of goods sold as silver-containing products are sold to third parties. At December 31,
2006, the Company had no open forward contracts and nothing has been deferred in accumulated other comprehensive (loss) income. During 2006,
gains of $12 miflion (pre-tax) were reclassified from accumufated other comprehensive (loss) income to cost of goods sold. Hedge zneffectweness was
insignificant.

The Company’s financial instrument counterparties are high-quality investment or commercial banks with significant experience with such instru-
ments. The Company manages exposure to counterparty credit risk by requiring specific minimum credit standards and diversification of counterpar-
ties. The Company has procedures to monitor the credit exposure amounts. The maximum credit exposure at December 31, 2006 was not slgmf icant
to the Company.




'NOTE 14: OTHER . INCOME (CHARGES), NET

{in millions) 2006 2005 2004
Income {charges): - - Co S :
Investment income $ 60 $ 25 ° -8 18
Loss on foreign exchange transactions 3) (31) . 1y -
Equity in income of unconsolidated affiliates 7 12 - 30
Gain on sales of capital assets . 56 ‘74 © 15

. Intereston past-dué receivables and finance revenue on sales 3 4 4
Minority interest : - (7 4 (2)
Asset impairments 1) (25} -
Gains on sales of cost methed 1nvestments 13 4 -
Loss on early extinguishment of debt 9) — —
Lucky Film impairment - — - {19) -
Sun Microsystems settlement —_ — 92
Legal settiement — = 9
Other 9’ 4 5
Total $.118 $..44 $ 161

1 h

NOTE 15: INCOME TAXES .
The components of (loss) earnings from continuing operations before income taxes and the re!ated prowsnon (beneflt) for 13 and other income taxes

gl
.

were as follows:;

(in millions) * 2008 2005 ° 2004
{Loss) earnings before income taxes o R - .
us. . } © §.{B59) $(1,007) ‘$ (600)
Outside the U.S. S C209 ¢ ) 208" 487
Total $ (346) $ (799} $ (113)
U.S. income taxes . ' ' ' -
Current provision (benefit) $ 194 $ .19 $ (234)
Deferred (benefit) provision (145) . 493 (92)
Income taxes outside the U.5. . , .
* Current provision 135 1387 14
Deferred provision (benefity .. .38 (93) 2
State and other income taxes I o . .
- Gurrent provision (benefit) 45 + (2) 2
Deferred (benefit) provision (13) — 3
Total $ 254 $' 555 © 0§ (182) '
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operations were as folfows:

. Asof December 31, 2005, the Company had a valuation allowance of $1,116 million relating to its net deferred tax assets in the U.S. of $1,195 milfion.,

fealized. - .- - . v —— e . C e e

The differences between income taxes computed using the U 5. federal income tax rate and the provision {benefit)-for income taxes for.continuing ,

3 = v WA

{in milligns) - S “m s T - 2006 - - 2005 - 2004 - _ '
Amount computed using the statutory rate .. $ (121) $ (280) $ 40 | .
Increase (reduction) in taxes resulting from: . : e s [
State and other income taxes, net of federal | 6 R
Export sales and manufacturing credits . {14) ~(28) - 30
Operations outside the U.S. . : 16y - S 00 e -, (89 L
Valuation allowance ' ' 393 995 oy .
Tax settlements and adjustments, mcludmg interest 16 (13) . 1
(Other, net . ) (10) . (18 .. v 19) .
Provision (henefit) for income taxes $ 254 $ 555 S 077 BN R

Valuation Allowance u. S

The Company has performed the required assessment of posntwe and negative evidence regarding the reafization of the net deferred tax assets in.
accordance with SFAS No. 109. This assessment included the evaluation of scheduled reversals of deferred tax assets and liabilities, estimates of ‘
projected future taxable'income, carryback potential and tax planning strategies. _ A
As of December 31, 2006, the Company has a valuation allowance of $1,525 million retating to its net deferred tax assets in the U.S. of §1,767 mil-
lion. The remaining net deferred tax assets in excess of the valuation allowance of $242 million relate primarily to current year losses and certain tax
credits which the Company believes it is more fikely than not that the assets will be realized. The Company continues to record a valiiation aflowance -
on all'U.S. tax beriefits until an appropriate’ieve! of-profitability in the U:S. is sustained or until the Companyis able to generate'enough taxable mcome
through other tax planning strategies and transactions. .

The valuation allowance of $1.116 million-is attributable to (i) the charges totaling $961 million that were recotded in the third and fourth quarters of -
2005 and (i} a valuation allowance of $155 million recorded in a prior year for certain state tax carryforward deferved tax assets which the Company
befieves it is not more likely than not that the assets will be realized. The remaining net deferred tax assets in excess of the valuation allowance of $79
million refate to certain foreign tax credit deferred tax assets relatlng to which the Company believes it is more ukely than not that the assets will be

‘Valuation’ Allbwance ‘Out51de the U. S o ’ oo ’ A =

As of December 31, 2006, the Company has a valuation allowance of approximately $324 million relating to its net deferred tax assets outsude of the !
U.S. of $728 million. The valuation allowance of $324 million is primarily attributable to certain net operating loss and capltal Ioss carryforward assets
which the Company befieves are not more likely than not to be realized.

ad

During the fourth quarter of 2006, based on the Company’s assessment of positive and negative evidence regarding the reallzatlon of the net deferred
tax assets, the Company recorded additional valuation allowances of $80 million against its net deferred tax assets in certain jurisdictions outside the
US. In accordance with SFAS No. 109, the Company’s assessment included the evaluation of scheduled reversals of deferred tax assets and liabilities,
estimates of projected future taxable income, carryback potential and tax planning strategies. Based on the Company’s assessmient'of realizability, the
Company concluded that it was no longer more likely than net that these net deferred tax assets would be realized and, as such, recorded a va!uatlon
allowance of $90 miliion.

As of December 31, 2005 ‘the Company had a valuation aliowance of $212 million relating to its net deferred ‘tax assets outside of the U.S. of $569..
million. The valuation allowance of $212 million was attributable {0 certain net operating-loss-and capital loss carryforwards for which the Company -
believes it is not more likely than not that the assets will be realized.

Tax Settlements, Including Interest

During 2006, the Company has continued to be audited by various taxing authorities. No material settiements were reached during the year. Although
management beligves that adequate provision has been made for such issues, there is the possibility that the ultimate resolution of such issues could
have an adverse effect on the earnings of the Company. Conversely, if these issues are resolved favorably in the future, the related provisions would
be reduced, thus having a pesitive impact on earnings. K is anticipated that audit settlements will be reached during 2007 in the United States and

in certain foreign jurisdictions that could have a significant earings impact. Due to the uncertainty of amounts and in accordance with its accounting
policies, the Company has not recorded any potential impact of these settiements.




During 2005, the Company reached a settlement with the Internal Revenue Service covering tax years 1993-1998. As a result, the Company recog-
nized a tax benefit from continuing operations of $44 million, including interest. Net income from discontinued operations for 2005 was $150 million,
which was net of a $203 million tax benefit. The $203 million tax benefit for 2005 resulted from the Company's audit setlement with the Intermal -
Revenue Service for tax years covering 1993 through 1998,

During 2004, the Company reached a settiement with the Internal Revenue Service covering tax years 1982-1992. As a result, the Company recog-
nized a tax benefit of $37 million in 2004, which consisted of benefits of $32 million related to a formal concession concerning the.taxation of certain.
intercompany royalties that could not legally be distributed to the parent entlty and $9 million related to the income tax treatment of a patent infringe-
ment litigation settlement, and a $4 million charge related to other tax items. The Company also reached a favorable resolution of interest calculatlons
for these years, and recorded a benefit of $8 million. Finally, the Company recorded net charges of $13 million for adjustments for audlt years 1993
and thereafter. :

The Company and its subsidiaries’ income tax returns are routinely examined by various authorities. In management’s opinion, adequate pro\nslon
for income taxes has been made for all open years in accordance with SFAS No. 5, “Accounting for Contingencies.” A degree of judgment is required
in determmlng our effective tax rate and in evaluatlng our tax position. The' Company establlshes reserves when, despite significant support for the, ,
Company’s filing position, a belief exists that these positions may e, challenged by the respectwe tax |ur|sd|c’uon The reserves are adjusted upon the
occurrence of external, identifiable events, including the settiement of the related tax audit’ year with the Internal Revenue Service. A change in ourtax

reserves could have a significant |mpact on our effectwe tax rate and our operating results.
P

Deferred-Tax Assets and Llabilities -t ' R R

The significant components of deferred tax assets and liabilities were as follows::

(nmilions) . s o 2008
Deferred tax assets ' .
Pension and postretirement obligations '$ 935 $-1132 o ' : ;
Restructuring programs 126 T 91 ' ‘ '
Foreign tax credit 353 ToA4q7
Investment tax credits B AR 156 .
_ Employee deferred compensation o 143, o108
Tax loss carryforwards C ': 554 269
Other deferred revenue ’ 24 " —
Other : ' A 447 .
Total deferred tax assets S 2847 2,648 .
Deferred tax liabiities . '
Depreciation w 519
Leasing . ~ - ..o T8, o ; . .
inventoriés ' R e ' L
. Other : , 130 . -7 )
Total deferred tax liabilities 452 '884 - -
Valuation allowance 1,849 - - 1,328 - "
Net deferréd tax assets - § 646 - § 436
1 .‘ e
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Deferred tax assets (liabilities) are reported in the following components within the Consolidated Statement of Financial Position:

[ +

(in milions) - -+ ‘ 2008 . 2005 )

Deferred income taxes {current) $ 108 $ 100

Other fong-term assets - T 542 T+ 450 S

Accrued income taxes S oy {81) ‘

Otner long -terh |Iab!|ItIES ) L . (33) ' ' |
Net deferred tax assets. " v $ 646 - § 436 . Y

At December 31 2006, the Company had avaifable net operating loss carryforwards both inside and outside of the U.S. of approximately $1, 767
million for income tax purposes, of which approximately $663 million has an indefinite carryforward period. The remaining $1,104 million expires
between the years 2007 and 2026. Ut|llzat|on of these net operating losses may be subject to limitations in the event of significant changes in stock
ownershlp of the'Company. The Company also has $353 m|||1on of unused foreign tax CI‘EdItS at December 31, 2006, with vanous exp:ratlon dates
through 2016. - ‘

The valuation allowance as of December 31, 2006 of $1,849 ITII|IIOI'I is attributable to $324 million of forelgn net deferred tax assets, mcludlng certain
net operating loss and capital foss carryforwards and $1,525 million of U.S. net deferred tax assets, including current year losses and ceriain tax cred-
|ts which the Company believes it is not more likely than not that the assets will be realized.

" .

The valuation allowance as of December 31, 2005 of $1,328 million s attributable to $212 million of foreign net deferred tax assets, including certain
net operating loss and capital loss carryforwards and $1,116 million of U.S. net deferred tax assets, including current year losses and credits, which
the Company believes it is not more fikely than not that the assets will be realized.

The Company has recognized the balance of its deferred tax assets on the befief that it is more likely than not that they will be realized. This belief is
based on an assessment of all available evidence, including an evaluation of scheduled reversals of deferred tax assets and liabilities, estimates of
projected future taxable income, carryback potential and tax planning strategles .

The Company has been utilizing net operating loss carryforwards to offset taxable income from its operations in China that have become prof itable.
The Company has been granted a tax holiday in China that became effective when the net operating ioss carryforwards were fully utifized during
2004. The tax holiday thus became effective during 2004, and the Company's tax rate in China was zero percent for 2005. For 2006, 2007 and 2008,
the Company’s tax rate will be 7.5%, which is 50% of the normal 15% tax rate for the jurisdiction in which Kodak operates. Thereafter the Companys
{ax rate will be 15%.

Retained eamings of subsidiary companies outside the U.S. were approximately $2,031 million and $1,906.million at December 31, 2006 and 2005
respectively. Deferred taxes have not been provided on such undistributed earnings, as it is the Company’s policy to indefinitely reinvest its retained
earnings, and it is not practicable to determine the deferred tax liability on such undistributed earnings in the event they were to be remitted. However,
the Company periodically repatriates a portion of these earnings to the-extent that it can do so tax-fres, or at minimal cost. v

The Jobs Creation Act was signed into faw in October of 2004. The Act created a temporary incentive for U.S. multinationals to repatriate foreign
subsidiary earnings by providing a 85% dividends received deduction for certain dividends from controlled foreign corporations. The deduction is
subject to a number of fimitations and requirements, including adoption of a specific domestic reinvestment plan for the repatriated eamnings. The* '
Company repatriated approximately $580 million in dividends subject to the 85% dividends received deduction. Accordmgly, the Company recorded a
corresponding tax provision of $29 miliion with respect to such dividends during 2005. '

NOTE 16: RESTRUCTURING COSTS AND OTHER

The Company is currently undergoing the transformation from a traditional products and services company to a digital products and services company.
In connection with this transformation, the Company announced a cost reduction-program in January 2004 that would extend through 2006 o achieve
the appropriate business model and to significantly reduce its worldwide facilities footprint, In July 2005, the Company annaunced an extension to this
program into 2007 to accelerate its digital transformation, which included further cost reductions that will result in a business model consistent with
what is necessary to compete profitably in digital markets.

In connection with its announcement relating to the extended ‘;2004-2007 Restructuring Program,” the Company has provided estimates with respect
to (1) the number of positions te be eliminated, {2) the facility square footage reduction, {3) the reduction in its traditional manufacturing infrastruc-
ture, and (4) the total restructuring charges to be incurred.

The actual charges for initiatives under this program are recorded in the period in which the Company commits to formalized restructuring plans or
executes the specific actions contemplated by the program and all criteria for restructuring charge recognition under the applicable accounting guid-
ance have been met.




Restructuring Programs Summary o : o .
The activity in the accrued restructuring balances'and the non-cash charges incurred in relation to all of the restructuring programs described below

was as follows for the year ended December 31,2006: © .~ . : . e
' Other
Balance-, .. . .. . . - Adjustments  ~Balance
: Dec.31, -« =« - - ' Cash Non-cash and Dec. 31,
(in milions) - o 2005 Charges Reversals - Payments® Settlements  Reclasses 9 2006
2004-2007 Restructuring Program: o , ' ] . ,
Severance reserve o $an $38 % (3§ (416) $ — -$ 58 $ 228
Exit costs reserve . B B9 ) (BT), - — A,
Total reserve . $24 s S (9 .$uey 0§ — S 58 . 0§ 22
Long-lived asset impairments ) : ‘ . | -
and inventory write-downs %8 — %W 8 — - §— 5 (100 $ — - & —
Accelerated depreciation”™ - = T = — - {(285) = =
Pre-2004 Restructuring Programs: ot . : ‘ e .
Severance reserve .8 2 85—~ § — $ @ . & — $ — . .§ —
Exit costs reserve N 13 - . — {3) — 1 . N
Total reserve : $ 15 h$ - %5 = % 5 — $ 1 8 M

Total of all restructuring programs Y% 309 $' 725 $ (488) $ (385 - 8% 59 $ 263

(1) During the year ended December 3, 2006 the Company paid approxxmately 3548 million related to restructuring. Of this total amounl $488 million was recorded'

against restmctunng reserves, whlle $60 million was recorded agalnst pension and other postretlremem liabilities.

(2} The total restructuring charges of $772 million, excluding reversals include: (1) pension and other postretirement charges and credits for curtallmenls settle
ments and special termination benefits, and 2) enwronmental remed|at|0n charges that resulted from the Company’s ongoing restructuring actions. However,
because these charges and credits, reiate to the accounting for pensmns other postrenrement benefits, and enviranmental remediation costs, the related impacts
on the Consolidated Statemant of Financial Position are reflected in their respective components as opposed to within the accrued restructuring balances at
December 31, 2006 or 2005. Accordingly, the Other Adjustments and Reglasses column of the table-above includes: (1} reclassifications to Other long-term
assets and Pension and other postretirement liabilities for the position elimination -related impacts on the Company's pension and other postretirement employee
henefit plan arrangements, including net curtailment gains, settlement gains, and special.termination benefits of $37 million, and (2) reclassifications to Other

long-term liabilities for the restructuring-related impacts on the Company’s environmental remediation liabilities of ${9) million. Additionally, the Other Adjustments

and Reclasses cotumn of the table abave includes: (1) adjustments to the restructuring reserves of $20 milion related to the KPG and Creo purchase accounting
impacts ‘that were charged apprapriately to Goodwill as opposed 1o Restructuring charges, and (2) foreign currency translation adjustments of $10 million, which
are reflected in Accumulated other comprehensive loss in the Consolidated Statemem of Fmanc|a1 Position.

The costs mcurred net of reversals, whlch total $768 m|II10n for the year ended December 31, 2006, include $285 million and $12 million of charges‘.
related to accelerated depreciation and inventory write- downs respectively, which were reported in cost of goods sold in the accompanying Consoli-
dated Statement of Operations for the year ended December 31, 2006. The remaining costs incurred, net of reversals, of $471 million, were reported
as restructuring costs and other in the accompanying Consoiidated Statement of Operations for the year ended December 31, 2006. The severance
reserve and exit costs reserve generally require the outlay of cash, while long- Iwed asset impairments, accelerated depreciation and inventory write-
downs represent non-cash items.
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2004-2007 Restructuring Program :

The Company arnounced on January 22, 2004 that it planned to develop and execute a comprehenswe cost reduction program throughout the 2004
to 2006 timeframe, The objective of these actions was to achieve a business model apprapriate for the Company’s traditional businesses, and to
sharpen the Company’s competitiveness in digital markets.

The program was expected to result in total charges of $1.3 billion to $1.7 billion over the three-year period, of which $700 million to $900 miliion
related to severance, with the remainder relating to the disposal of buildings and equipment. Overal, Kodak's worldwide facility square footage was
expected to be reduced by approximately one-third. Approximately 12,000 to 15,000 positions worldwide were expected to be eliminated through
these actions primarily in global manufactunng, selected traditiona! businesses and corporate administration,

On July 20, 2005, the Company announced that it would extend the restructuring activity, ariginally announced in January 2004, as part of its eﬁorts"
to accelerate its digital transformation and to respond to a faster-than-expected decline in consumer film sales. As a result of this announcement the
overall restructuring program was renamed the “2004-2007 Restructuring Program.” Under the 2004-2007 Restructuring Program, the Company -
expected to increase the total employment reduction to a range of 22,500 to 25,000 positions, and to reduce its traditional manufacturing infrastruc-
ture to approximately $ blllmn compared with $2.9 billion as of December 31, 2004. These changes were expected to increase the total charges
under the program to a range of $2.7 biflion to $3.0 billion. Based on the actual actions taken through the end of the fourth quarter of 2006 under
this program and an understanding of the estimated remaining actions to be taken, the Company expected that the employment reductions and total
charges under this program would be within the ranges of 25,000 to 27,000 positions and $3.0 billion to $3.4 billion, respectively. On February 8,
2007, the Company updated the ranges for anticipated restructuring activity. The Company now expects that the total employment reductions will he
in the range of 28,000 to 30,000 positions and total charges will be in the range of $3.6 billion to $3.8 billion.

The Company implemented certain actions under this program during 2008. As a result of these actions, the Company‘recorded charges of $768
million in 2006, net of reversals, which were composed of severance, long-lived asset impairments, exit costs, accelerated depreciation, and inventory
write-downs of $315 million, $88 million, $68 million, $285 million and $12 million, respectively. The severance costs related to the eiimination of ap~
proximately 5,625 positions, including approximately 500 photofinishing, 2,950 manufacturing, 375 research and development and 1,800 administra-
tive positions. The geographic composition of the positions to be eliminated includes approximately 2,675 in the United States and Canada and 2,950
throughout the rest of the world. The reduction of the 5,625 positions and the $387 million charges for severance and exit costs are reflected inthe -
2004-2007 Restructuring Program table below. The $88 million charge for long-lived asset impairments was included in restructuring costs and other
in the accompanying Consolidated Statement of Operations for the year ended December 31, 2006. The charges taken for inventory write-downs of
$12 million were reported in cost of goods sold in the accompanying Consohdated Statement of Operations for the year ended December 31, 2006.

As 2 result of m'.t'.atwes implemented under the 2004 2007 Restructuring ngram the Company recorded $285 million of accelerated deprecna-

tion on long- Iwed assets in cost of goods sold in the accompanying Consoiidated Statement of Operations for the year ended December 31, 2006.

The acceterated.deprecmtlon relates to long-lived assets accounted for under the held and used model of SFAS No. 144, The year-to-date amount of
$285 million relates to $11 million of photofinishing facilities and equipment, $271 million of manufacturing facilities and equipment, and $3 million of
administrative facilities and equipment that will be used until their abandonment. The Company will record approximately $33 mitfion of additional ac-
celerated depreciation in 2007 related to the initiatives implemented in 2006. Additional amounts of accelerated depreciation may be recorded in 2007
as the Company continues to execute its 2004-2007 Restructuring Program.

Under this program, on a life-to-date basis as of December 31, 2006, the Company has recorded charges of $2,731 million, which were composed of
severance, long-lived asset impairments, exit costs, inventory write-downs and accelerated depreciation of $1,233 miltion, $350 miliion, $252 million,
$68 million and $828 million, respectively. The severance costs related to the elimination of approximately 23,375 positions, including approximately

- 6,200 photofinishing, 10,900 ménufactu_ring, 1,375 research and development and 4,900 administrative positions.




The following table summarizes the activity with respect to the charges recorded in connection with the. focused cost reduction-actions that the Com:
pany has committed to under the 2004-2007 Restructuring Program.and the remaining balances in the related reserves at December-31; 2006:

o ‘ e R N VI I R B * RELER d !
RESNT' ) R I R T O '-0"9 IwedAsset T
r Exit ImparrmentSr uo A ¢
ey .o MNumberof Severance Costs . . -.‘) -+ and lnventory ... Accelerated
(dollars in mrlhons) - Employees - Reserve .;y Reserve o~ Total s , Write-downs .. Deprecaatron
2004 charges © Flapss " duer 8 097 esw T s S 1A
2004 reversals B (- RS ) L v/ R
2004 utilization * {5,175)- BT R 7 IR 3 [ MU A1 1) LG 174 I
2004 other adj. & reclasses f— o DA T (18 e @ L L R D) =,
Balanceat 12/31/04, . . L, 4450 T T :."(\'N n.: R A
2005 charges . . . 2, . 3125,;‘ oo AT L B . BBl L i RN
2005 reversals - {3) (6) (9 — —
2005 wtilization {10,225) L {377 (95) (472) {161} {391)
2005 other adj. & reclasses  « | — {113) 4 (109) - -
Balance at 12/31/05 2,350 o !’ eed T T T =,
2006 charges 5625 38 ., . 69 387 w00y 285
2006 reversals — (3) (1) @ = T
2006 utilization - (5.700) {416} ~. (67) (483) (100) (285) .
2006 other adj. & reclasses . - — 58 , . — 58 — o
Baranceat'rzratros 2275 $ 228 $ 24 $ 252 $ — ‘s-’—f

Asa result of the initiatives berng implemented under the 2004-2007 Restructurmg Program, severance payments will be paid durmg perrods through
2008 since, in many instances, the employees whose positions were eliminated can elect or are required to receive their payments over an extended
period of time. Most exit costs were paid during 2006 However, certam costs such as long-term lease payments, will be paid over perrods after
2006. _

The charges of $772 million recorded in 20086, excludrng reversals, included $158 million applicable to the Film and Photofrmshrng Systems Group
segment, $27 million applicable to the Consumer Digital Group segment, $22 million applrcable to the Health Group segment ‘and $38 million appli-
cable t6 the Graphic Communrcatrons Group segment, and $28 million appltcable to All Other. The' oalance of $499 mrllron was applrcable to manutac
turing, reséarch and development and administrative functions, which are shared across all segments.. - _.

et e e [P

RS T

Pre-2004 Restructuring Programs C g

At December 31, 2006, the Company had remaining exit costs reserves of $1l mtllron relating to restructuring plans commrtted to or executed prior
to 2004. Most of these remaining exit costs reserves represent long-term Iease payments, which will continue to be pard over periods throughout and

after 2007, , .- .

NOTE 17: RETIREMENT PLANS .

Substantrally all U.5. employees are covered by a noncentributory defrned benefit plan, the.Kodak Retirement Income Plan (KRIP), whrch is funded

by Company contrrbutrons to an irrevocable trust fund. The funding pollcy ‘for KRIP is to contribute amounts sufficient to meet mmrmum fundmg )
requrrements as determined by employee benefit'and tax laws plus additional amounts the Company determines to be appropriate, Generally, benefits
are based on a formula recognizing length of service and final average earnings. Assets in the trust fund are held for.the sole benefit of participating
employees-and retirees. They are comprised of corporate equity and debt securities; U.S. government securities, partnership-and 1o|nt venture mvest-
ments, interests in pooled funds, and various types of interest rate, lorergn currency and equrty rnarket ttnanelal rnstruments

On March 25, 1999, the Company amended this plan to mclude a separate cash balance tormula for all U S employees hrred alter February 1999 All

11.S. employees hired prior to that date were granted the option to choose the KRIP plan or the Cash Balance Pius plan. Written elections were made by
employees,in 1999, and were effective January 1, 2000. The Cash Balance Plus plan credits employees’ accounts with an amount equal to 4% of their

pay, plus rnterest hased on the 30-year treasury bond rate. In addition, for employees participating in this plan and the Company S detmed contribu-

tion plan, the Savings and lnvestment Plan (SIP), the Company will match SIP contributions for an amount up.to 3% of pay..for employee contributions.

of up to 5% of pay Company contrlbutrons to SIP were 315 mrllron $13 mrllron and $15 million for 2006 2005-and. 2004 respectwelyl As a result )
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of employee elections to the Cash Balance Plus plan, the reductions in future pension expense will be almost entlrely offset by the cost of rnatchmg
employee contributions to SIP. The impact of the Cash Balance Plus plan is shown as a plan amendment, - i '

The Company also sponsors unfunded defined benefit plans for certain U.S. employees, primarily executives. The benefits of these plans are obtained
by applying KRIP provisions 10 all compensation, inciuding amounts being deterred, and without regard to the legistated qualified plan maximums,
reduced by benefits under KRIP." . '

Most subsidiaries and branches operating outside the U.S. have defined bengfit retirement plans covering substantially ali employees. Contributions by
the Company for these plans are typically deposited-under government or other fiduciary-type arrangements. Retirement benefits are generally based
on contractual agreements that provide for benefit farmulas using years of service and/or compensation prior to retirement. The actuarial assumptlons
used for these plans reflect the diverse economic environments within the various countries in which the Company operates.

The measurement date used to determine the pension obligation for all funded and unfunded U.S. and Non-U.S. defined beneflt plans is December 3.

See Note 1, “Significant Accounting Policies” for infarmation regarding the Company's adoption of SFAS No. 158 as of December 31, 2006. SFAS No.
158 requires recogrition of the overfunded or underfunded status of defined benefit plans as an asset or liability. Accordingly, the overfunded and -
underfunded status of the Company’s defined benefit plans are recognized as assets and liabilities, respectively, in the Consolidated Statement of
Financial Position as of December 31, 2006. Information regarding the major funded and unfunded U).S. and Non-U.S. defined benefit plans follows:

2006 : 2005
(in millions) us. Non-U.S. us. Non-U.S.
Change in Benefit Qbligation :
Projected benefit obligation at January 1 $6,204 $ 3,784 $ 6,475 $ 3,652
Acquisitions/divestitures — — — 46
Service cost 42 3H 116 a4 -
Interest cost A 325 180 346 67
Participant contributions - 16 T C
~-Plan-amendment - — 2 — - i)
Benefit payments (3%4) _ {261) {740} «(227)
Actuarial (gain) loss N 1 T €11 B 92 463
Curtailments Ly (53) , (30} . {85) (22)
Settlements ‘ (442) - (20) - (62)
Special termination benefits 15 4 - 10
Currency adjustments — 435 — (388)
Projected benefit obligation at December 3t $5,557 $ 4,067 $ 6,204 $ 3784
Change in Plan Assets
Fair value of plan assets at January 1 $6,593 $ 2927 $ 6,480 $ 2871
Acquisitions/divestitures S S — “ %
Actual return on plan assets 1,006 283 814 428
Employer contributions 57 13 25 156
Participant contributions — 16 — 14
Settlements (442) o3 T — (60)
Benefit payments (3%4) (261) (740) (227)
_ Currencyadjustments . L _ . 336 — (291)
- Fair value of plan assets.at December31 . $6,820 - $ 3419 - $'6,503 $ 2927
Over (Under) Funded Status at December 31 $ 1,263 $ (648) 3 389 $ (857)
" Unrecognized:
" *Net transition obligation : — 9
- Net actuarial loss 235 Toog90
Prior service cost ! 4 43 !
Net amount recognized at December 31 $ 628 $ 185




Amounts recognized in the Consolidated Statement of Financial Position for all major funded and unfunded U.S. and Non-U.S. defined benefit plans are

as follows:
H " .
- . 2006 - S 2005 7

(in miliions) L us. Non-U.S. us. Non-U.S.
Other long-term assets ' $1514, $: 63 $ 790 . $ 329 .
Accounts payable and other current ||ab|tmes (19} ) - —
Pension and other postretirement liabilities (232) {710 {162) {142)
Additional minimum pension liability - — {101} o {796) -
tntangible asset - —_ — 2 21
Accumulated other comprehensive loss - - s e - - 9% - 773

$1,263 $§ (648) . - § 628 $ 185

Net amount recognized at December 31

The additional minimum pension fiability (net of intangible asset) is included in pension and other postretirement liabiliies at December 31, 2005. ’
Amounts recognized in accumulated other comprehensive loss, as a result of the adoption of SFAS No. 158, for all major funded and unfunded U.S.

and Non-U.S. defined benefit p!ans consist of:

- - 2006 - - -
(in millions} o : us. Non-U).8. A
Net transition obligatibn § — $ -2 - - . R
Prior service cost ‘ : 2 6 S S
Net actuarial (gain) loss ) . {429) 903
Totat~ == * $ (427} “§ o9

Y

The accumulated benefit obligations for all the major funded and unfunded U.S. and Non-U.S. defined benefit pians are as follows:

R T

(in milions) o . US

2006 . ... - 2005
Non-UsS. .| !JS ,

. Non-US.

Accimulated benefit obligation -

’$ 5,1_99--

$ 3888 - $5,’71_9 j

$‘ 3,5877'

-

Informatlon with respect to the major funded and unfunded L. S and Non U.s. deflned beneflt plans with an accumulated beneflt obllgatmn in excess

of plan assets is as follows

LR

. AT 2005
{in millions) us. Non-U.S. LS. Non-U.S.
Projected benefit obligation $ 387 $.:3723. - $ 422 $ 3,426
Accumutated benefit obfigation - T |-’_-3ﬁB 3,554 . K}:1t S W2
Fair value of plan assets | R - T30 126 -t 254
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Pension (incnme)expense-forall defined benefit plans included: 1 = oLt e e

2006 2005 2004

(in millions) - ’ ) us. ~_ Non-U.S. us. Non-U.S. us. Non-U.S.
Service cost - - . $, 92  $35, s $ 4 $ 119 $ 3
Interestcost -~ - - - .35 - 180 -+ - - 346 - - - 167 381 - 169--
Expected return on plan assets + *{525) (224) ¢ (518) {208) (534) - {198)
Amortization of: : ' : .- - B :

Transition asset v = {1) — o =" S~

Prior service cost : 1 13 1 25 S DR 1 /]

Actuarial loss _ -8 82 33 66 28 .48
Pension {income) expense before - . -. . . ... . ; T

special termination benefits, curtailments - - : o Lot

and settlements - ; TUToort (99 85 B V) IR | * o+ (9) 38
Special terminationibenefits 15 7 4 e 0 - B
Curtai'ment {gains) losses T B0 e Bt o = 2. v 4§ —
Settiement {gains) losses @ ® 54 "o e =
Net pension (income) expense ) (161) o 12 32 223 3 91,
Other plans including unfunded plans - e 22 e — oo 18 Ce—= -7
Total net pension (income} expense ©opely - 134 32 241 3 '“9_8_ “.
Net pension expense (income) from . ' e,
. discontinued operations T ~-(54) . . o= — =
Net pension {income) expense e - - e

from continuing operations 3 [150) $ 134 $ 22) $ 241 $ 3 3 98

: o ’ - ". - - 'u-l" ] 6 . ‘o '

The estimated actuanal loss and prior service cost that will be amortized from accumulated other comprehensive Ioss into net periodic pension cost
over the next fiscal year are $79 million and $2 million, respectively.

The special termmatlor_l benefits ot $56 million, $101 mllll_on and $52 million for the years ended December 31, 2006, 2005 and 2004,,[gspeétfdely:
were incurred as a result of the Company's restructuring actions and, therefore, have been included i restructuring costs and other, in the Consolidat-
ed Statement of Operations for those respective periods. In addition, curtailment and settiement charges totaling $50 million and $30 million for 2008,
$21 million and $11 million.for 2005, and $8 million and $0 million for 2004 were also incurred as a result of the Company’s restructuring actions and,
therefore, have been included-in restructuring costs and: other in the Consolidated Statement of Operations for those respective periods.

In connection with the divestiture of RSS, the final asset transfer was completed in November 2005. In connection with the final asset transfer, a
one-time settiement charge of $54 million was recogmzed during the fourth quarter of 2005 in dnscommued operations. See Note 22, “Discontmued
Operatlons S

The Japanese Welfare Pensmn Insurance Law (JWPIL) was amended in June 2001 to permlt employers wnth Employees Pension Funds {EPFs} to
separate the pay related portion of the old-age pension benefits under the JWPIL (Substitutional Portion) from the EPF. This obligation and refated
plan assets are transferred to a government agency, thereby relieving the EPF from paying the substitutional portion of benefits. The Kodak Japan . |
Limited EPF completed the transfer of the substitutional. portion to the Japanese Government.in December 2004. The effect of the transfer resulted

in a one-time credit due to the derecognition of future salary increases in the amount of $3 million, a one-time credit dug to the government subsidy
from the transfer of liabilities and related plan assets of $25 million and a one-time charge due to the accelerated recogmtlon of unrecognized loss in
accordance with SFAS No. 88 settlement accounting in the amount of $20 million,




The weighted-average assumptions used to determine the benefit obligation amounts as of.the end of the year- for alt major funded and unfunded U S

and Non-U.S. defined benefit plans were as follows: . T
2006 2005
us. ~ Non-US. : US.  Non-US.
Discount rate : 3.99% 500% 5.51% 4.51%

Salary increase rate : o 4558% v 320% 4.58% 3.67%

The weighted-average assumptions used to determine net pension (mcome) expense for all the major funded and unfunded U.S. and Nor-U.5. defi ned
benefit plans were as follows

- - - - -

‘ o g L ‘2006.-, o nar o, -2005
S . . Y. us, ., Non-US. - Non-U.S.
Discount rate 5.98% 478% 5.57% 4.85%
Salary increase rate .- 458% - .. 367% ., 433% . v - 329%

Expected tong-term rate of return on plan assets 8.60% 7.99% 9.00% B.12%

I Ve
9 i 4 +

Of the total plan assets attributabie to the major U.S. defined benefit plans at December 31, 2006 and 2005, 98% relate to the KRIP plan. The R
expected long-term rate of return on plan assets assumption (EROA) is determined from the plan s asset alfocation using forward-looking assump-
tions in the context of historical returns, correlations and volatilities. The investment strategy underlying the asset allocation is to manage the assets of
the U.S. plans to provide for the fong-term liabilities while maintaining sufficient liquidity to pay current benefits. This is primarily achieved by hoiding
equity-like investments while investing a portion of the assets in long duration bonds in order to provide for benefits included in the projected benefit
obligation. The Company undertakes an asset and liability modeting study once every three" years or when there are material changes in the composi-
tion of the plan liability or capital markets. The Company completed its most recent study in 2005, which supports the EROA of 9%

The expected return on plan assets for the major non-1.5. pension plans range from 3.74% t0 9. 00% for 2006 Every three years or when market
conditions have changed materialiy, the Company will undertake new asset and fiability modeling studies for each of its larger pension plans. The
asset allocations and expected return on pian assets are individually set to provide for benefits included.in the projected benefit abligation within each
country’s legal investment constraints. The investment strategy is to manage the assets of the non-U.S. plans to provide for the long-term liabilities
while maintaining sufficient liquidity to pay current benefits. This is primarily achieved by helding equity-like investments while investing a portron of
the assets in fong duration bonds in order to partially match the long-term nature of the liabilities. R :

The Company 5 welghted average asset allocations lor its major u. S deflned benefrt pension’ plans at Decernber 31 2006 and 2005 by asset cat-

egory, are as follows T . | I
S ~ N e

Asset Category 2006 2005 Target
Equity securities 42% 42% 32%-42%
Debt securities 30% 1%  29%-34%
Real estate | 5% 5%  3%-13%
Other 23% 22% 19%-29%
Total 100% 100%
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The Company's weighted-average asset allocatlens for its-major non-U.S. Defined Benefit Pension Plans at December 31, 2006 and 2005, by asset

category are as follows: .. - S
Asset Category ' L 2006 _ 2005 Target

Equity securities ) T B% 7 B’B% 0%-42%

Debt securities L 3% 32%  28%-34%

Real estate - - . % - - 7% 3%-13%

QOther . : 27% 6%  19%-29% ‘

ot 100% 100% | SR B

The Other asset category in the tables above is primarily composed of private equity, venture capital, cash and other investments.

The Cempany expects to centnbute approximately $19 million and $41 million in 2007 for U.S. and Non-U.S. defined benefit pension plans, respec-
tively. B

The following pension benefit peifments, which reflect expected future service, are expected to be paid: oy
~lin lnillions) - us.  Non-US.

007 o 461 0§ 289 ’

2008» o Y 7 R ! S o N

2000 © L S " 438 . ] o

20 43 AT S L

200 . S i . 434 213 y )

2012-2016 ' . 2,199 1034 e e

3
NOTE 18. 1OTHER POSTRETIFIEMENT BENEFITS :
The Company provides healthcare, dental and life insurance benefits to U.S. eligible retirees and eligible survivors of retirees. Generally, to be ellglble
for the plan, individuals retiring prior to January 1, 1996 were required to be 55 years of age with ten years of service or their age plus years of service
must have equaled or exceeded 75. For those retiring after December 31, 1995, the individuals must be 55 years of age'with ten years of service or
have been ellglble as of December 31, 1995. Based on the eligibility requirements, these benefits are provided to U.S. retirees who are covered by
the Company’s KRIP plan and are funded from the general assets of the Company as they are incurred. However, those under the Cash Balance Plus
portion of the KRIP plan would be required to pay the full cost of their benefits under the plan. The Company’s subsidiaries in the United ngdom and

- Canada offer similar healthcare benefits.

The measurement date used to determine the net henefit obligation for the Company"s other postretlfement benefit plans is.December 3o

" 2




See Note 1, “Significant Accounting Policies” for information regarding the Company’s adoption of SFAS No. 158 as of December-31, 2006.-SFAS No.

158 requires recognition of the overfunded or underfunded status of postretirement benefit plans as an asset or liability. Accordingly, the underfunded !
status of the Company’s postretirement benefit plans is recognized as a liability in the Consolidated Statement of Financial Position as of Decemper 31, 4
2006. Changes in-the Company’s benefit obligation and funded status for-the U.S., United Kingdom and Canada other postretlrement benefit p|ans are- '
as follows:

(in millions) - 2006 2005
Net benefit obligation at beginning of year - 83,081 $ 3,270

Service cost : . 1 14

interest cost - - - 166 - .. . 170

Plan participants’ contributions 23 20

Plan amendments - E (15) — '

Actuarial loss (gain) ‘ 18 {121)

Curtailments ) o ‘ ) {14) {29) o ‘

Benefit payments . (247) {260y - .. - - ) . Lo

Currency adjustments : oo 6 {3)- - ' - o - \
Net benefit obligation atend of year * ~ ' " $3009 - § 3,061 S o .
Underfunded status at end ofyea( ) $(3,009) $:(3,061) . o R ) ', - !
Unamortized net actuarial loss - * ot "t 968 ' o
Unamortized prior service credit * o S (1T2)

Net amount recognized and recorded at s D
December 31,2005 -+ ' A Cor. Ti$(2,265)

Amounts recognized in the Consolidated Statement of Financial Position for the Company’s U.S., United Kingdom, and Canada plans consist of:

2 I

(in mitlions) ' e 2006
Current liabilities - % (259 -
Pension and other postretirement liabilities (2,756) '
- . seoe - .

Amounts recognized in accumulated other comprehenswe Ioss asa resuit of the adoptlon of SFAS No 158 for the Company S U S., United ngdom

and Canada plans consist ef . ‘ o
(nmilions) -~ . <. . o . -1 2006. . . -
Prior service credit - $ (123) S oo "
Net actuarial loss 923
Total . $ 800
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Other postretrrement benefit cost tor the CompanysUS Unrted Kingdom, and Canada plans included:~ -.. .- ;»-,.r.:- . A S

. R [ i t‘JF ' R pen '1.“' oy W, .n’:"'ll AL :
(Inmrilions) ST e e T 008 T T 008 2oo4 s
Components of net postretirement benefit cost o R Coy,
Service cost : $ .1 $ 14 "% 15
Interest cost oL ©- 166 170 189 ‘
Amortization of; ' R T T T e e s .
Prior service cost . " (46) (52) “eteg)
Actuarial loss 3 50 68 8
Other postretirement benefit cost before curtailment and g : I S S S
settlement gains ) . 181 200 w2300,
Curtailment gains . g (17} (28) o (83)
Settlement gains " e - — 64).. -
Net other postretirement benefit cost from continuing operations **»", ~ + " § 164 $ 172 $ 103, o
T T Y R I
The estimated prior service credit and net actuarial loss that will be amortrzed from accumulated othér comprehensive loss into net perrodre benefrt
cost over the next fiscal year is $44 million and $59 million, respectwely — e e . - -

During the quarter ended June 30, 2004, the Company adopted the provrs;ons of FSP 106 2 with respect to its U.S. Other Postretlrement Plan whreh ‘
resulted in a remeasurement of the Plan's accumulated projected benefit obllgatron {APBO) as of April 1, 2004, This remeasurement takes into ag- .. .+
count the impact of the subsidy the Company will receive under the Medicare Prescription Drug, Improvement and Modernrzahon Act of 2003 (the

Act) and certain actuarial assumption changes including: (1) changes i in participation rates, (2) a decrease in.the Company s Medicare plan| premrums .
and {3) a decrease in the discount rate from 6.00% to 5.75%. The actuarially determined impact of the subsidy reduced the APBO by approximataly -
$228 million. The effect of the subsidy on the measurement of the nét periodic other postretrrement benefrt cost in 2004 was to reduce the cost by
approximately $52 million as follows: , - . i - meEes o

".. 3- r\' ,w--! [ild "_ : v ¢ o 4.- l'-'j( H
12 months ended December 31 20(14
(in millions) Effect of Subsidy Etfect of Assumption Changes Total oo )
Service cost e $ 1 _ $ 1 e
Interest cost 13 13 ... . %8 .- ,
Amortization of actuarial gain _ oL B S
$ 30 . T $22 .. .. 852 _ ..
B TR TR TR S ey,
The effect of the subsrdy has been mcluded m the measurement ot the net perrodrc other postretlrement cost subsequent to- 2004 3o
The U.S. plan represents approximately 97% of the total other postretlrement net benefit obllgatron as'of both December 31, 2006 and 2005, and
therefore, the weighted-average assumptions used to compute the other postretrrement benefit amounts approxrmate the U. S assumptlons i
The weighted-average assumptions used to determine the net benefit oblrgatlons were as follows: e et .*."
RO i .‘J ¢
2006 - 20 - - e L S et
Discount rate 5.73% 550% - R S e e
Salary increase rate ‘ 4.22% 4.60%




The welghted average assumptrons used to determine the net postret]rement benefit cost were as follows

B ' .
“"“ [ . Yo .

R T 2006 . - 2005

Discountrate 5.79% 550%
Salaryincreaserate™” . . 4.26% 434%

The ﬁelgntedfare'rage.assdmed healthcare cost trend rates used to compute the other postretlrement amounts were as follows:

g e y... . 008, 2005
Heallhcarecosttrend N . 9.00% 10.00%
Rate to which the cost trend rate is assumed, L _—
to decllne (tne ultlmate trend rate) . 5.00% - 5.00%
Year thatthe rate reaches the ultimate trend rate 2011 - . 201

O L.

Assumed healthcare cost trend rates have a srgnmcant effect on the amounts reported for the healthcare plans A one- percentage pornt change in

assumed heaithcare cost trend rates would have the following effects:

D ;

{in’ mrllrons)" 4. 1%Iincréase 1% decrease

Effecton total service and interestcost —~~ § 1 $ B

Eh‘ect on postretlrement beneftobllgatron .18 . ' (79)
ot L L LR

o

Ml

L

The Company expects tocontribute $273 million to its other postretirement benefit plans in 2007,

The following other postretirément benefits, which reflect expected future service, are expected o be paid.

(in millions)” " Medicare Part D (US.)
2007 $ 273 $ (20)
2008, - it A 217 (22)
2009 - 282 (24)
2000 2 2§ 286, . . - (26)
200 T 85 T @n
2012-2016... . o 1308, . (143)

NOTE J,‘_lis:-AGCUMULATED OTHER.-COMPREHENSIVE (LOSS) INCOME
The components of accumutated other comprehensive (loss) income, net of tax, at December 31, 2006, 2005 and 2004 were as follows: -

-

r

TS .

£
LI

-~

(in mlllrons) 2006 2005 2004

Accumulated unrealized holding (Iosses) gains related to available-for-sale securiies ~ $ (10) - $ (8 .- $ —

Accumulated-unrealized gains (losses) related to hedging activity - 4" 2}

Accumulated translation adjustments ‘ 197 109 328

Accumutated minimum pension liability adjustments (436) {572) {#16)"

Adjustment to mrtrally apply SFAS No 158 for penslon and (386) t— —

" otfier postretlrement benefits

Total o ¥t . P $(635) $ (467). $ (90).
w! t. -, ' fo
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NOTE 20: STOCK OPTION AND COMPENSATION PLANS -

The Company's stock incentive plans consist of the 2005 Omnibus Long-Term Compensation Plan (the 2005 Plan) the 2000 Omnibus Long-Term
Compensation Plan (the 2000 Plan}, and the 1995 Omnibus Long-Term Compensation Plan (the 1995 Plan). The Plans are admlmstered by the Execu-
tive Compensation and Development Committee of the Board of Directors. |

Under the 2005 Plan, 11 million shares of the Company's cammon stock may be granted to employees between January 1, 2005 and December 31
2014. This share reserve may be increased by: shares that are forfeited pursuant to awards made under the 1995 and 2000 Plans; shares fetained for
payment of tax withholding; shares issued in connection wrth reinvestments of dividends and dividend equwa!ents shares defivered for payment or
satisfaction of tax withholding; ‘shares reacquired on the | open ‘market using option exercise price cash proceeds; and awards that otherwise do not re-
sult in the issuance of shares. The 2005 Plan is substantially similar to and is intended to replace the 2000 Plan, which expired on January 18, 2005.
Stock options are generally non-qualified and are issued at prices not less than 100% of the-per share fair market value on the date of grant. Options
granted under the 2005 Plan generally expire seven years from the date of grant, but may be forfeited or canceled earlier if the optionge’s employment
terminates prior to the end of the contractual term. The 2005 Plan also provides for Stock Appreciation Rights (SARs) to be granted, either in tandem
with options or freestanding. SARs allow optionees to receive payment equal to the increase in the market price of the Company S stock from the
grant date to the exercise date. At December 31, 2006, 8,000 freestanding SARs were outstanding under the 2005 Plan at optron pnces ranglng from
$24.59 t0 $25.58. Compensation expense recognized in 2006 on those freestanding SARs was not material. _

- Under the 2000 Plan, 22 million shares of the Company’s common stock were eligible for grant to a variety ot employees between January 1, 2000

and December 31, 2004, The 2000 Plan is sulistaritially similar to, and wés intended to replace, the 1995 Plan, which expired on December 31, 1999
Stock options are generally non-quaiified and are at prices not less than 100% of the per share fair market riatue on the date of grant, and the options
generally expire ten years from the date of grant, but may expire sooner if the optionee’s employment terminates. The 2000 Plan also provides for
SARs to be granted, either in tandem with options or freestanding. At December 31, 2006, 47,138 freestanding SARs were outstanding under the 2000
Plan at option prices ranging from $23.25 to $60.50. Compensation expense recognized i :n 2006 on-those lreestandrng SAHs was not materral

Under the 1995 Plan, 22 miflion shares of the Company’s common stock were eligibte for grant to a variety of employees between February 1, 1995
and December 31, 1999. Stock options are generally non-qualified and are at prices not less than 100% of the per share fair market value on the date
of grant, and the options generally expire ten years from the date of grant, but may expire sooner if the optionee’s employment terminates. The 1995
Plan also provides for SARs to be granted, either in tandem with options or freestanding. At December 31, 2006, 144,399 freestanding SARs were
outstanding under the 1995 Plan at option prices rangmg from $31.30 to $90 63. Compensation expense recognized in 2005 on those freestanding
SARs was not material.

In addtion, the 2005 Plan, the 2000 Plan, and the 1995 Plan provide for, but are not limited to, grants of unvested stock and performance awards.
Compensation expense recognized in 2006 for these awards, based on their fair value was not material,

Further information relating to stock options is as follows:

Vo Weighted-Average
Exercise
{Amounts in thousands, except per share amounts) Shares Under Option ° Range of Price Per Share Price Per Share
Qutstanding on December 31, 2003 39549 $22.58 - $92.31 $48.30
Granted ..o 800 L . $2492-%3332 .$30.18
Exercised 157 $22.58 - $31.30 $30.84
Terminated, Canceled or Surrendered . 2,982 . $22.58 - $75.66 a0
QOutstanding on-December 31, 2004 - . - a2, ., - $2258-99231 . ae $48.51
Granted , 1,852 $22.03 - $31.57 $25.89
Exercised , . T, 389 ' $22.58 - $31.88 $30.68
Terminated, Canceled or Surrendered - 2630 - - $23.25 - $8319 $48.53 - -
Qutstanding on December 31, 2005 ‘ 36,043 . $2203-89231 - $4754
Granted . ot 1,605 $2072 - $27170 , $25.48 .
Exercised . , v 20 $22.58 - $26.71 . %2497
Terminated, Canceled or Surrendered Do 3,017 $2203- $8319. . .. - $08.46
Outstanding on December 31, 2006 _ L TR 11 | B o s2012 -%92.31 ' %4557
Exercisable on Decernber 31,2004 o ) 33196 ) _ $22.58 - $92.31 o $50.32
Exercisable on December 31, 2005 32,330 $22.58- $92.31 $49.69
Exercisable on December 31, 2006 31,548 $22.58 - $92.31 $47.44




The table above excludes approximately 68 (in thousands).options granted by the Company in 2001 at an exercise price of $.05-$21.91 as part of an
acquisition. At December 31, 2006, approximately 4 (in thousands) stock options were outstanding in refation te this acquisition.

The following table summarizes information about stock options at December 31, 2006:

(Number of options in thousands) Options Outstanding - Options Exercisable

Range of Exercise Prices Weighted-Average BT e '
At - Less Remaining Weighted-Average © 777 Weighted-Average
Least Than Options Contractual Life Exercise Price Options Exercise Price
$20 - $30 4,871 5.26 $26.05 - 2,056 $2660 - -
$30 - $40 16,514 379 ©TT $3246 0 16,286 "7 83246 .
$40 - $50 578 408 $41.71 577 s .
$50 - $60 1,666 321 - . $5477 - - - 1,661 -$54.77
$60 - $70 5,974 153 86543 5961 $6544 - -
$70 - $80 2,684 061 - $7420 2,683 $74.20,
Over $80 2,324 017 = - $89.96 2,324 - $8996 - - -

“34.611 - ! R e 31,548

The werghted average remaining‘contractual term and aggregate intrinsic value of all optrens outstanding at December 31, 2006 was 3.10 years and -
negatrve 3684 407 thousand, respectrvely The werghted average rémaining contractual term and aggregate intrinsic value of all options exercisable
at December 31, 2006 was 2.85 years and negative $682,611 thousand respectively. The negatlve aggregate intringic value of all options outstand—
ing and exercrsable respectrvely, reflects the fact that the market price of the Company' s common stock as of December 31, 2006 was below the
weighted-average exercise price of eptrons The total intrinsic va[ue of optrons exercrsed dunng years ended December 3, 2006 2005 and 2004 was
{in thousands) $61, $1,238, and $417, respectively.

As of December 31 2006, there was $12.7 milion of total unrecognrzed compensatlon cost related to unvested optrans The cost is expected to’ be
recognized over a weighted-average perrod of 2.2 years. :

The total fair value of shares vested dunng tbe years ended December 31, 2006 2005 and 2004 was $8 mrllron $16 million and $15 mr!lmn respec-
tively. ‘ :

Cash received for optron exercises for the years ended December 3, 2006 2005 and 2004 was $1 mlllron $12 million and 8$5 mrllron respectrvely
The actual tax benefit realized for the tax deductions from eptran exercises was not material for 2006, 2005 or 2004,

“‘-,'

NOTE 21: ACQUISITIONS = * Co

2006 e et
There were ne significant acquisitions in 2006.

2005 - ..‘.5 - . -

Creo Inc.

On June 15, 2005, the Company completed the acquisition of Creo Inc. (Creo}, a premier suppher of prepress and workflow systems used by com
mercial printers around the world. The acquisition of Creo uniquely positions the Company to be the preferred partner for its customers, helping them
improve efficiency, expand their offerings and grow their businesses. The Company paid $954 million (excluding approximately $13 mitlion in transac-
tion related costs), or $16.50 per share, for all of the outstanding shares of Creo. The Company used its bank fines to initially fund the acquisition,
which has been refinanced with a term loan under the Company's: Secured Credlt Agreement, Creo 5 extensive'solutions pertfolrc is now part of the .
Company 5 Graphlc Communications Group segment.

The followrng represents'the total purchase price of the acqursrtron (in mrllrons)

Cash paid at closing ' o T % 954
Estimated transaction costs B A K| '
Total purchase price : $ 967
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Upon closing of an acquisition, the Company estimates the fair values of assets and liabilities acquired in order to consolidate the acquired balance
sheet. The following table summarizes the estimated fair value of the assets acquired and liabilities assumed at the date of acquisition and represents
the final altocation of the purchase price.

At June 15, 2005 — (in millions):

Current assets o $ 352 1 . - ‘ Lo,
Intangible assets (including in-process R&D) - ., 292 .77 ST T
Other non-current assets {including PP&E) o 180 . P
Goodwill . . .o 445 -

Total assetsecquired o - _ - $1,269 .
Current liabilities ~ ~ . $ 241

Non-current liabilities - ‘ 61 _

Total liabilities assumed : T $ 302 _ ) .

Net assets acquired $ 967 o

- 7 . . -

Of the $292 million of acquired intangible assets, approximately $36 million was assigned to in-process research and development assets that were
written off at the date of acquisition. Approximately $48 mitlion was initially assigned to in-process research and development assets during the- - -
second quarter of 2005, which was offset by a $12 million adjustment during the third quarter of. 2005 due to a change.in the third party valuation.
These amounts were determined by identifying research and development projects that had not yet reached technological feasibility and for which .

no alternative future use existed. The value of the projects identified to be in progress was determined by estimating the future cash.flows from the
projects once commercialized, less costs to complete development and discounting these net cash flows back to their present value. The discourit rate
used for these research and development projects was 23%. The charges for the write-off were included as research and development costs in the '
Company's Consolidated Statement of Operations for thé year ended December 31, 2005. :

The remaining $256 million of intangible assets, which relate to developed technology, trademarks and customer refationships, have useful lrves rang-
ing from six to eight years. The $445 million of goodwill i is assigned to the Company's Graphic Communications Group segment '

As of the acquisition date, management began to assess and formulate restructuring plans at Creo. As of June 30, 2006, management has completed
its assessment and approved actions on these plans, Accordmgly, the Company recorded a related liability of approxrmately $38 million. This liability
is inctuded in the current liabilities amount reported above and represents restructuring charges related 1o Creo net assets acqurred Refer o Note 16
*Restructuring Costs and Other,” for further drscussron of these restructurmg charges

Kodak Pclychrome Graphics

Through April 1, 2005, the Company held a 50% interest in Kodak Polychrome Graphics (KPG). This joint venture between the Company and.Sun~ .
Chemical Corporation was accounted for using the equity method of accounting. Summarized unaudited incoma statement information for KPG for the
three months ended March 31, 2005 is as follows: ' - .

{in millions}: .

Net sales - $ 439 l
Gross profit 149

Income from continuing operations - i T ! _ . ’
Net income , N . o O 4 : S ‘

\
On April 1, 2005, the Company completed its acquisition of l(odak Polyctirome Graphics (KPG) through the redemption of Sun Chemical Corporation's
50 percent interest in the joint venture. The transaction further established the Company as a leader in the graphic communications industry and
will complement the Company's existing business in this market. Under the terms of the transaction, the Company redeemed ail of Sun Chemical
Corporation's shares in KPG by providing $317 million in cash (excluding $8 million in fransaction costs) at closing and by entering into two notes
payable arrangements, one that will be payable within the U.S. (the U.S. note) and one that will be payable outside of the U.S. (the non-U.S. note), ..
that will require principal and interest payments of $200 million in the third quarter of 2006 (which has been paid during the third quarter 2006), and




$50 million annually from 2008 through 2013. The total payments due under the U.S note’and the non-U.S. note are $100 million and $400 million,
respectively. The aggregate fair value of these note payable arrangements of approximatsty $395 mitlion was recorded in the Company’s Consolidated
Statement of Financial Position as of the acquisition date and was presented as a non-cash investing activity in the Consohdated Statement of Cash

Flows. KPG now operates within the Company’s Graphic Communications Group segment. : 0 - Tt
The following represents the total purchase price of the acquisition (in millions): U a Ce e | , .I
Cash paid at closing § 317 . G e e e
Transaction costs . "8 S S P
Notes payable 395 . SR '

Total purchase price $ 720 ' ‘ e nee s

Upan closing of an acquisition, the Company estimates the fair values of assets and liabilities acquired in order to consolidate the acquired balance

sheet. The following table summarizes the estimated fair va!ue of the assets acqurred and liabilities assumed at the date of acquisition and represents
the final allocation of the purchase price: . -, L - . : . T -

'

At April 1, 2005 — (in miilions):

L [ h
Current assets . T 1 $ - 487 ‘ "~
Intangible assets (including in-process R&D) . T 160" . S Y . ey
Other non-current assets (including PP&E) ~ ~ » ™ -~ 179 _ R e
Goodwil _ AR <) A Yoo
Total assets acquired $ 1,063
Current liabitities . $ 262 <ot oy . .
Non-current liabilities B 1 R : Ml R
Total liabilites assumed § 343 o '
Net assets acquired $ 720 o T e

-

0f the $160 million of acquired intangible assets approxlmatety $16 million was assigned to.research and development assets that were wntten off at
the date of acquisition. This amount was determined by identifying research and development projects that had not yet reached technoleglcal feasibil-

ity and for which no alternative future uses exist. The value of the projects identified to be in progress was determined by estimating the future cash

flows from the projects once commercialized, less costs to complete development and discounting these net cash flows back to their present value.
The discount rate used for these research and development projects was 22%. The charges for the write- off were included as research and develop-
ment costs i in the Company's Consolidated Statement of Operations for the year ended December 3, 2005.

The remaining $144 million of intangible assets, which relate to developed technology, trademarks and custdmer relatronsh:ps have useful Iwes rang-‘
ing from three to sixteen years. The $237 million of gdodwm i assigned to the Company’s Graphic Communications Greup segment.

As of the acquisition date, management began to assess and formulate restructuring plans at KPG. As of March 31, 2006 management completed -

its assessment and approved actions on these plans. Accordingly, the Company recorded a related liability of approximately $8 million on these.ap- - -
proved actions, This liabiity is included in the current liabilities amount reported above and represents restructunng charges related to the net assets
acqurred To the extent such actions related to the Company's historical ownership in the KPG joint venture, the restructuring charges were reﬂected in
the Company's Consolidated Statement of Operattons Refer to Note 16, “Restructuring Costs and Other,” for further discussion of these restructunng
charges. ., - = . . ‘

[
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The unaudited pro forma combined hlstencal results as |f KPG had been acquired at the begmnmg ot 2005 and 2004 respectwely, are estlmated to be: -

{in millions, except per share data) A 2005 ' - 2004 : T o
Net sales ’ $14,707 $15,232 '
(Loss) earnings from continuing operations ${1,336) $ 86 '
Basic net (loss} earnings per share . '
from continuing operations $ {4.64) $ .30
Diluted net (loss} earnings per share
from continuing operations . § (464) $ 30
_ Number of common shares used in:
Basic net (loss) earnings per share 2879 2866 )

Diluted net {loss) earnings per share ¢ 2879 © 286.8

The pro forma results include amortization of the intangible assets presented above, depreciation refated to the fixed asset step-up, and the interest

- expense related to acquisition-related debt, and exclude the write-off of research and development assets that were acquired.

Pro-forma Financial Information ] .
The following unaudited pro forma financial information presents the combined results of operations of the Company and the Company’s significant
acquisitions since January 1, 2005, KPG and Creo, as if the acquisitions had occurred as of the beginning of the periods presented. The unaudited pro
forma financial information is not intended to represent or be indicative of the consolidated results of operations or financiat condition of the Com-
pany that would have been reported had the acquisitions been completed as of the beginning of the periods presented, and shoufd not be taken as
representative of the future consolidated results of operations or financial condition of the Company. Pro forma resuits were as follows for years ended
December 31, 2005 and 2004: :

(in millions, except per share data) 2005 - 2009

Net sales $14,992 $ 15,987
(Loss) earnings from continuing operatldns $ (1,391 $ 4
Basic net (loss) earnings per share . ’
from continuing operations $ (4.83) $ 0
Diluted net (loss) earnings per share e
from connnumg operations * $ 483 - § O
Number of common shares used i |n o "
Basic net (loss) earnings per share 2879 286.6
Diluted net {loss) earnings per share ' 2879 286.8

The pro forma results include amortization of the mtanglble assets deprematlon related to the fixed asset step-up, and the interest expense related to
acquisition-related debt, and exclude the write-off of research and development assets that were acquired.

L

2004 "

NexPress-Related Entities _ -
On May 1, 2004, the Company completed the purchase of Heidelberger Druckmaschinen AG's (He|de'|berg) 50 percent interest in NexPress Solutions
LLC, a 50/50 joint venture of Kodak and Heldelberg that makes high-end, on-demand digital color prmtmg systems, and the equity of Heideiberg
Digita! LLC, a leading maker of digital black-and-white variable-data printing systems. Kodak also announced the acquisition of NexPress GmbH, a
German subsidiary of Heidelberg that provides engineering and development support, and certain inventory, assets and employees of Heidelberg's
regional operations or market centers. There was no cash consideration paid to Heidelberg at closing. Under the terms of the acquisition, Kodak and
Heidelberg agreed to use a performance-based earn-out formuta whereby Kodak will make periodic payments to Heidelberg over a two-year period, if
certain sales goals are met. If all sales goals are met during the two calendar years ended December 31, 2005, the Company will pay a maximum of
$150 million in cash. None of these sales goals were met during the two calendar years ended December 31, 2005 and therefore, no amounts were
paid. Additional payments may also be made relating to the incremental sales of certain products in excess of a stated minimum number of units

sold during a five-year period following the closing of the transaction. This acquisition advances the Company’s strategy of diversifying its business
portfolio, and accelerates its participation in the digital commercial printing industry.

[




The following table summarizes the estimated fair value of the assets acquired and liabilities assumed at the date of acqwsmon The purchase price .
allocation is as follows: o . ‘

At May 1, 2004 — (in millions):

Currentassets Co 0o ‘ $ 88 - S -,

Intangible assets (including in-process R&D) . 9
Other non-current assets (including PP&E} . ) ¥
Total assets acquired ' $ 134
Current liabilities $ 85
Other non-current liabilities ] 6
Deferred taxes 33
Total liabilities assurned - $ 104 L !
Net assets acquired $ 30

The excess of fair value of acquired net assets over cost of $30 million represents negatwe goodwnl and was recorded asa component of other Iong-
term liabilities in the Company’s Consolidated Statement of Financial Position. !

As of the acquisition date, management began to assess and formulate plans to restructure the NexPress-related entities. As of December 31, 2005,
management had completed its assessment and approved actions on-the plans. Accordingly, as of December 31, 2005, the related liability was $6
million. This liability is included in the current fiabilities amount reported above and represents restructuring charges related to the entities and net as-
sets acquired. To the extent such actions related to the Company’s historical ownership.in the NexPress Solutions LLC joint venture, the restructuring
charges will be reflected in the Company’s Consolidated Statement of Operations. This amount was $1 million as of December 31, 2005. ~

China Lucky Film Co. Ltd.

On October 22, 2003, the Company announced that it 51gned a twenty-year agreement with Chlna Lucky Film Corp. On February 10, 2004 the
Chinese government approved the Company s acquisition of 20 percent of Lucky £ilm Co. Ltd. (Lucky Film}, the ]argest maker of photographlc fimin
China, in exchange for total consideration of apprommately $174 million. The total consideration of $174 million was composed of $80 million in cash,
$47 million in additional net cash to build and upgrade manufacturing assets, $30 million of contributed assets consisting of a building and equipment,
and $7 million for technical support and training that the Company will provide to Lucky Film. Under the twénty-year agreement, Lucky Film will pay
Kodak a royatty fee for the use of certain of the Company’s technologies as well as dividends on the Lucky Film shares that Kodak will acquire. In addi-
tion, Kodak has obtained a twenty-year manufacturing exclusivity arrangement with Lucky Filrmi as well as access to Lucky Fitm’s distribution network.

As the total consideration of $174 millien will be paid through 2007, the amounl was dlscounted to $171 mllhon for purposes of the purchase price |
aliocation.

The preliminary purchase price allocation is as follows {in miIIions):

intangible assets $ 145
Investment in Lucky Film 12
Deferred tax liability . (16) _
" . § 171 . P . T ]

The acquired intangible assets consist of the manufacturing exclusivity agreement and the distribution rights agreement. In accordance with the

terms of the twenty-year agreement, the Company had acquired a 13 percent interest in Lucky Film as of March 31, 2004 and, therefore, $26-milli_on X
of the $42 million of value allocated to the 20 percent interest was recorded as of March 31, 2004. During 2005, the Company recorded an impair-
ment charge of $19 million related to the investment in Lucky Film. The impairment was recognized as a result of an other-than-temporary decline in
the market value of Lucky Film's stock. As a result, the value allocated to the 20 percent interest in Lucky Film has been adjusted to $23 million and
the corresponding value of the 13 percent interest has been adjusted to $14 million. The Company will record the $9 million of vatue associated with
the additional 7 percent interest in Lucky Film when it completes the acguisition of those shares in 2007. The Company’s interest in Lucky Fitm is
accounted for under the equity method of accounting, as the Company has the ability to exercise significant influence over Lucky Film's operatmg and
financial policies.
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Scitex Digital Printing (Renamed Versamark) P ‘
On January 5, 2004, the Company completed its acquisition of Scitex Digital Printing (SDP) from its parent for $252 million, Inclusive of cash on hand
at closing which totaled approximatety $13 million. This resulted in a net cash price of approximately $239 million, inclusive of transaction costs. SDP
is the leading supplier of high-speed, continuous inkjet printing systems, primarily serving the commercial-and transactional printing sectors. Custom-
ers use SDP's products to print utility bills, banking and credit card statements, direct mail materials, as weli as invoices, financial statements and
other transactional documents. SOP now operates under the name Kodak Versamark, Inc. The acquisition will provide the Company with additional
capabilities in the transactional printing and direct mail sectors while creating another path to commercialize proprietary inkjet technology.

The following table summarizes the estimated fair value of the assets acquired and liabilities assu.med at the date of acquisition. The final purchase
price allocation is as follows:; . ..

At January 5, 2004 — (in millions):

Current assets $ 125

Intangible assets (including in-process R&D) : I

Other non-current assets {including PP&E) 47. . . ‘ .

Goodwill L o 7 ] 7 )
Total assets acquired . - ., - o : $. 284 . .

Current liabilities $ 23 '
Other non-current liabilities- ~ * '™~ * . -« g "

Tota! liabilties assumed - Y

Net assets acquired _ .’ R . $ 252

Of the $95 million of acquired intangible assets, $9 million was assigned to research and development assets that were written off at the date of
acquisition. This amount was determined by identifying research and development projects that had not yet reached technological feasibility and for
which no alternative future uses exist. The value of the projects identified to be in progress was determined by estimating the future cash flows from
the projects once commercialized, less costs to complete development and discounting these net cash flows back to their present value. The discount
rate used for these three research and development projects was 17%. The charges for the wrlte off were Included as research and development
costs in the Company 5 Consolldated Statement of Operatlons for the year ended December 31, 2004.

The remammg $86 mllllon of mtanglble assets WhICh relate to developed technoiogy. customer relationships, and trade names, have useful Iwes rang-
ing from two to fourteen years. The $17 million of goodwill was assigned to the Graphic Communications Group segment.

NOTE 22: DISCONTINUED OPERATIONS
The significant components of earnings from discontinued operations, net of income taxes, for 2006, 2005 and 2004 are as follows:

{doflar amounts in millions) ‘ 2006 2005 2004

Remote Sensing Systems (RSS) earnings, net of tax § — $ — $ 38
(Loss) gain on sale of RSS, net of tax ' — _-(55) . 439
Tax reserve reversals related to audit settlement for tax years 1993—1998 — . 203 —
Al other items, net m 2 (2)

(L_oss)eamingsfrom discontinued operations, et of irico_me‘texes' ' ‘ $ M - § 150 $ 45

y . . * R R

N
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2006 I ) v
The loss from discontinued operations for the year ended December 31, 2006 of appro)amately $1 mrlhon was; due toa pensron liability true-up related
to the 1994 sale of Sterling Winthrop Inc., the Company s pharmaceutical, consumer health and household products busmesses -

¥ AL

2005
Earnings from discontinued operatlons for the year ended December 31, 2005 of approxrmately $150 mrlllon was due to'the items drscussed below

During the fourth quarter of 2009, the Company was informed that the United States Congress Joint Commrttee on Taxation had approved and the
Internal Hevenue Service had srgned a settiemeént between the Company and the Internal Revenue Sennce concerning the audit of the tax years
1993-1998. AS a result of the settlement, the Company was able to reverse certam tax accruals relating to the aforementroned years under audit The !
reversal of the tax accruals of approximately $203 million, whrch primarily relates to and which was established in 1994 in connection with the sale

of Sterling Winthrop Inc., the Company’s pharmaceutrcal consumer health, and household products busmesses dunng that year, was recognlzed m
earnings from dlscontmued operations for the year ended December 31, 2005. - ! ;

On August 13, 2004 the Company completed the sale of the assets and business of the Remote Sensing Systems operation, mcludlng the stock of
Kodak’s wholly owned subsidiary, Research Systems, Inc. (collectively knowri as RSS), to ITT Industries for $725 million in cash. As a result of the sale |
of RSS, the Company transferred the related employees’ plan-assets of the Company's pension plan. This transfér was subject to a true-0p provision,

which was completed in the fourth quarter of 2005 and resulted in a settlement loss of $54 million berng recognrzed in eamrngs ‘from drscontrnued

operatrons for the year énded December n, 2005 )

The contract wnth T alsp mcluded a provrsmn under WhICh Kodak could receive up to $35 mrlhon in cash (the “Cash Amount”) from ITT dependmg on
the amount of pension plan assets that were ultimately transferred from Kodak's defined benefit pension plan trust inthe U.S. o ITT. The total ‘amount
of assets that Kodak transferred to ITT was actuarially determined in accordance with the applicable sections ‘under the Treasury Hegulatrons and . '
ERISA (the “Transferred Assets"). The Cash Amount was equal to 50% of the amount by which the Transferred Assets exceed the maximum amount
of assets that would b required to be transferred in accordance with the appticable U.S. Governmient Cost Accounting Standards (the.“CAS Assets"),
up to $35 million. Based on preliminary actuarial valuations, the estimated Cash Amount was approximately $30 million. Accordingly, the after-tax
gain from the sate of RSS+includéd an estimated pre-tax amount-of $30 million, representing the Company's estimate of the Ca_sh“Amount that woitld
be received following the transfer of the pension ptan assets to [TT. This amount was recorded in assets of discontintied operations in the Company's
Consolidated Statement of Financial Position as of December 31, 2004. The actual Cash Amount received during the fourth quarter of 2005 was ap-
proximately $29 illion. Accordingly, the difference in the estimated Cash Amount and the actual Cash Amount recelved of approxlmate|y $1 mrlhon )
was recorded in earnings from discontinued operations for the year ended December 31, 2005. "

2004 - - ... " . R
{n August 13, 2004 the Company compteted the sale of the assets and busrness of the Hemote Sensmg Systems operatlon rncluding the stock |
of Kodak’s wholly owned subsidiary, Research Systems, Inc. {collectively known as RSS), to ITT Industries for $725 million in cash. RSS, a Ieadmg
provrder of specialized imaging solutions to the aerospace and defense commumty, was part of the Company s commercial and government systems’
operation within the Digital & Film Imaging Systems segment, Its customers inciude NASA, other U.S. government agencies, and aerospace and
defense companies. The sale was completed on August 13, 2004. RSS had et sales for the yéars ended December 31, 2004 and 2003 of approxi-'
mately $312 million and $424 million, respectively, RSS had earnlngs before taxes for the years ‘ended December 31, 2004 and 2003 of approximately
$44 million and $66 million, respectively. ) - ‘ e "

The sale of RSS resulted in an after-tax gain of approximately $439 millign. The after-tax gain exctuded the ultimate impact from the settlement loss
that was incurred in connection with the Company’s pension plan of approximately $55 million, as this amount was not recognizable until the final
transfer of plan assets occurred, which was in the fourth quarter of 2005.

Earnings from discontinued operations for the years ended December 31, 2004 and 2003 of approximately $36 million (excluding the $439 million
RSS after-tax gain) and $64 million, respectively, were net of provisions for income taxes of $6 million and $10 million, respectively.
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NOTE 23: SEGMENT INFORMATION

Current Segment Fleportrng Structure

As of and for the year ended December 31, 2008, the Company had four reportable ségments aligned based on aggregation of srmrtar products and
services: Consumer Digital Imaging Group (CDG); Film and Photofinishing Systems Group (FPG); Graphic Communications Group (GCG); and Health
Group (KHG). The balance of the Company’s operations, which individually and in the aggregate do not meet the criteria of reportable segment, are \
reported in All Other. A description of the segmerits is as follows:

Consumer Digital Imagmg Group Segment (CDG): The Consurher Digital Imaging Graip segment encompasses digital capture, krosks home prrnt-
ing systems, digital imaging services and imaging sensors. This segment provides consumers and professionals with digital products and servrces,
and includes the licensing activities releted to the Company s intellectual property in this product category

Film and Photofinishing Systems Group Segment (FPG) The Film and Photofi nrshmg Systems Group segment encompasses consumer and .
professional film, photographic paper and photofinishing, aerial and industrial film, and entertainment products and services. This segment: provides
consumers, professronals and crnematographers with traditional products and services.

Graphic Gommumcatlons Group Segment (GCG): The Graphrc Commumcatlons Group segment servesa varlety of customers in the creative,
in-plant, data center, commercial printing, packaging, newspaper,and digital service bureau market segments with a range of software, media and
hardware products that provide customers with a variety of solutions for prepress equipment, workflow software, digital and traditional printing, docu-
ment scanning and multi-vendor T services. Products include digital and traditional prepress consumables, including plates, chemistry, and media;,
workflow and proofing software; color and black and white electrophotographrc equipment and consumables; high-speed, high-volume contlnuous
inkjet printing systems; wide- format inkjet printers; high-speed productron document scanners; micrographic peripherals; and media (including micro-
graphi films). The Company also provides maintenafce’ and professronal servrces r‘or Kodak anid other manufacturers products as well as prowdlng
imaging services to customers. ..

Health Group Segment (KHG): The Health Group segment provrdes drgrtal medrcal 1magmg and |nformat|on products and systems and solutions,
which-are key components of sales and earnings growth. These include laser imagers, digital print films, computed and dlgrtal radiography systems,
dental radiographic imaging systems, dental practice management software {DPMS), advanced picture-archiving and communications systems
(PACS), and healthcare information solufions {HCIS). Products of the Health Group segment also include traditional analog medical and dental films,
chemicals, and processing equipment and related services. The Company's history in traditional analog imaging has made it a worldwide leader in
this area and has served as the foundation for building its important digitat imaging business. The Health Group segment serves the general radiology
market and specialty health markets, including dental, mammography, orthopedics and oncology. The segment also provides molecular imaging for
the biotechnology research market.

All Other: All Other is composed of the Company’s display business, business development and other small, miscellaneous busmesses The develop-
ment initiatives in oonsurner inkjet téchnologies continue to be reported in All Other through the end of 2006. -

Transactions between segrnents which are immaterial, are made on a basis intended to reflect the market value ot the products recognizing'prevail-
ing market prices and distributor discounts. Differences between the reportable segments’ operatrng results and assets and the Company's consoli-

- dated financial statements relate pnmanly to items herd at the corporate level, and to other items excluiled from segment operating measurements

No single customer represented 10% or more of the Company S total net sales in any period presented

Effective January 1, 2006, the Company changed its cost aflocation methodologies related to distribution costs, indirect selling, general and admrms-
{rative expenses, and corporate research and development costs. . . . .




The changes in cost ailocation methodologies referred to.above increased (decreased) segment eamings {losses) from continuing operations before
interest, other income (charges}, net and income taxes for the years ended December ., 2005 and 2004 as follows: -

3

_ b o ' - Year Ended December 31, o o
(in millions) 2005 2004 R 7
Consumer Digital Imaging Group ~ "~ - $ (i5) ${133) _ ) o ) ' _"'--_

Fitm and Photofinishing Systems Group 93 220 SR v '

Graphic Comimunications Group ) ) (51) S

Health Group o 21 34 . .

Al Other S - N £ U - .

_ Consolidated impact S s = s = b
da e fae b - )

Further, as described in Note 3, “Inventories, Net,” on January 1, 2006, the Company electéd'to change its method of costing its U.S: invéntdries from
the LIFO method to the average cost method. This change increased cost of goods sold for the years ended December 31 2005 and 2004 for each of
the segments as follows: : ) B

r

Yeargnded December 3,

{in millions) - - R 2005 2004 v
Consumer Digital Imaging Group .-,  § 14 s 3 T T LT
Film and Phetofinishing Systems Group 12 12 ' e e s
Graphic Communications Group G 1 o Ao e
Health Group * P 5 2 S

All Other - Cuy 1 1 N .
"consorieatedimpa& R §:33 08 10u i sooe oo er el

- - .= e e o

Prior perfad results have been adjusted to reflect the changes in segment reporting structure, the changes in cost allocatlon methodologres out!med
above, and the change in inventory costlng method '

- PR - s . P - - - . - N e e e P - e
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Segment financial information is shown below Pnor penod results have been restated to confonn to the current period segment repertrng structure

2006

H""

-

3

{in millions) 2005 2004
Net sales from continuing operations: o ey
.Consumer Digital Imaging Group T $ 2920 T§325 . 82366707 '
Film and Photofinishing Systems Group 4,156 5325 6 7 051 3
Graphic Communications Gmup 3,632 2,990 1344 o
Health Group 2497 2,655 2686 - }
All Other 69. 83 T
Consolidated total 1$13,274, " $14,268 .;;s'.rs,sﬂ' T
Earnings (losses) from continuing operations before ' ot T T
interest, other income (charges), net, and income taxes , . -
CGonsumer Drgltal Imaging Group. $ . 1, 8 (13 ,,(189) I
Film and Photofinishing Systems Group 358 540 3 854 - -
Graphic Communications Group 141 {41) {9)
Health Group 278 370 484
All Other (214) {231) (257.}-' ‘ "r )
Total of segments g 564 507 - 801 s
Restructuring costs and other {768) (1,118) qgony” T T
Adjustments fo legal reserves/(settiements) 2 @ e {B) et
Interest expense ~ (262) {211) (168) >+
Other income {charges), net 118 4 81 1 ira
Consolidated loss from continuing operatmns before income taxes' $ (346) $ (799 § (113) -.:.: )
Segment total assets: , . e A oegn
Consumer Digital Imaging Group $ 2076  $ 1,964 $.’1|'.750,;,1.‘ .
Film and Photofinishing Systems Group 4,374 5,346 6,859 ) '
Graphic Communications Group 3,406 3416 1,594
Health Group 2,266 2,331 2,548
All Other 19 . 123 90
Total of segments 12,241 13,180 12,841
Cash and marketable securities 1,487 1,680 1,258
Deferred income tax assets 750 950 944
Assets of discontinued operations —_ = 30
Other corporate reserves (158} {174) (139)
Consolidated total assets $14,320 $15,236 $14,934




(in milligns) -7 N 2006 2005 2004
Intangible asset amortization expense from continuing operations: \ .
Consumer Digital Imaging Group - T $ 6 $ 6 $ 4
““Filmand. Photonmshmg Systems Group~ — -~ 77 T T tT32 B ) 23
Graphic Commumcatlons Group B1 62 16
Health Group - . 20 25 A
-.AlOther . .. . .. o 1 1. —
- ..Consofigatedtotal . _....0 " .. . .. ... . $§ 146 . $ 125 $. 67
Depreciatioh' expense from continﬁihg%perations:. - el - . , ¥
Consumer Digital Imaging Group $ 82 $ 77 $ 50
Film and Photofinishing Systems Group -, .+~ - ; 461 . 524 524
, Graphic Communications Group -+ - .. , - ot I 151 74
Health Group~ .- = Wt b .7 160 120 121
AII‘che'r.-'.‘v S e 120 18 S 12
LaSubtale T L T T 900 890 781
_* Restructuring-related depreciation ' - ) 285 391 183
'Consolidated total - ‘ ...$ 1185 $ 1281 $ 964
Capital additions from continuing uperatlons i )
Consumer Digital'iméging Group $ 80 §: 73 $ 45
Film and Photofinishing Systems Group 51 177 262
+ Graphic Commuriications Group " ** -7 7 Y4 122 50
Health Group® - ="~ EAR 756 58 75
All Other 51 42 28
.. Consolidated total e 0 s o $ 379... .3 4 $ 460
Net salés to external cusfomers attributed to ®; -~ %~ wo T ’
The United States $ 5634 $ 6,156 $ 5756
. Europe, Midle Eastand Afica, |, i o -, o .- $.3005 $ 4148 - $ 392
AsiaPacific «, o . oo e s, 2,333. 2,554 2,482 .
Canada and Latin America 1,312 1,410 1,353
" “<Foreign countries total” v '+ $47640 $ 812 - $ 7761
" Consoidatedtotal $ 13274 $14,268 $ 13517

{1) Sales are reported in the geographic area in which they originate.
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(in millions) 2006 2005 2004

Property, plant and equipment, net located in: o oty T v
The United States $ 1,730 $ 2343 $ 2838 .. °
Europe, Middle East and Afica $ 382 $ 564 $ 641
Asia Pacific . 575 685 82
Canada and Latin America 155 186 21t '

Foreign countries total ’ ' : o % 12 08 1435 - % 1674
Consolidated tota! S " o $ 2842 os3me c - § 452

' New Kodak Operating Model and Change in Reporting Structure

In December 2006, the Company announced that effective January 1, 2007 the Film and Photofinishing Systems Group would be called the Film Prod-
ucts Group, and that certain SPG’s previously included in FPG would become part of CDG, Also effective January 1, 2007, consumer inkjet systems,
formerly reported in All Other would become part of CDG. This change in structure is to align the Company’s reporting structure to the way in which
the Company manages its business effective January 1, 2007. The most significant change, the transfer of photographic paper and photofmlshmg Ser-
vices to COG from FPG, reflects the increasing manner in which images captured or generated by COG products and services are printed and shared.
CDG will be the Company’s primary point of contact for the digital picture-taking consumer, providing a full range of products and services for captur-
ing, storing, printing and sharing images. Additionally, the new structure will. concentrate FPG's portfolio exclusively on film- related and entertainment .
imaging businesses. The following indicates the changes from the old repurtmg structure to the new report]ng structure that will be implemented
beginning in the first quarter of 2007; .

Consumer Digital Imaging Group Segment (CDG): This segment will include photographic paper and photofmlshmg sennces formerly part of FPG
and consumer inkjet systems, formerly part of All Other.

Film Products Group Segment {FPG): The Film Products Group segment will no longer include photographic paper and photoflnlshmg services, since
they will become part of CDG. Additionally, the non-destructive testing business, formerly included in the FPG segment, will be mcluded in the Health
Group segment. .

Graphic Communigations Group Segment {GCG): There are no changes to the composition of the GCG segment from 2006. However as the GCG
segment completes its integration process and further ahgns the discrete businesses, starting in the first quarter of 2007, the GCG segment results
will be reported using its new organlzatlonal structure, as described In item 7, "Management s Discussion and Analysis of Financial Condition and
Report of Operatmns

Health Group Segment (KHG): The Company announced on January 10, 2007 that it has reached an agreement to sell the Health Group to Onex
Corporation for as much as $2.55 billion. The transaction is expected to close in the first half of 2007. As a result, the results of operatlons and'assets,
net of fiabilities, to be sold, inclusive of the non- destructwe testing business formerly included in FPG, will be reported as a discontinued operahon
beginning in the first quarter of 2007, S

All Other: In February 2007, the Company announced its entry into the consumer inkiet business. Beginning with the first quarter of 2007 the results
of the consumer inkjet-business, formerly included in Al Other, will be reported within- the COG segment. There-are no other changes to the compos:-
tion of All Other. ' s




NOTE 24: QUARTEFILY SALES AND EARNINGS DATA — UNAUDITED
(in millions, except per share data). | _4th Qtr. drdatr. 2nd Qfr. st Qtr. .
2006 - L |
Net sales from continuing operations $ 3821 $ 3204 $§ 3360 $ 2,889
Gross profit from continuing operatioris L 1,007 -8 809 ' 678"
Earnings (loss) from continuing operations o ’ 174 @37 (282) @ ‘ ’(29&}) o
L.oss from discontinued operations™®. . (o i — - o
Net earnings (loss) o 16 @ (282) - {298). . _
Basic and diluted net earnings (loss) per share (™ . .. ) . !
Continuing operations .~ . 08 (13) (%8 (104
Discontinued operations — — - -
Cumulative effect of accounting change, net . - .. — — ., a T
Total .06 (13) {.98) (1.04)
2005 - ' ; _ . : ; _
Net sales from continuing operations . TS 4197 $§ 353 - § 3686 - 'S 2832 " -
Gross profit from continuing operations ‘ ©o967 922 C 1038 691 o
Loss from continuing operations (137)@ (915)® (155 ™ ' (147) 1~
Earnings from discontinued operatiens 1 L 148 | S | .- . 1 o
Cumulative effect of accounting change '2 - (57, : - ] - - o
Netloss . . {46) (914) ' (155) L -(148) ‘
Basic and diluted net {loss) earnings per sharg " . T
Continuing cperations (.48) {3.19) {-54) {.51)
Discontinued operations 52 01 — —
Cumulative effect of accounting change, net (.20) — — —
Total {.16} (3.18) {.54) (.51)
(1) Includes $228 million ($83 million included in cost of goods sold and $145 million included in restructuring costs and other) of restructuring charges, which
increased net loss by $197 million; and $4 million of asset impairment charges, which increased net lass by $3 million.
(2} Includes $246 million ($77 milkion included in cost of goods sold and $169 million included in restructuring costs and other) of restructuring charges, which ‘
increased net loss by $214 million; $4 million (included in SG&A) related to charges for an unfavorable legal settlement, which increased net loss by $4 million;
and $9 million of asset impairment charges, which increased net loss by $9 million.
{3) Includes $212 million ($75 million included in cost of goods sold and $137 million included in restructuring costs and other) of restrrcturing charges, which
increased net loss by $202 million; a gain of $43 million refated to property and asset sales, which reduced net loss by $33 million; and a $2 million gain related
to the reversal of certain asset impairment charges previously recorded in the second quarter, which reduced net foss by $2 million., .
{4) Includes $82 miltion ($62 million included in cost of goods sold and $20 million included in restructuring costs and other) of restructuring charges, which '

decreased net eamings by $105 million; a $3 million gain on the sale of assets, which decreased net garnings by $1 million; and a $6 million gain related to the
reduction of fegal reserves, which increased net earnings by $6 million. Also included is a valuation allowance of $90 million recorded against the Company’s net ’

{5) Gross profit amounts for 2005 have been adjusted to reflect the change in the inventary costing method from LIFD to average cost. See Note 3, “Inventories, Net”

for further information.

(6) Inchudes $206 million {391 million included in cost of goods sold and $115 million included in restructuring costs and other) of restructuring chargés, which

increased net loss by $149 million.

(7} Includes $339 million ($86 million included in cost of goods sold and $253 millien included in restructuring costs and other) of restrucluring charges, which
reduced net eamings by $240 million; $64 million of purchased R&D, which increased net foss by $39 million; $19 million of strategic asset impairment charges
related to Lucky Film, which increased net loss by $19 million; and a $13 million gain on the sale of properties, which reduced net loss by $11 million.
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(8) Includes $278 million ($115 million incléded in cost of goods sold and $163 million included in restructuring costs and other) of restructuring charges, as well as,.

the reversal of tax benefits recognized earlier in the year resulting from the valuation allowance on deferred tax assets in the U.S. established in the third quarter,
which increased net foss by $363 million; $12 million of credits related to purchased R&D recorded in the second quarter, which reduced net loss by $2 million;
$21 million of asset impairment charges whrch increased net loss by $12 million; and a gain of $28 million related to a sale of property in the UK, which reduced

net loss by $28 million. Also included is a valuation allowance of $778 million recorded against the Company’s net deferred tax assets in the U.S., portions of-  »

which are reftected in the aforementroned restructurrng amount. .1

{9) Includes $295 million {$138 mrlimn included in cost of goods sold and $159 million included in restructuring costs and other) of restructunng crlarges which .
increased net loss by $268 mrllron $4 million of asset impairment charges, which increased net loss by $4 millien; and $21 milion (included in SG&A) related
to charges for unfavorable legal settlements which increased net loss by $21 mitlion. Also included is a valuation allowance of $183 million recorded agamst the
Company's net deferred tax assets in the 11.S., portions of which are reflected in the aforementionéd restructuring amount. - .

(10) Refer to Note 22, “Discontinued Operations™ for & discussion regarding earnings (loss} from discontinued operations. e

(11) Each quarter is calculated as a discrete period and the sum of the four quarters may not equal the full year amount. The Company's diluted net (loss) earh'ings
per share in the above table mcludes the effect of contingent convertible debt instruments, which had no material impact on the Company’s dr!uted earnings per
share. . T

{12) Refer to Note 1, “Significant Accounting Polrcres for a discussion regardlng a change in accounlmg principle refating to the adoption of FIN 47 dunng the fourth

quarterof2005 ) Y . .

(3 '

1
'

Changes in ‘Estimates Recorded During the Fourth Quarter December 31, 2006

During the fourth quarter ended December 31, 2006, the Company recorded a charge of approximately $17 miliion, net of tax, related to changes i |n
estimate with respect to certain of its employee benefit and compensation accruals. These changes in estimates negatively impacted the results for
the fourth quarter by $.06 per share .

4. ! S

Changes in Estimates Recorded During the Fourth Quarter December 31, 2005’

During the fourth quarter ended December 31, 2005, the Company recorded a'charge of approximately $25 million, net of tax, refated to changes in * '

estimate with respect to certain of its employee benefit and compensation accruals. These changes in estrmates negatwety impacted the results for

the fourth quarter by $.09 per share. R
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NOTE 25: SUBSEQUENT EVENT - PENDING SALE OF THE COMPANY'’S -
HEALTH GROUP

On January 8, 2007, the Company’s Board of Directors authorized management to enter mto a deﬁnmve agreement fo seII all of the assets and

business operations of the Health Group to Onex Healthcare Holdings, Inc. (“Onex”), a subsidiary of Onex Corporation, for up to $2.55 billion. This *

definitive agreement was signed on January 9, 2007. The price is composed of $2.35 billion in cash at closing and $200 million in additiona future

payments if Onex achieves certain returns with respect to its investment. If Onex investors realize an internal rate of return in excess of 25% on their -

investment, the Gompany will receive payment equal to 25% of the excess return, up to $200 million. Vo .

About 8,100 employees of the Company associated with the Health Group will transition to Onex as part of the transaction. Also mcluded in the
sale are manufacturing operations focused an the production of health |mag|ng products, as well as an office building in Rochester NY. The' sale is "
expected fo close in the first half of 2007. .

The following table summarizes the major classes of assets and iabilities to be sold asof December 31, 2006:

i

(in millions) . . _ - ae
Receivables, net $ 598 | ' R . -
Inventories, net 201 : o v ‘
Other current assets - v : 13 o o

Total current assets : ! 812 vt
Property, plant and equipment, net 268 e
Goodwill ' . 596
Other long-term assets . 217

Total assets $ 1,893 ' K '
Accounts payable and other current liabilities $ 483 . ;

Total current fiabilities T 483
Pension and other pestretrrement hahllrtles ) 30
Other long-term Ilabllmes A 14 '

Total liabilities o SRR S/ SR -~ e

These assets and liabilities are classified as held and used in the Company’s Consolidated Statement of Financial Position. The Company will reflect -~
the operations associated with this transaction as discontinued operations beginning in the first quarter of 2007 and will report the assets and liabili-

ties as held for sale. .
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{in miliions, except per share data,.shéirehotders, and einployees)

2006

2005

2004

12003

2002

Net sales from continuing operations -

(Loss) eamings from continuing
operations before interest, other income

$ 13274 $ 14268 - § 13,517

-

i

260

$ 12809 . §$ 12,549

(charges), net, and income taxes - 0 .. {202) (632) (106) R RY |
(Loss) earnings from: . . . . .
Continuing operations (600} (1,354)@ g9 @ 163w 7269
Discontinued operations . (1) 150 @ 475 © 64 9
Cumulative effect of accounting change —_ (57) — — —
Net (Loss) Eamings (601) {1,261) 544 227 735
Earnings and Dividends
{Loss) earnings from continuing operations .
— % of net sales from continuing operations {4.5)% (9.5)% 0.5% 1.3% 5.8%
Net (loss) earnings - - : - -
— % return on average shareholders’ equity {32.8)% (39.9)% 14.5% 0% - "237%
Basic and diluted {loss) earnings per share: S !
Continuing operations {2.09) {4.70) 24 .57 249
Discontinued operations - — 52 1.66 .22 03
Cumutative effect of accounting change — (.20) L — — .-
Total (2.00) (4.38) - 1.90 79 . 252
Cash dividends declared and paid v b
— on common shares 144 144 143 L0330 . 5%
— per common share .50 .50 . .50 115 1.80
Common shares outstanding at year end 2873 2872 286.7 2866 2859
Shareholders at year end - 63193 - 75,619 80,426 85,712 89,988
Statement of Financial Position Data - S
Working capital 586 607 872 423 {716)
Property, plant and equipment, net 2,842 3,778 4,512 75,051 5,378
Total assets ' . 14,320 -~ 15,236 15,084" 15,213 13,903
Short-term borrowings and current portion of long-term debt 64 819 469 946 1,442
Long-term debt, net of current portion 2,14 2,764 1,852 2,302 1,164
Total shareholders' equity 1,388 2,282 4,034 3471 3,029
Supplemental Information
(all amounts are from continuing operations)
Net sales from continuing operations :
— (DG $ 2920 3,215 $ 2,366 $ 156 § 948
— FPG 4,156 5325 7,051 7941 8,242
— Graphic Communications Group 3,632 2,990 1,344 967 724
— Health Group 2,497 2,655 2,686 2431 2,214
— All Other 69 83 70 54 360
Research and development costs 710 892 836 760 757
Depreciation 1,185 1,281 964 839 813
Taxes (excludes payroll, sales and excise taxes) 327 798 {(100) 4 268
Wages, salaries and employee benefits 3,097 3,941 4188 3,960 3,906
Employees at year end
—in the U.S. 20,600 25,500 29,200 33,800 37,900
— worldwide 40,900 54,800 62,300 68,900

51,100

(footnotes on next page)




' K - ] . - : v )
. . .

(footnotes for previous page) ;.

(1} Includes $768 million of restructuring charges, net of reversals; $2 million of income related to fegal settiements; $46 million of income related to property and
asset sales; and $11 million of charges related to asset impairments These items increased net loss by $692 million Also mcluded is a valuation alluwance of $90

impact. . ' .-

(2} Includes $1,118 million of restructuring charges; $52 million of purchased H&D $44 million fnr charges related to asset impairments; $41 miliion ot mcome “ _
related to the gain on the sale of properties in connection with restructuririg actions; $21 miliion for unfavorable legal settlements and a $6 million tax chiarge re-
lated to a change in estimate with respect to a-tax benefit recorded in connection with a land donation in a prior period.- These items increased net loss by $1,080
million. Also included is a valuation allowance of $961 million recorded agamst the Company’s net deferred tax assets in the 1.S., portions uf which are reflected .
in the aforementioned net |0ss impact. . e c Lo- : . . : o

(3) Includes $889 million of restructuring charges; $16 million of purchased R&D; $12 million for a charge refated to asset tmpalrments and other asset write-offs;
- and a $6 million charge for a Iegal settiement Also includes the benefit of two Iegal settlements of $101 million. These items reduced net earmngs by $609 mil-
lion. - . . . ‘ , '

{4) Includes $552 million of restricturing charges; $31 milliort of purchased R&D; $7 miliion for a charge related to asset impairments and other a‘sset write-offs; a
$12 million charge related to an inteflectual property settlement; $14 million for a charge connected with the settlement of a patent infringement claim’ $14 mil-
lion for a charge connected with a prior-year acquisition; $ million for a charge to write down certain assets hel for sale following the acquisition of the Burrel
Compariies; $8 million for a donation to a technology enterprise; an $8 million charge for legal settiements; 2 $9 million reversal for an environmental reserve; and
a $13 milijon tax benefit refated to patent donations. These items reduced net earnings by $441 million., - v o , .

(5) Includes $143 million of restructuring charges; $29 million reversal of restructuring charges; $50 million for a charge related to asset impairments and other asset
write-offs; and a $121 million tax benefit relating to the closure of the Company’s PictureVision subsidiary, the consolidation of the Company's phuteﬂmshmg
operatmns in Japan, asset write-offs and a change in the corporate tax rate: These items improved net eamings by $7 million. :

(6) Refer to Note 22, “Dlsconttrlued Operations” for a discussion regarding the earnings from discontinued operations.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
o ACGOUNTING AND FINANCIAL DISCLOSURE
Nore. - Lad : ' et "y

- a
-

. ™ * vdt n, o

ITEM 9A. CONTHOLS AND PROCEDURES

Evaluatlon of Dlsclosure Controls andrProcedures -

The Company maintains disclosure controls and procedures that are designed to ensure that mformatmn required to be dlsclosed in the Company S.”
reports filed or submitted under the Exchange Act is recorded; processed, summarized and reported within the time periods specified in the SEC's
rules and forms, and that such information is accumulated and communicated to management, including the Company's Chief Executive Officer and
Chief.Financial Officer, as appropriate, to allow timely decisions regarding. required disclosure. The Company’s management, with participation of the
Company's Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of the Company's-disclosure controls and procedures as
of the end of the fiscal year covered by this Annual Report on Form 10-K. The Company's Chief Executive Officer and Chief Financial Officer have con-
cluded that,.as of the end of the period covered by this Annual,Report-on Form 10-K, the Company s disclosure controls and procedures (as defined in
Rules-13a-15(e) and 154~ 15(e) under the Exchange Act) were: eﬁectwe o . o - o

Management’s Report on Internal Control Over Flnanmal Reporting

The management of the Company is responsible for establishifig'and maintaining adequate internal control over financial reporting. The Company’s
internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial reporting and the prepara-
tion of financial statements for external purposes in accordance with generally accepted accounting principles in the United States of America. The
Company’s internal control over financial reporting includes those policies and procedures that: (i) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the Company; (ii) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles in
the United States of America, and that receipts and expenditures of the Company are being made only in accordance with authorizations of manage-
ment and directors of the Company:; and (iii) provide reasonabie assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of the Company’s assets that coutd have a material effect on the financial statements.

internal control over financial reporting cannot provide absolute assurance of achieving financial reporting objectives because of its inherent limita-
tions. Internal control over financial reporting is a process that involves human ditigence and compliance and is subject to lapses in judgment or break-
downs resulting from human failures. Internal control over financial reporting also can be circumvented by collusion or improper management override.

Because of such limitations, there is a risk that material misstatements may not be prevented or detected on a timely basis by internal control over
financial reporting. However, these inherent limitations are known features of the financial reporting process. Therefore, it is possible to design into
the process safeguards to reduce, though not eliminate, this risk. 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.

Management assessed the effectiveness of the Company’s internal control over financial reporting as of December 31, 2006. In making this assess-
ment, management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission (C0S0) in “Interna! Control-
Integrated Framework.”

Based on management’s assessment using the COSO criteria, and in consideration of the results of the Company's remediation efforts with respect
to internal controls surrounding the deferred income tax valuation allowance account as discussed within Changes in Intemal Controf over Financial
Reporting below, management has concluded that the Company’s internal control over financil reporting was effective as of December 31, 2006.

Management's assessment of the effectiveness of the Company’s internal control over financial reporting as of December 31, 2006 has been audited
by PricewaterhouseCoopers LLP, as stated in their report which appears on page 58 of this Form 10-K under the heading, Report of Independent
Registered Public Accounting Fim.

Changes in Internal Control Over Financial Reporting

As disclosed in the Company’s 2005 Annual Report on Form 10-K, and in its Quarterly Reports on Form 10-Q for each of the first three quarters of
2006, the Company reported a material weakness in its internal control over financial reporting refated to the compieteness and accuracy of the
Company’s deferred income tax valuation aflowance account. A material weakness is a control deficiency, or combination of control deficiencies, that
results in more than a remote likelihood that a materia! misstatement of the annual or interim financial statements will not be prevented or detected.




As of December 31, 2006, the Company has remediated the previously reported material weakness in its internal contro! over financial reporting
related to the completeness and accuracy of the Company’s deferred income tax valuation allowance account. The following remedial actions have
been undertaken:

* With the help of externat advisors (ather than the Company's independént registered public accounting firm), standard conitrols were enhanced
for evaluating world-wide positions with respect to valuatlon allowances, mcludlng quarteny tax packages with standardlzed dccumentatmn o
identify and quantify potentlal issues;

« QOrganizational structure changes were made to enhance efficiencies, effectiveness and accountability by ahgmng the global tax enterprise ‘
structure with the tax processes and controls. Specn‘:cally, the Company |dent|f|ed and establlshed key tax posrtrons to ensure tax processes
and key controls are monitored and Sustainable over time;

* The Company provided training and education efforts in tax areas, including the deferred mcome tax valuatlcn allowance account

In the third and fourth guarters of 20086, the Company has undertaken and completed, as appropnate lts testmg fo valldate comphance W|th the en- N
hanced policies, procedures and controls. The Company has undertaken this testing over these two quarters so as to be able to demonstrate operating
effectiveness over a period of time that is sufficient to support its conclusion. In reviewing the results from this testing, management has concluded ,
that the internal controls related to the completeness and accuracy of the Company's deferred income tax valuation aliowance account have been
significantly improved and that the above referenced material weakness in intemal controls has been remediated as of Dacember 31, 2006.

ITEM 9B. OTHER INFORMATION . , .
None. - L » \
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PART 111
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ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND

CORPORATE GOVERNANCE C ,'
The information required by Item 10 regarding directors is mcorporated by reference from the tnformatlon under the caption “Board, Structure and
Corporate Governance — Board of Directors” in the Company's Notice of 2007 Annual Meeting.and Proxy Statement (the Proxy Statement) which will
be filed within 120 days after December 31, 2006. The rnformatlon required by Item 10 regarding audlt committee financial expert disclosure is incor-
porated by reference from the information under the caption “Board Staucture and Corporate Governance - Audlt Committee Financiai Qualifications”
in the Proxy Statement. The information required by Item 10 regarding executive officers Is contained in Part | under the caption "Executive Officers of
the Registrant” on‘page 17. The information required by Item 10 regardmg the Company's written code of ethics is incorporated by reference from the
information under the captions “Board Structure and Corporate Goverriance — Corporate Governance Guidelines” and "Board Structure and Corpo-
rate Govemance — Business Conduct Guide and Directors' Cade of Conduct” in the Proxy Statement. The information required by tem 10 regarding
compliance with Section 16(a) of the Securities Exchange Act of 1934 is incorporated by reference from the mformatron under the captlon “Reportmg
Compliance - Sectron 16(3) Beneficial Ownership Reporting Compltance” in the mey Statement o

ITEM 11. EXECUTIVE COMPENSATION
The information required by item 11 is incorporated by reference from the information under the followmg captions in the Proxy Statement: “Board
Structure and Corporate Governance™ and “Compensation Discussion and Analysis.” -

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT ‘AND RELATED STOCKHOLDER MATTERS

Most of the information required by Item 12 is incorporated by reference from the information under the captions “Beneficial Ownership” in the Proxy

Statement. “Stock Options and SARs Outstanding under Shareholder- and Non-Shareholder-Approved Plans” is shown below:

Stock Options and SARs Outstanding under Shareholder- and Non-Shareholder-Approved
Plans

As required by Item 201(d) of Regulation S-K, the Company’s total options outstanding of 35, 050 758, including total SARs outstanding af 440,008,
have been granted under equity compensation plans that have been approved by security holders and that have not been approved by security holders
as follows:

Number of Securities
Remaining Available
Number of Securities for Future Issuance
to be issued Weighted-Average Under Equity
Upon Exercise of Exercise Price of Compensation Plans
Qutstanding Options, Outstanding Options, " (Excluding Securities
Plan Category Warrants and Rights Warrants and Rights Reflected in Column (a))
(@) {b) {c}
Equity compensation plans approved
by security holders @ 25,173,255 $ 4154 1,699,741
Equity compensation plans not approved by .
security holders @ 9,877,503 55.86 0
Total 35,050,758 $ 45.58 . 11,659,741

(1) The Company's equity compensatlon plans approved by security holders include the 2005 Omnibus Long-Term Compensation Plan, the 2000 Omnibus Long-
Term Compensation Plan, the Eastman Kodak Company 1995 Omnibus Long-Term Compensation Plan, the Eastman Kodak Company 1990 Omnibus Long-Term
Compensation Plan and the Wage Dividend Plan. .

(2) The Company's equity compensation plans not approved by security holders include the Eastman Kodak Company 1997 Stock Option Plan and the Kodak Stock
Option Plan. The 1997 Stock Option Plan, a pkan formerly maintained by the Company for the purpose of attracting and retaining senior executive officers, became
effective on February 13, 1997, and expired on December 31, 2003, The Compensation Gommitiee administered the Plan and continues to administer those Plan
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awards that remain outstanding. The Pian permitted awards to be granted in the form of stock options, shares of common stock and restricted shares of commen
stock. The maximum number of shares that were available for grant under the Plan was 3,380,000, The Plan required all stock option awards to be non-qualified, .
have an exercise price not Jess than 100% of fair market value of the Company's stock on the date of the option's grant and expire on the tenth anniversary of the ’
date of grant. Awards issted in the form of shares of common stock or restricted shares of common stock were subject to such terms, conditions and restrictions

as the Compensation Commitiee desmed appropriate

The Kodak Stock Option Ptan, an “al employee stock option plan” which the Company formerly maintainad, became effective on March 13, 1998, and terminated . :
on March 12, 2003. The Plan was used in 1998 to grant an award of 100 non-qualified stock options or, in those countriés whese the grant of stock options was I
not possible, 100 freestanding stock appreciation rights, to aimost all full-time and part-time employees of the Company and many of its domestic and foreign '
subsidiarigs. In March of 2000, the Company made essentially an identical grant under the Pian to generally the same category of employees. The Compensatlon
Committee administered the Plan and continues to administer those Pian awards that remain outstanding. A total of 16,600,000 shares were availablg for grant
under the Plan. All awards granted under the Plan generally contained the following features: 1) a grant price equal to the fair market value of the Company's '
common stock on the date of grant; 2) a two-year vesting period; and 3) a term of 10 years. L o t

iTEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
AND DIRECTOR INDEPENDENCE ‘ y

The information required by Item 13 is incorporated by reference from the information under the captions “Compensation Discussion and Analysis -
Employment Contracts and Arrangements” and “Board Structure and Corporate Governance — Board Independence” in the Proxy Statement. . .

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by Item 14 regarding principal auditor fees and services is incorporated by reference from the information under the caption
. “Committee Reports — Report of the Audit Committee” in the Proxy Statement.
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ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
' _ Page No.
() 1. Consolidated financial statements: . .., .
Report of independent registered public accounting firm -+~ - ' 58
Consolidated statement of operations ~ ..~ . L eo L v
Consalidated statement of financial position .. =74 " "« "“i'-'f S 61 et A
Consolidated statement of shareholders’ equity v -V S ‘ -
Consolidated statement of cash flows - oy .4 -,, . b5-86-.- .. ..
Notes to financial statements ‘ ey eT-123 L
! a o M I oo 0wt
2. Financial statement schedules: ) e
I - Valuation and qualifying accounts - N TR T “.13_2_ -
. L, , . N

All other schedules have been omitted because they are not applicable or the information required is shown in the financial statements or
notes thereto.

3. Additional data required to be furnished:

Exhibits required as part of this report are fisted in the index appearing on pages 133 through 137,
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B Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on -
its behalf by the undersigned, thereunto duly authorrzed

N o ' T B
EASTMAN KODAK COMPANY oo )
(Hegrstrant) 1 e m e
By: By: ! 7
v} 1 . \
/s/ Antonio M. Perez fs/ Frank S. Sklarsky A
" Antonio M. Perez T I
Chairman & Chief Executive’ Offcer‘ - ~~  Chief Financial Officer, and Executive Vice President - = = - = B
¢ ¢ /s/ Diane E. W|If0ng Soee e .
" Diane £ Wifong )
L R - Chief Accounting Officer, and Corporate Controller
Date:March1,2007 T T T T T L e

. - ‘ . . - . v
LN N L T L g1

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the fol!owlng persons on behalf of the
registrant and in the capacities and on the date indicated. ST .

wt

5/ Debrals Lgg: - —vo + e m o e
_ _Debral.leeDirector. _ _ __ _ ... . ..

~fs/Richard $. Braddock-~ - - -~ -
. Richard . Braddock, Director _ ," I

— e

is! Martha Layne Colling
: Martha Layne Collins, Duector—-v
- fs/ Timothy M. Donahug- - —
Timothy M. Donahue, Director

/s/ Michael'Hawley
Michael Hawley, Director

- - ——— e e C e

fs/William H. Hemandez
William H, Hernandez, Director

s/ Durk . Jager— .
Durk‘l: Jager, Director

Date: March 1, 2007

/s/ Delano E. !.ewis

Delang E-Lewis, Director--
/s/ Antonio M-Perez- -~
Antonio M. Perez, Director

/s/ Hector de J. Ruiz
Hector de J. Rﬂu‘rz, Director

_#8/ Laura D'Andrea Tyson

Laura D’Andrea Tyson
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VALUATION AND QUALIFYING ACCOUNTS - . © -~

Y

03 -

Balance at Beginning Charges to Amounts Balance at End

{in miiions) of Period Eamings and.Equity, - Written Off. -~ of Period -~

Year ended December 31, 2006 T

Deducted in the Statement of Financial Position:

From Current Receivables: , .

Reserve for doubtful accounts $ 124 ' $ 56 $ 64 $ 116
Reserve for loss on returns and
allowances o387 26 23 4
Total $ 162 $ 8 $ 87 S 157
From Long-Term Receivables and Other AR o T
Noncurrent Assets:
Reserve for doubtful accounts $rur 9L w0 - $ 0O $ — $ 8

From Deferred Tax Assets: o
Valuation Allowance e e, w8328 e $ 655 $ 134 $ 1,849

Year ended December 31, 2005

Deducted in the Statement of Financial Position:

FI'OITI lell'_rent. chewables. e .\"J'?‘ 9‘:. L \*’,\:q(‘ L Wity i, Fh RN R ,U'- L } '\ Ve oLt - L Yoo oxL oo
Reserve for doubtful accounts $ 92 $ 108 ..o 8 76 . e $ 1244
Reserve for loss on returns and

allowances _3§ . 28 25 38
Total Jsoer $ 136 $ 101 . § 162
From Long-Term Receivables and Other
Noncurrent Assets: V- .
Reserve for doubtful accounts $ 19" ,Ll $ 7 $ 17 R S
From Deferred Tax Assets: Lo B '
Valuation Allowance $ 284 $1,190 $ 146 $1328

Year ended Gecember 31, 2004 ‘ ) S .

Deducted in the Statement of Financial Position: vt ’

From Current Receivables:

Reserve for doubtful accounts $° .76 $ 50 $ 3 $-~ 92
Reserve for foss on returns and e ot b L
allowances 36 16 17 35
Total . $4-,_L1”12‘.}‘ e $ 66 $ 5 $, 127
From Long-Term Receivables and Other R T
Noncurrent Assets:
Reserve for doubtful accounts $ 116 $ 8 $ 5 $ 19

From Deferred Tax Assets: . ._ .

Valuation Allowance $ 287 $ $ 78 ‘$ 284




INDEX TO EXHIBITS

' . * +
' .

EXHIBIT NUMBER

3 A

Certificate of Incorporation, as amended and restated May 11, 2005.

(Incorporated by reference to the Eastman Kodak Company Quarterly Report on Form 10-Q for the quarterly period ended June 30,
2008, Exhibit 3.)

By-laws, as amended and restated May 11, 2005.

' (Incorporated by reference to the Eastman Kodak Company Ouarterty Report on Form 10-Q for the quarterly period ended June 30,

2005, Exhibit 3.)
Indenture dated as of Janu'ary't 1988 between Eastman Kodak Company and The Bank of New York as Trustee.

" "{Incorporated by reference to the Eastman Kodak Company Annual Report on Form 10-K for.the fiscal year ended December 25, 1988,

Exhibit 4.} !
First Supplemental Indenture dated as of September 6, 1991 and Second Supplemental Indenture dated as of September 20, 1991, each
between Eastman Kodak Company and The Bank of New York as Trustee, supplementing the Indenture described in A.

(Incorporated by reference to the Eastman Kodak Company Annual Report an Form 10-K for the fiscal year ended December 31, 1991,

Exhibit 4.) : . “ N

Third Supplemental Indenture dated as of January 26, 1993 between Eastman Kodak Company ancl The Bank of New York as Trustee,
supplementing the Indenture dascribed in A.*

{Incorporated by reference to the Eastman Kodak Company Annual Report on Form 10-K for the fiscal year ended December 31, 1992,
Exhibit 4.) . . :

Fourth Supplemental Indenture dated as of Mdrch 1, 1993, between Eastman Kodak Company and The Bank of New York as Trustee,
supplementing the indenture described in A. |

{incorporated by reference to the Eastman Kodak Company Annual Report on Form 10-K for the fiscal year ended December 31, 1993,
Exhibit 4.)

Form of the 7.25% Semor Notes due 2013

(Incorporated by reference to the Eastman Kodak Company Current Report on Form 8- K torthe date October 10, 2003 as filed on Qcto-

ber 10, 2003, Exh|b|t4)

‘ Resolutrons of the Committee of the Board of Directors of Eastman Kodak Company. adopted on October 7, 2003, establishing the terms

of the Securities.

(tncorporated by reference to the. Eastman Kodak Company Current Report on Form 8-K for the date October 10, 2003 as filed on Octo-
ber 10, 2003, Exhibit 4.)

Fifth Supplemental Indenture, dated Octaber 10, 2003, between Eastman Kodak Company and The Bank of New York, as Trustee.

{Incorporated by reference to the Eastman Kodak Company Current Report on Form 8-K for the date October 10, 2003 as filed on Octo-
ber 10, 2003, Exhibit 4.)

Secured Credit Agreement, dated as of October 18, 2005, among Eastman Kodak Company and Kodak Graphic Communications Canada
Company, the banks named therein, Citigroup Global Markets Inc., as lead arranger and bookrunner, Lloyds TSB Bank PLC, as syndica-
tion agent, Credit Suisse, Cayman Islands Branch, Bank of America, N. A. and The CIT Group/Business Credit, Inc as co-documentatron
agents, and Citicorp USA, Ing., as agent for the lenders.

{Incorporated by reference to the Eastman Kodak Company Current Report on Form 8-K, filed on Qctober 24, 2005 Exhibit 4.1.)

' Security Agreement, dated as of October 18, 2005, among Eastman Kodak Company, the subsidiary grantors identified therein and

Citicorp USA, Inc., as agent, relating to the Secured Credit Agreement. '
(Incorporated by reference 1o the Eastman Kodak Company Current Report on Form 8-K, trted on October 24, 2005, Exhibit 4.2.)

Canadian Security Agreement dated as of October 18, 2005, among Kodak Graphic Commumcatrons Canada Company and Citicorp
USA, Inc., as agent, relating to the Secured Credit Agreement.

(Incorporated by reference to the Eastman Kodak Company Current Report on Form 8-K; filéd on October 24, 2005, Exhibit 4.3.)
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Eastman Kodak Company and certain subsidiaries are parties to instruments defining the rights of holders of long-term debt that was not registered
under the Securities Act of 1933. Eastman Kodak Company has undertaken to furnish a copy of these instruments to the Secuntres and Exchange
Commission upon request.

(10)
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H.

Philip J. Faraci Agreement dated November 3, 2004. ]

(Incorporated by reference to the Eastman Kodak Company Annual Report on Form 10 K for the frscal year ended December 31 2005,
“Exhibit 10.) .

Eastman Kodak Company Insurance Plan for Directors.

(Incorporated by reference to the Eastman Kodak Company Annual Report on Form 10- K for the frscal year ended December 29, 1985,

Exhibit 107) ' . '

Eastman Kodak Company Deferred Compensatron Pian for Directors, as amended February 11, 2000.

(Incorporated by refefence to the Eastman Kodak Company Quarterly Report on Form 10-Q for the quarterly period ended June 30,
1999, and the Eastman Kodak Company Annual Report on Form 10-X for the fiscal year &nded December 31, 1999, Exhrbrt 10.)

Eastman Kodak Company Non-Employee Director. Anntial Compensation Plan, effective June 1, 2004.,

{Incorporated by reference to the Eastman Kodak Company Quarterly Report on Form 10-Q for the quarterly penod ended June 30
2004, Exhibit 10} - NN - >

1982 Eastman Kodak Company Executive Deferred Compensatron Plan, as amended effectwe December 9, 1999

{Incorporated by reference to the Eastman Kodak Company Annual Report on Form 10-K for the fiscal year ended December 31, 1996,
and the Quarterly Report on Form 10-Q for the quarterly period ended September 30, 1999, and the Eastman Kodak Company Annual
Report on Form 10-K for the fiscal year ended December-31, 1999, Exhibit 10.) . . . .

Eastman Kodak Company 2005 Omnibus Long-Term Compensation Plan, effective January 1, 2005.

{Incorporated by reference to the Eastman Kodak Company Gurrent Report-on Form 8-K, filed on May 11, 2005.)

Form of Notice of Award of Non-Qualified Stack Options pursuant to the 2_005 Omnibus Long-Term Comperisation Plan. -
(Incorporated by reference t'the Eastman Kodak Company Current Report on Form 8K, filed on May 11, 2005.)

Form of Notice of Award of Restricted Stock, pursuant to the 2005 Omnibus Long-Term Compensation Plan.
(Incorporated by reference to the Eastman Kodak Company Current Report on Form 8 K, filed on May 11 2005)

Form of Natice of Award of Restricted Stock with & Deferral Feature pursuant to thié 2005 Omnibus Long-Term Compensafron Plan.
{Incorporated by reference tp the Eastman Kodak Company Duarterly Report on Form 10 0 for the quarterty perrod ended June 30,
2005, Exhibit 10.)

Farm of Admrmstratwe Guide for Annual Officer Stock Optrons Grant under the 2005 Omnrbus Long-Term Compensatron Plan.
(Incorporated by reference to the Eastman Kodak Company Duarterty Report on Form 10-Q for the quartedy perrod ended September 30,
2005, Exhibit 10. )

Form of Award Notree for Annual Director Stock Optron Grant under the 2005 Dmmbus Long Term Compensatron Pian,

(Incorporated by reference to the Eastman Kodak Company Quarterly Report on Form 10- Q for the quarterly penod ended September 30,
2005, Exhrblt 10.) '

Form of Award Notloe for Annual Director Restrrcted Stock Grant under the 2005 Omnlbus Long -Term Compensatlon Plan. .
(Incorporated by reference” to the Eastman Kodak Company Quarterly Report on, Form 10-Q for the quarterly period ended September 30,
2005, Exhibit 10.) ‘ S _ :

Frank S. Sklarsky Agreement dated September 18, 2006. - .. Lo e o

. (Incorporated by reference to0.the Eastman Kodak Company Quarterly Report on Form 10 Q for the quarterly perrod ended September 30,
2006, Exhibit 10.1. ) ' -

Amendment, dated September 26, 2006, to FrankS Sklarsky Agreement dated September19 2006 ) «._

. (Inoorporated by reference to the Eastman Kodak Company Ouarterly Report on Form 10- 0 for the quarteny period ended September 30,

2006 Exhibit 10.2.)

Stock and Asset Purchase Agreement by and between Eastman Kodak Company and T Indusfnes tnc dated February 8 2004
{Incorporated by reference to the Eastman Kedak Company Quarterly Report on Form 10-Q for the period ended September 30, 2004,
Exhibit 10.)
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Eastman Kodak Company 1995 Omnibus Long-Term Compensation Plan, as amended effective as of November12, 2001." ¢+ *

{Incorporated by reference to the Eastman Kodak Corfipany Annual Report on'Form 10-K for. the fiscal:year ended December 31, 1996, ‘
< the Quarterly Report on'Ferm 10-Q for the quarterly period ended March 3151997, the Quarterty:Report on:Form ‘10<Q for the quarterly

»" -+ period ended March 31, 1998, the Quarterly Report on Farm 10-Q for the quarteriy.pericd ended'June 30, 1998, the Quarterly Report on i

tForm 10-Q for the Guarterly period ended September 30,1998, the Quarterly Report on Form 10-Q for the quarterty.period ended Sep-
tember 30, 1999, the Annual Report on Form 10-K for the fiscal year ended December 31,1999, ‘and tha Annuial Regort on Form 10-K for
. the fiscal year ended December 31, 2001, Exhibit 10. } ST e LT e it s !
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b J ' Kodak Executive Financial-Counseling. Program, " " moa s 2R 02t 5 op s Tyl m o RE 0wy
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(Incorporated by reference to the Eastman Kodak Company Annual Report on Form 10-K tor the ftscal year ended Decémtier 31, 1992,
" Exhibit 10.): "5 SO A AR 1 T e S R (LA R L Y .or kL a,,f S

Personal Umbrella Llabrlrty Insurance Coverage R

Eastman Kodak Company provrdes $5 000 000 personal umbrella ||ab|Irty msurance coverage+to |ts drrectors and approxrmately 160 key
executives. The' coverage, which' is insured through The' Mayﬂower Insurance Company, Ltd“ supplements partrcrpants personal cover-
age. The Company pays the cost of this insurance. Income is imputed to participants, ©L* . ~gonsl L vt 7!

* (Incorporated by reference to the Eastman Kodak Company Annual Report on'Form 10-K.for the fiscal year ended December 31, 1995,

Exhibit 10.) L T
Kodak Executive Health Management Plan, as amended effective January 131995, v 3 & umyarns -y ot ety T

* {Incorporated by reference to the Eastman Kodak Company Annual-Report on Form 10:K for-the fiscai year ended December 31, 1995
and the Annual Report on'Form 10-K-for the fiscat.year ended December 31; 2001, Exhibit 10.) #7177 .F whia™ Gy« = oon

e

James Langley Agreement dated August 12,2003 v*. 2~ 2 fne - * ra® 2 st i AL L L aesiiae)

* {Incorporated by.reference to the Eastman Kodak Company Annual Report aniForm.10-K for-the fiscal year. ended December 31, 2004, i

Exhibit 10.) RS '!
Kodak Stock Option Plan, as amended and restated August 26, 2002. DS T T TR nE LY Y Ly L

. (incorporated by reference to the Eastman Kodak Company Anriual Report on Form 10-K for.the fiscal year ended December 31, 2002,

Exhibit 10.) . A P L ‘
Eastman’ Kodak Company 1997 Stick Optron Plan;ag amended" effectwe as ot March 13, 20017 -1 )% T st

(Incorporated by' reference to the Eastmdn Kogdak Company Annugl Report on'Form 10-K for the fiscat year ended December 31,1999 v
and the Quarterly Report.on'Form 10-Q for thé Giarterly period ended March 31,2001, Exhibit 10. } IR R RE A '
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Bernard Masson Agreement dated | August 13 2003. M
(Incorporated by' reference to the Eastman Kodak Company Annual Report on Form 10- K for the flscal year ended December 31, 2004,
Exhibit 10.}

Amendment to Letter Agreement ettectwe May §, 2005 between Eastman Kodak Company and Bernard Masson
(Incorporated by reference to the' Eastman 'Kodak Company Current Report on Form 8-K, filed on May 6 2005 )

Letter Agreement, dated September 30, 2005, between Eastman Kodak Company and Bernard Masson, .., - e . , . ~_‘.

(Incorporated by reference.to the Eastman,Kodak Company Current Report on.Form 8:K- filed on October.6, 2005} . -, .
Eastman Kodak Company 2001 Short-Term Variable Pay to Named Executive Officers. U U

(Incorporated by reference to the Eastman Kedak Company Quarterly Report on Form 10-Q for the quarterty perrod ended March 31,
12002, Exhibit 10.) e mt o @0 ra k0T e e LT S e gl g ISR e
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R. Eastman Kodak Company 2000 Omnibus Leng-Term Compensation Plan; as amended effective-January 1, 2004,

* (Incorporated by.reference to the Eastman Kodak Company Quarterly Report on Form 10-Q for the quarterly period ended June 30,
«. - 1899, the Quarterly Report on Form 10-Q for the quarterly period ended September 30, 1999; the Annual Report an Form 10-K for the
-+ fiscal year ended December 31, 1999, the Annua Report on Form 10-K for the fiscal year ended December 31, 2001, the Quarterty
. *.. Report on Form 10-Q for the quarterty period ended March 31, 2004 -and the Quarterty Report on Form 10- 0 for the quarterly period
Y ended September 30, 2004, Exhibit10:) «..- ... ¢ . TS

Form of Notice of Award of Non-Qualified Stack Options Granted To__* '~ ">, Pursuant to the 2000 Omribus Long-Term Com-

pensation Plan; and Form of Notice of Award of Restricted Stock Granted To _- -, Pursuant to the 2000 Omnibus Long-Term
no; .. CompensationPlan. -« . . o, R

{Incorporated by reference to the Eastman Kodak Company Annual Report on Form 10- K for the ﬁscal year ended December 3, 2004,

Exhibit 10.) . .

. ,:,MS. Eastman Kodak Company Executlve Compensatlon for Excellence and Leadershlp Plan amended and restated as of January 1, 2005.
o (Incorporated by reference to the Eastman Kodak Company Current Report on Form 8- K filed on May 11 2005, Exhibit 10.4. )

Amendment effective January 1, 2006. ARINTRRE ot ‘
v (Incorporated by reference to the Eastman Kodak Company Duarterty Report on Fonn 10-Q for the quarterty penod ended March 3,
20086, Exhibit 10.)

T.  Eastman Kodak Company Executive Protection Plan; effective July25,2001, 5 5 ¢, ERS
«0 ., {Incorporated by reference to the Eastman Kodak Company Annual Report on Form 10-K for the fiscal year ended December 31,1999
and the Quarterly Report on Form 10-Q for thé quarterly period ended September 30, 2001, Exhibit 10.) - -

U. Eastman Kodak Company Estate Enhancement Plan, as adepted effective March 6, 2000.
.. .+ [Incorporated by reference to the Eastman Kodak Company Annual Report on.Form 10-K for the fiscal year ended December 31 1999,
Exhibit 10.)

| V. Antonio M. Perez Agreement dated March 3,2003. .~ » 4+ . . - .
"+ .+ (Incorporated by reference to the Eastman Kodak Company Quarterty,Report on Form 10-Q for the quarterly penod ended March 31
2003, Exhibit 10Z.)
Letter dated May 10, 2005, fromthe Chair, Executive Compensation and, Development Committee, to Antonio M. Perez
| -6+~ (Incorporated by reference to the Eastman Kodak Company Current Report on Form 8:K, filed on May 11; 2005, Exhibit 10 DD.).
| Notice of Award of Restricted Stock with a Deferral Feature Granted-to Antonio M. Perez, effective June 1, 2005, pursuant to the 2005
| Omnibus Long-Term Compensation Plan.
| ., {Incorporated by reference to the Eastman Kodak Company Duarterly Report on Form 10- 0 for the quarterly penod ended June 30
| " 2008, Exhibit 10 CC.) '

W.  Daniel A. Carp Agreement dated Novemher 22, 1999. e
{Incorporated by referenoe to, the Eastman Kodak Company Annual Report on Form 10 K forthe frscal year ended December 31,1999,

>

.‘1}.

-

Exhibit 10.)

$1,000,000 Promissdry Note dated March 2, 2001. R L :
{Incorporated by referénice to the Eastman Kodak Company Annisal Report on'Form'10-K for the fiscal § year énded December 31, 2000,
Exhibit 10.) N -

Letter dated May 10, 2005, from the Chalr Executlve Compensatlon and Development Commlttee fo Damel A.Camp.
(Incorporated by reference to the Eastman Kodak Company Current Report on Form 8-K, filed on May 11, 2005, Exhibit 10 F.)
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X. " Robert H. Brust Agreement dated December 20,1999. = =~ S
(Incorporated by reference to the Eastman Kodak Company Annual Report on Form 10-K for the fiscal year ended December 31, 1999,
Exhibit 10.)

. {Incorporated by reference to the Eastiman Kodak Company Annual-Repert en Form10-K for the fiscal year ended December 3, 2003

AA1,
AA2.
AA3.
AAd.

BB.

R}

Amendment, dated February 8, 2001, to Agreement dated December 20, 1999, . - Ju."""17d Ry e
{Incorporated by reference to the Eastman Kodak Company Quartery Report on.Form 10-{ for the quarterly penod ended March 31,
2001, Exhibit 10.) S ey e

Amendment, dated November 12, 2001, to Agreement dated December 20 1999 -
(Incarporated by reference to the Eastman Kodak Company Annual Report on Form 10- K for the frscal year ended December 31, 2001,
Exhibit 10.) , e N TS & T
Amendment, dated Cctober 2, 2003, to Agreement dated December 20, 1999,

Exhibit 10.)
Amendment, dated March 7, 2005, to Agreement dated December 20, 1999.
{Incorporated by reference to the Eastman Kodak Company Current Report on Form 8-K, filed on March 10, 2005.)

Redemption Agreement among Sun Chemical Corporation and Sun Ghemical Group B.V. and Eastman Kedak Company and Kodak Graph-

ics Holdings, Inc., dated as of January 11, 2005,
{Incorporated by reference to the Eastman Kodak Company Annual Report on Form 10-K for the fiscal year ended December 31, 2004,
Exhibit 10.)

Arrangement Agreement among Eastman Kodak Company, 4284488 Canada Inc. and Creo Inc., dated January 30, 2005.
(Incorporated by reference to the Eastman Kodak Company Annual Report on Form 10-K for the fiscal year ended December 31, 2004,
Exhibit 10.)

Dan Meek Hire Agreement dated Juty 31, 1998.

Dan Meek Retention Agreement dated June 25, 2001.

Dan Meek Retention Agreement dated January 9, 2006.

Dan Meek Termingtion Agreement dated May 2, 2006.

Mary Jane Hellyar Retention Agreement dated August 14, 20086.

(12)  Statement Re Computation of Ratio of Earnings to Fixed Charges.

(18)  Letter Re Change in Accounting Principles.

(Incorporated by reference to the Eastman Kodak Company Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2006,
Exhibit 18.)

{21)  Subsidiaries of Eastman Kodak Gompany.

{23)  Consent of tndependent Registered Public Accounting Firm.

(31) Certfication. |

{31.2) Certification.

(32.1) Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
{32.2) Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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(10)  AAL.  Dan Meek Hire Agreement dated July 31,1998, ¢: -« «: 115, v vioo .

AA2. Dan Meek Retention Agréement dated Jtne.25; 2001, ~r .o =iy =0 v s T tte e
AA3. Dan Meek Retention Agreement dated Januaryg 2006 o -
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AAd. Dan Meek Termlnatlon Agreement dated May 2 2006

BB. Mary Jane Hellyar Hetentlen Agreement dated August 14 2006 ] R
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(These exhibits have been omitted due to length. They can be accessed through either the SEC website at www.sec.gov,or Eastman Kodak Company
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m Exhibit (1‘2)" E

COMPUTATION OF RATIO OF EARNINGS.TO FIXED CHARGES .

el gl Year Ended December 31 P
(in millions, except for ratios) 2006 2005 2004 2003 . 2002
{Loss) earnings from continuing St e o
operations before provision for income taxes .+ .-$./(346) 3(799) $ (113) $ 62 $ 890
Adjustments: PR
Minority interest in income of LR
subsidiaries with fixed charges 7 4 2 . L2l 7
Undistributed (earnings)/loss of equity P S :
method investees R (] {12) {3,y ... A 107
Interest expense -, 262 21 168 147 173
Interest component of rental expense oo By 50 54y, n 53, " 53
. Amortization of capitalized interest Y 43 22 25 27 ae 28 -
Eamings as adjusted 0§ 16 $ (524) $ 106 § 354 ' $1,268
Fixed charges: e o oo .
Interest expense v $ 262 $ 21 $ 168 $ 147 8§ 173
Interest component of rental expense ety 97 50 54 . 53. .« 93,
Capitalized interest A 3 3 2 "2 R
Total fixed charges g 322 $ 264 $ 224 $ 202 $ 229
Ratio of earnings to fixed charges L . * o o 1.8x |I_ 5.5x

(1} Interest component of rental expense is estimated;'to equ‘a_!.ils of such expense, which is considered a reasonable approximation of the i'r}te_rest: factor. .
* Eamings for the year ended December 31, 2006 were inadequate to cover fixed charges. The coverage deficiency was $306 million,
** Earnings for the year ended December 31, 2005 were inadequate to cover fixed charges. The coverage deficiency was $788 million.

*** Earnings for the year ended December 31, 2004 were inadéquate to cover fixed charges. The coverage deficiency was $118 million. -
. J ?
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SUBSIDIARIES-OF EASTMAN KODAK.COMPANY.. " . 5.

Companies Consolidated A S W S

Kodak Polychrome Graphics Company Ltd. - ¢t " .2 ™ 00
Kodak Limited o L T
Cinesite (Europe) Limited . - | .o _ = -+ 0 o ..
Kodak India Limited
Kodak International Finance Limited
Kodak Polska Sp.zo.0
Kodak 000
Kodak Czech Spol s.r.0.
Kodak S.A.
Kodak-Pathe SAS
Trophy Radiclogie S.A.
Kodak Verwaitung GmbH
Eastman Kodak Holdings B.V.
Eastman Kodak SA
Kodak Brasileira Comercio E Industria Ltda,
. Kodak Nederland B.V.
Kodak Polychrome Graphics Enterprises B.V.
Algotec Systems Lid.
OREX Computed Radiography, Ltd.
Kodak (China) Investment Company Ltd.

3T Barbados ¢
+ . oEngland -
« . :England . - 5

India
England
Poland
Russia
Czech Republic
France
France
France
Germany
Netherlands
Switzerand
Brazil
Netheriands
Nethertands
Israel
tsrael
China

i Organized Under Laws of
Eastman Kodak Company “—" - ¢ New Jersey
‘Laser-Pacific Media Corporation B T Delaware
FPE, Inc. Vet . . 2> California = e v -
PracticeWorks, inc. Delaware
Qualex Inc. Delaware
Qualex Canada Photofinishing Inc. ¢ Canada
Eastman Gelatine Corporation Massachusetts
OREX Computed Radlography Us., Inc. v Delaware
Pakon, Inc. : s 2T Indiana
Kodak Imaging Network; Inc. {formenry 0fot0 Inc.) Delaware o
Eastiman Canada Company -t Canada .
"Kodak Canada lnc, =" T T T T T "‘;ﬁ.;'{ - Canada”" T
Kodak Graphic Communications Canada Company e e e e - -Canada . «.. —
Creo Capital Netherlands B.V. Netheriands
Creo EMEAS.A  “+ o Sy S Belgum
Kodak Argentina S.ALC. - 0 h " Argentina -
Kodak Chilena S.A. Fotograﬂca * Chile
" Kodak Americas, Ltd. - . ) v e T o NewYork T )
Kodak Venezuela, S.A:- =~ -=w - ~ - T e e e -~ -« «Venezuelg - ~-- -~ ~- -
Kodak (Near East), Inc. * T NewYork ’
Kodak {Singapore) P’(e L|msted Singapore
- Kodak Philippines; ttd.~ - TN e New YTk -




Companies Consolidated
Eastman Kodak Company

Kodak Korea Ltd.

Kudak New Zealand Limited

Kodak (Australasna) Pty. Ltd. L
Kodak {South Africa) (Proprigtary) Limited . » - . -.;"

Kodak {(Egypt) S.AE. .»- A e

Kodak (Maaysia) Sdn.Bhd. E "
Kodak (Taiwan) Limited
Eastman Kodak International Capital Company, Inc.
Kodak de Mexico S.A. de CV.
Kodak Export de Mexico, S. de R.L. de C.V.
Kodak Mexicana, S.A. de C.V.
N.V. Kodak S.A.
Kodak A/S
Kodak Norge A/S
Kodak Societe Anonyme
Kodak (Hong Kong) Limited
Kodak (Thailand) Limited
Kodak Gesellschafl m.b.H.
Kodak Kft.
Kodak Oy
Kodak S.p.A.
Kodak Portuguesa Limited
Kodak, S.A.
Kodak Nordic AB
Kodak Japan Ltd.
K.K. Kodak Information Systems
Kodak Digital Product Center, Japan Ltd.
Kodak (China) Limited
Kodak Electronic Products {Shanghai) Company Limited
Kodak (China) Company Limited

Kodak (China) Graphic Communications Company Lid.

Kodak (Wuxi) Company Limited

Kodak (Xiamen) Company Limited

Kodak {Shanghai) International Trading Co. Ltd. .
Shanghai Da Hai Camera Co., Ltd.

Note: Subsidiary Company names are indented under the name of the parent company.

-

Organized Under Laws of

oy SOUthKOred -~y g, g e
New Zealand o

-.*.

N T

Austra[laa B TRV T L A S AT

! SouthAfrlca L T R

COaEgERt et detaT.ocem L e
i Malaysia T AT

Taiwan
Delaware o
Mexico
Mexico
Mexico
Belgium
Denmark
Norway
Switzerland
Hong Kang
Thailand
Austria
Hungary
Fintand
Italy
New York
Spain
Sweden
Japan
Japan
Japan
Hong Kong
China
China
~ China
China
China
China
China
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CONSENT OF INDEPENDENT ‘REGISTERED PUBLIC ACCOUNTING FIFIM'

We hereby congent to the incorporation by reference in the Registration Statements on Form S-3 (No. 333-111726, No: 333-108562, No. 333-56964,

and No. 333-31759) and Form S-8 (No. 33-56499; N6»33-65033, No. 33-65035, No. 333-57729, No. 333-57659, No. 333-57665, No.-333-23371,

No. 333-43526, No. 333-43524, No. 333-64366, and No.-333-125355) of Eastman Kodak Company of ur report dated March:1, 2007 relating to the
financiat statements, financial statement schedule, management's assessment of the effectiveness of internal control over financial repornng and the

effectiveness of internal control over financial reporting, which appears in this Annual Report on Form 10-K. o i
e R
Is/ PricewaterhouseCoopers LLP o ' ' e ,
PricewaterhouseCoopers LLP e n , " \
Rochester, New York S ' R
March 1, 2007 . '
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. B Exhibit (31.) - o as T Y b

CERTIFICATION
I, Antonio M. Perez, certify that: ' "

1. {have reviewed this Annual Report of Eastman Kodak Company on-Form 10-K; T S o vus gt

2.. Based on my knowledge, this report does not contain any untrue statement of a material fact or omrt to state a material fact necessary to make
the statements made, in Irght of the c:rcumstances under which such statements were made not misleading with respect-to the period covered
by this report .

3., Based on my knowtedge, the.financial statements, and other financial information mcluded in this.report, fairly present in all materral respects the
financial condition, results of operatrons and.cash flows of the registrant as of, and for the periods presented in this report;

4. .The registrant’s other certjfying officers and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in-
" Exchange Act Rules 13a-15(e) and 15d -15(e)) and internal control over flnancral reporting (as defined in Exchange Act Rules 13a- 15(t) and 15d-
15{f)) for the registrant and have: .

. @) Designed such disciosure controls and procedures, or caused such disclosure controls-and procedures to be designed under our supervision,
. +t0 ensure that material information relating to the registrant, including its consolidated subsidiaries, js made known to us by others within
those entities, partlcutarty during the period in which this report is being prepared G e

El

b) Designed such internal control over financial feporting, or caused such internal control over financial reporting to be designed under 0ur supes-
vigion, to provrde reasonabte assurance regardrng the relrabrhty of frnancral reporting and the preparatlon of financial statements for external
purposes in accordance with generally accepted accountrng principles; . ) Cml

- ¢} Evaluated the effectiveness of the registrant's disclosure ‘controls and procedures ang presented in this report our conclusrons about the ef-
fectiveness of the drsclosure controls and procedures as of the end of the period covered by this report based on.such evaluation; and

; ,0) Disclosed in this report, any change in he registrant’s interna! control over financial reporting that occugred during the registrant’s most recent
fiscal. quarter that has,materially affected or is reasonably, Irkely 10 materrally affect, the reg|strant‘s mternal control over financial reporting;
and

5., The registrant’s ather certifying officers and | have disclosed, based on our most recent evaluation of internal control over financial reportmg, to
the registrant’s audrtors and the audlt commrttee of the regrstrant s board of directors {or persans performlng the equwalent functions):

. a)-All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely aﬁect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not-materiat; that involves management or other employees who have a srgnrfrcant role in‘the regrstrant S mternal
control gver financial reporting .

Date: March 1, 2007 s

_{s/ Antonio M. Perez

Antonio M. Perez P
Chairman and Chief Executive Officer ' o

143




WExhibit (31.2) .. g

CERTIFICATION
|, Frank S. Sklarsky, certify that: )
1. Ihave reviewed this Annual Report of Eastman Kodak Company on Form 10-K;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to'state a material fact necessary o make
the statements made, in light of the circumstances under which such statements were made not misleading with respect to the penod covered
by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant s of, and for, the periods presented in this report; a

4. The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure controis and procedures (as defined in
Exchange Act Rules 13a-15(e) and 150-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f)} for the registrant and have:

a) Demgned such disciosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the registrant, including its consclidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared; !

b) Designéd such internal contro! over financial reportlng, or caused such internal control over financial reporting to be designed under our super-
* vision, to provide reasonable assurance regarding the réliability of financial reporting'and the preparahon of financial statements for external
purposes in accordance with generally accepted accounting principles;

¢} Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the ef-
fectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control aver financial reporting that occurred during the registrant’s most recent
fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting;
and

5. " The registrant's other certifying officers and | have disciosed; based on our most recent evaluation of internal control over financial reporting, to
the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and materiai weaknesses in the‘design or operation of internal control over financial repor‘ung wmch are reasonably
likely to adversely affect the registrant’s ability torecord, process, summarize and report financial information: and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting. Co !

Date: March 1, 2007

fs/ Frank S. Sklarsky s | ' o R

Frank S. Sklarsky
Chief Financial Officer
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Im-Exhibit (32.1)

CERTIFICATION PURSUANT TO
18'U.S.C: Section 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE ' SARBANES-OXLEY:ACT OF 2002

In connection with the Annual Report of Eastman Kodak Company (the “Company”) on Form 10-K-for period ended December 31,2006 as filed with -

the Securities and Exchange Commission on the date hereof (the “Report?),:|,"Antonio M. Perez, Chairman and Chief Executive Officer of the Company,
certify, pursuant to.18 U.S.C. Section 1350, as adopted pursuant-to Section 306 of the Sarbanes-Oxley Act of 2002, that fo the best of my knowledge:
1) The Report fully complies with the requirements of section 13(a) or 15{d) of the Securities Exchange Act 0f1934;and, jvA <1 ¢
2} The information contained in the Report fairly presents; in all material respects, the financial condition and results of.ope:

Company. .

fs/ Antonio M. Perez
Antonio M. Perez

Chairman and Chief Executive Officer

March 1, 2007

rations of the;
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CERTIFICATION PURSUANT TO
18 U.S.C::Section 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Repori of Eastman Kodak Company(the “Company™) on Form 10-K for the period ended December 31; 2006 as filed
with the Securities and Exchange Commission on the date hereof. (the “Report”), 1, Frank S. Sklarsky, Chief Financial Officer of the Company, certify, "
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to the best of my knowledge:

1) The Report fully complies with the requirements of Section13(a) or 15(d) of the Securities Exchaiige Act of-1934; and
2) » The information ¢ontained in the Report fairly presents; in all- material respects; the financia? condition and results of operations of the

Company. -
fs/ Frank 5. Sklarsky ‘ i
Frank S. Sklarsky ' R
Chief Financial Officer ca LT Tt
March 1, 2007 S
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NOTICE OF 2007 ANNUAL MEETING
AND PROXY STATEMENT

Dear Shareholder:

You are cordfially invited to attend our Annual Meeting of Shareholders on Wednesaay, May 9, 2007 at.10:00 a.m. at the Morris J.. Wosk Centre for D/a-

fogue af Simon Fraser Umversrry 580.W. Hastings Street, Vancouver, BC, Canada You will be asked to vole on management and shareholder pmposals
This Proxy Statement and the enclosed proxy camr are being mailed to you on or about Apnl 2, 2007. - .,

oty

Whether or not you attend the Annual Meeting, we hope you will vote as soon as possible. You may vote over the infemet, as well as by telephone or
by mailing a proxy card or voting instruction card. Please review the instructions on your proxy or voting instruction card regardmg each of these votmg
options. We encourage you fo use the infernet, as it is the most cost-effective way lo vote. [

We look forward to seeing you at the Annual Meéting and would fike to take this opportunity to rémind' you that your vote is v:ery iﬁip_drtant.

Sincerely, B T T T S A

Antonio M. Perez
Chairman of the Board

NOTICE OF THE 2007 ANNUAL MEETING OF SHAREHOLDERS

P The Annual Meeting of Shareholders of Eastman Kodak Company will be held on Wednesday, May 9, 2007 at 10:00 a.m. at the MornsJ Wosk Centre
tor Dialogue at Simon Fraser University, 580 W. Hastings.Street, Vancouver, BC, Canac_la The following proposals will.be voted_on at the Annual Meeting:

1. Election-of the following directors for a term-of one year or untif their successors are duly elected and qualified:
~ Michael J. Hawley, William H. Hernandez, Hector de J. Ruiz and Laura D’Andrea Tyson.

. .-2. Ratification of the Audit Committee’s selection of PricewaterhouseCoopers LLP.as our independent registered public accountmg firm.
“Shareholder proposal requestmg a'monetary limit on executlve compensation.

The Bbard of Directors recommends 2 vote FOR items 1 and 2 and AGAINST itém 3.

If you were a sharehotder of record at the close of business on March 19, 2007, you are entitled to vote at the Annual Meetmg

lf you have any questlons about the Annuai Meeting, please contact; Coordinator, Shareho!der Services, Eastman Kodak Company, 343 State Street,
Rochester, NY 14650-0203, {585) 724-5492. e _ . . _ _ \

‘r The Annual Meeting will be accessible by the handicapped. If you require special assistance, call the Coordinator, Sharehotder Se'rviges.‘

By Order of the Board of Directors . o ' -

- * Laurence L. Hickey :

Secretary and Assistant General Counsel

. Eastman Kodak Company L o
E;"Aprﬂz,zoo?_ o . A- S oo

I



Questions & Answers

Q.
AI

Why am  receiving these proxy materials?

Qur Board of Directors (the Board) is “providing these proxy malerials fo you in cortnection with Kodak 5 2007 annual meeting of Shareholders (the
Annuat Meeting). As a shareholder of record, you are invited to attend the Annual Meeting and are entitled and requestéd to vote on the items of
business described in this Proxy Statement. The approximate date on which this Proxy Statement and enclosed proxy card are being maileg to
you Is April 2, 2007. o . . . .

What am .' votmg on?

The Board is soliciting your proxy in connection with the Annual Meetmg to be.held on Wednesday, May 9, 2007 at 10:00 a.m. Pacific Daylight
Time at the Morris J. Wosk Centre for Dialogue at Simon Fraser University, 580 W. Hastings Street Vancouver, BC, Canada, and any ad]ournment
or postponement thereof. You are voting on the following proposals:

1. Election of the following directors for a term of one year or until their successors are duly elected and qualified:
Michael J. Hawley, William H. Hernandez, Hector de J. Ruiz and Laura D'Andrea Tyson.

2. Ratification of the Audit Committee's selection of PricewaterhouseCoopers LLP as our independent registered public accounting firm.
3. Shareholder proposal requesting a monetary limit on executive compensation.

What are the voling recommendations of the Board?

The Board recommends the following votes:
» FOR each of the director nominees. )
» FOR ratification of the Aud|t Committee's selection of Pncewaterhouse(:oopers LLP as our mdependent registered public accounting firm.

* AGAINST the sharehoider proposal

What is the difference beiween holding shares as a shareholder of record and as a beneficial owner?

Most Kodak shareholders hold their shares through a broker or other nominee (beneficial ownership) rather than directly in their own name
{shareholder of record). As summarized below, there are some distinctions between shares held of record and those owned beneficially.

Shareholder of Record. If your shares are registered in your name with Kodak’s transfer agent, Compuitershare investor Services, you are
considered, with respect to those shares, the shareholder of record, and these proxy materials are being sent directly to you by Kodak. As the
shareholder of record, you have the right to grant your voting proxy dlrectly to Kodak or a third party, or to vote in person at the Annual Meeting.
Kodak has enclosed or sent a proxy card for you to use. '

Beneficial Owner. If your shares are held in a brokerage account or by another nominee; you are considered the beneficial owner of shares held
in street name, and these proxy materials are being forwarded to you together with a voting instruction card on behalf of your broker, trustee or
nominee. As the beneficial owner, you have the right to direct your broker, trustee or nominge on how to vote your shares and you are also invited
to attend the Annuat Meeting. Your broker, trustee or nominee has enclosed or provided voting-instructions for you to use in directing the broker,
trustee or nominee on how to vote your shares. Since a beneficial owner is not the shareholder of record, you may not vote these shares in
person at the Annual Mesting unless you obtain a “legal proxy” from the broker, trustee or nominee that holds your shares, giving you the right to
vote the shares at the Annual Meeting. Your broker has tie discretion to vote on routine corporate matters presented in the proxy materials with-
out your specific voting instructions, but with respect to any non-routine matter over which the broker does not have discretionary voting power,
your shares will not be voted without your specific voting instructions. When the broker does not have discretionary voting power on a particutar
proposal and does not receive voting instructions from you, the shares that are not voted are referred to as “broker non-votes.”

Will any other matter be voted on?

We are not aware of any other matters you will be asked to vote on at the Annual Meeting. If you have returned your signed proxy card or
otherwise given the Company’s management your proxy, and any other matter is properly brought before the Annual Meeting, Antonio M. Peraz
and Laurence L. Hickey, acting as your proxies, will vate for you in their discretion, New Jersey law {under which the Company is incorporated)
requires that you be given notice of all matters to be voted on, other than procedural matters such as adjournment of the Annual Meeting.




0.
AI

How do | vote?

There are four ways to vote, if you are a shareholder of record:
« By internet at www.investervote.com. We encourage you to vote this way.
o By toll-free telephone: (800) 652-VOTE (8683).

' -« By completing and maiting your proxy card

« By wiitten ballot at the Annual Meetrng

Your shares will be voted as you indicate. If you return your signed proxy card or otherwrse give the Company's management your proxy, but do
not indicate your voting preferences, Antonio M. Perez and Laurence L. Hickey will vote your shares FOR items 1 and 2 and AGAINST item 3, As
to any other business that may properly come before the Annual Meeting, Antonio M. Perez and Laurence L. Hickey will vote in accordance with
their best judgment, although the Company does not presently know of any other business.

If you are a beneficial owner, please follow the voting instructions_ sent to you by your broker, trustee or nominee.

[}

What happens if I do not give spemf c vot‘mg rnstructmns"

if you hold shares in your name, and you sign and return a proxy card without giving specrfrc voting instructions, the proxy holders will vote your
shares in the manner recommended by our Board on all matters presented in this Proxy Statement, and as the proxy holders may determine in
their discretion with respect to any other matters properly presented for a vote at the Meeting. If you hotd your shares through a broker, bank or
other nominee, and do not provide your broker with specific voting instructions:

« Your broker will have the authority to exercise discretion to vote your shares with respect to item 1 {election of dlrectors) and item 2 (ratifi-
cation of auditors) because they involve matters that are considered routine.

* Your broker will not have the authority to exercise discretion to vote your shares with respect to item 3 (the shareholder proposal) because it

involves a matter that is considered non -routine,
.

What is the deadiine for voting my shares? )

If you are a shareholder of record and vote by internet or telephone, your vote must be received by 12:01 a.m., Eastern Time, on May 9, 2007, the
morning of the Annual Meeting. If you are a shareholder of record and vote by mail or by written baltot at the Annual Meetrng your vote must be1
received before the polls close at the Annual Meetrng

If you are a beneficial owner, please follow the voting instructions provided by your broker, trustee or nominee. You may vote your shares in
person at the Annual Meetrng, only if you provrde a Iegal proxy obtained from your broker trusteg or nomrnee at the Annual Meeting.

S A

Who can vole?

To be able to vote your Kodak shares the records of the Company must show that you held your shares as of the close of busrness on March 19,
2007, the record date for the Annual Meetrrrg Each share of common stock Is entitled to one vote.

Can I change my vote or revoke my proxy‘?

Yes. If you are a shareholder of record you ¢an change your vote or revoke your proxy before the Annual Meetmg by:
* Entering a timely new vote by internet or telephone; . - ' LA
» Returning a latet-dated proxy card; or
. Notrfyrng Laurence L. Hickey, Secretarv and Assistant General Counsel.

. ‘You may also complete a written ballotatthe Annual Meeting. R

ifyouarea beneﬁcral owner, please toIIow the voting instructions sent to you by your broker trustee or nominee.

T \




ﬂ. What vole is required to approve each proposal?

A. The following table describes the voting requirements for each proposal: \ N

Item 1 — Election of Directors

The director nominees receiving the greatest number of votes will be elected. This
means that, if you do not vote for a particular nominge, o if you withho'd authority
to vote for a particular nominge when voting your proxy, your vote will not count for
or against the nominee. Under the Company’s majority voting policy for the elec-
tion of directors, as more fully described on page 29 of this Proxy Statement, in

an Uncontested election, any director who receives a majority of “withhold” votes
will be required to tender his or her resignation to the Corporate Responsibility and

* Governanice Committee, which will then consrderthe resrgnatron and make'a recom-
“mendation to the Board.

Item 2 — Ratification of the Audit Committee’s
selection of PricewaterhouseCoopers LLP
as our independent registered public
accounting firm e

"To be approved by you, this proposal must eceive the affirmative vote ofa

majority of the votes_ cast at the Anp_ual Meeting.

1 . R

ltem 3 — Sharetiolder Proposal requesting ~

a monetary limit on executive
compensation

To be approved by you the shareholder proposal must receive the affirmative
vote of a majorlty of the votes cast at the Annual Meetmg

ﬂ. Is my vote confidential?

b N R

A. Yes. Only the inspectors of election and certain individuals who'ﬁelp with processing and cou'ntinp the votes have access to your vote. Directors
and employees of the Gompany may see your vote only if the Company needs to defend itself against a claim or if there is a proxy solicitation by
someaone other than the Company. Therefore, please do not write any comments on your proxy card, |

. Wha will count the vote?

r

1

. Computershare lnvestor Services wrll counl the vote Its representatwes W|Il be the rnspectors of eIectron

A
Q. What shares are covered by niy proxy card? '
A

LR . A L

ot

« The shares covered by your proxy card represent all the shares of Kodak stock you own, including those in the Eastman Kodak Shares Program
and the Employee Stock Purchase Plan, and those credited to your account in the Eastman Kodak Employees’ Savings and Investment Plan and”,
the Kodak Employees’ Stock Ownership Plan. The trustees and custodians of these plans will vote your shares in each plan as you direct. You
have one vote for each share of Kodak comman stock yOu own' on the record date with respect toall busmess at the Annual Meetmg

0. What does it mean if | get more than one proxy card?

A. 1tmeans your shares are in more than one account. You should vote the shares on all your proxy cards. i’o provrde better shareholder service, we
encourage you to have all your shares regrstered in the same name and address. You may do this by contactmg our transfer agent, Computer- *

share Investor Services at (800) 253-6057.

u. Who can attend the Annual Meeling?

)

AR

A. (ithe records of the Company show that you held your shares as of the close of busmess on March 19, 2007 the record date for the Annual
Meeting, you can attend the Annual Meeting. Seating, however, is limited. Attendance at the Annual Meeting will be on a first-come, first- served
basis, upon arrival at the Annual Meeting. Photographs will be taken and videotaping will be conducted at the Annual Meeting. We may use these
images in publications. If you attend the Annual Meeting, we assume we have your permission to use your image.




Q.
A.

What do | need to do to affend the Annual Meeting? . BRI .

To attend the Annual Meefing, please follow these instructions: . .
* If you voté by using the enclosed proxy card, check the appropriate box on the card.

* Ifyou vote by internet or telephone, follow the instructions provided for attendance.

» |f you are a beneficial awner, bring proof of your ownership with you to the Annual Meeting.

* To enter the Annual Meeting, bring the Admission Ticket attached to your proxy card or printed from the internet.
J If you do not have an Admission Tlcket go to the Special Reglstratlon desk upon arrival at the Annual Meetmg

. Seating at the Annual Meetmg will be. on a first-come, first-served basis, upon arrival a the Annuat Meetmg

Can I bring a guest? _ . . L e !

Yes. !f you phan to bring a guest to the Annual Meeting, check the appropriate box on the enclosed proxy card or follow the instructions on the
internet or telephone. When you go through the registration area at the Annual Meeting, be sure your guest is with you. -

What is the quorum requ:remem of the Annual Meetmg‘?

A majority of the outstanding shares on May 9, 2007 constitutes a quorum for voting at the Annual Meetmg It you vote, your shares will be part
of the quorum. Abstentions and broker non-votes, other than where stated, wiil be counted in determining the quorum, but neither will be counted
as votes cast. On March 19, 2007, there were 287,559,384 shares outstanding.

Can | nominate someone fo the Board?

Our by-laws provide that any shareholder may nominate a persan for etection to thie Board 50 long as tﬁe Sharehéld'er follows the proéedure
outlined in the by-laws as summarized below. This is the procedure to be followed for direct nomlnatlons as opposed to recommendatmns of
nominees for consideration by our Corporate Responsibility and Governance Committee. )

The complete description of the procedure for shareholder nom:naimn of director candidates is contained in our by- laws. A copy of the fult text
of the by-law provision containing this procedure may be obtainéd by writing to our Secretary at our principal executive offices. Our by-laws '
can also be accessed at www.kodak.com/go/governance. For purposes of summarizing this procedure, wé have assumed:-1) the date of

* the uipcoming Annual Meeting is within 30 days of the date of the anriual meeting for the previous year; and 2)-if the size of the Board is to be

increased, that both the name of the director nominee and the stze of the increased Board are publicly disclosed at least 120 days prior to the first
anniversary of the previous year's annual meeting. Based on these assumptions, a shareholder desiring to nominate one or more candidates for
election at the next annual meeting must deliver written notice of such nomination to our Secretary, at cur prmcspal offlce not Iess than 90 days
nor more than 120 days prior to the first anniversary of the preceding year's annual meeting.

The written notice to our Secretary must contain the following information with respect to each nominee: 1) the proposing shareholder's name
and address; 2} the number of shares of the Company owned of record and beneficially by the proposing shareholder; 3) the name of the person
to be nominated; 4) the number of shares of the Company owned of record and beneficially by the nominee; 5) a description of all relationships,
arrangements and understandings between the shareholder and the nominee and any other persen or persons (naming such person or persons)
pursuant to which the nomination is to be made by the shareholder; 6) such other information regarding the nominee as would have been required
to be included in the proxy statement filed pursuant to the proxy rules of the Securities and Exchange Commission (SEC) had the.nominee been
nominated, or intended to be nominated, by the Board, such as the nominee's name, age and busmess expenence and 7) the nommee S 5|gned
consent to serve as a director if so elected. P

Persons who are nominated in accordance with this procedure will be ehglble for election as dlrectors at the annual meeting of the Cormpany's
shareholders. ' . . ‘ .
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ﬂ. What is the deadline to propose actions for consideration at the 2008 annual meeting?.

A. For a shareholder proposal to be considered for inclusion in Kodak’s proxy statement for the 2008 annual meeting, the Secretary of Kodak must -
receive the written proposat at our principal executive offices no later than December 4, 2007. Such proposals must comply with SEC regulations
under Rule 14a-8 regarding the inclusion of shareholder proposals in company sponsored proxy matenals Proposals should be addressed to:

Secretary

Eastman Kodak Company . o . . O TR

343 State Street ) . L .
Rochester, NY 14650-0218 o ‘

For a shareholder proposal that Is not mtended to be included in Kodak‘s proxy statement under Ru!e 143-8, the shareholder must delrver aproxy

statement and form of proxy to holders of a sufficient number of shares of Kodak common stock to approve that proposat,'provide the information
required by the by-laws of Kodak and give timely notice to the Secretary of Kodak in accordance with the by-laws of Kodak, whrch in general,
require that the notice be received by the Secretary of Kodak: _ oy

* not earfier than the close of business on January 9, 2008, and N | S, Sl

1

« not later than the close of business on February 11, 2008. -

If the date of the shareholder meeting is moved more than 30 days before or 30 days after the anniversary of the 2007 Annual Meetrng, then
notice of a shareholder proposal that is not intended to be included in Kodak's proxy statement under Rule 14a-8 mist bé received no earfier than
the close of business 120 days prior to-the meetrng and no later then the close of business on the Iater of the followrng two dates: .

" 90 days prior to the meeting, and i

[

¢ 10 days after public anrouncement of the meeting date.

You may contact our Secretary at our principal executive offices for a copy of the relevant by-law provisions regarding the requirements for rnak?
ing shareholder proposats. Our by-laws can also be accessed at _w'.rr_w.kodak.oom[golgovernance. -

P . t

Q. How much did this proxy solicitation cost? -

N . R |

|

| - :,

‘ A. The Company hired Georgeson Shareholder Communications, Inc to assrst in the distribution of proxy materials and solicitation.of votes. The

, estimated fee is $18,500 plus reasonabte out-of-pocket expenses. In addition, the Gompany will reimburse brokerage houses and other custodr

. -ans, nominees and fiduciaries for their reasonable out-of-pocket expenses for forwardrng proxy and solicitation rnaterrals to shareholders. Direc-
| tors, officers and employees of the Company may solicit proxies and voting instructions in person IJy telephone or other means of communica-

| tion. These directors, officers and emptoyees will not be additionally compensated but may be reimbursed for reasonable out-of-pocket expenses
' in connection with these solicitations. - o : . . : S

0. WhatotherinfonnaﬁonaboutKodakisavaitab!e? o . o - " ' - T '

A, The following information is available: ‘ - \ L e e
«  Annual Report on Farm 10-K H R '
» Transcript of the Annual Meetmg . ‘ S ) . o
¢ Plan descriptions, annual reports and trust agreements and contracts for the pensron plans of the Comoany and its subsrdlaries
~ » Diversify Report; Form EEO-1 ‘ SRS 'I o C
e Heatth Safety and Environment Annual Heport on Kodaks websrte at www kodak. oomlgoIHSE o ) o
+ Gorporate Responsibility Principles on Kedak’s website.at www.kodak.com/US8/en/corp/principles - . . -
 Corporate Governance Guidelines on Kodak’s website at www.kodak.com/go/governance L
» Business Conduct Guide on Kodak's website at www.kodak.com/US/en/corp/principles/businessConduct.shtml
+ Eastman Kodak Company by-laws on Kodak's website at www.kodak.com/go/governance

¢ Charters of the Board’s Committees (Audit Committee, Corporate Responsibility and Governance Committee, Executive Committee, Execu-
tive Compensation and Development Committee, and Finance Committee) on Kodak's website at www.kodak.com/go/governance

« Directors’ Gode of Conduct on Kodak's website at www.kodak.com/go/governance

» Kodak Board of Directors Policy on Recoupment of Annual Incentive Bonuses in the Event of a Restatement Due to Fraud or Misconduct at
www.kodak.com/go/governance




" You may request printed copies of any of these documents by contacting:
Coordinator, Shareholder Services
Eastman Kodak Company ) ) ) .
343 State Street ' o
Rochester, NY 14650-0205
(585) 724 5492

Theaddressofour pnncrpal executwe offlcels . .l +, L . . L
Eastman Kodak Company , _ ' o _ L
343 State Street G o ot e
Rochester, NY 14650 L : y PRI i o AR . '

HOUSEHOLDING OF DISCLOSURE DOCUMENTS o | o

The SEC has adopted rules regarding the delivery of disclosure documents to shareholders sharing the same address. This rule:benefits both you.and -
Kodak. It reduces the volume of duplicate information received at your household and helps Kodak reduce expenses. Kodak expects to follow this rute
any time it distributes annual reports, proxy statements, information statements and prospectuses. As a result, we are sending only one copy of this
Proxy Statement and Kodak’s Annual Report to multiple shareholders sharing an address, unless we receive contrary mstructrpns from one or more of
these shareholders. Each shareholder will continue to receive a separate proxy card or voting instruction card. »

If your household received a single set of disclosure documents for this year, but you would prefer to receive your own copy, p1ease contact Kodak S
transfer agent, Computershare Investpr Services by calling their toli-free number, (800) 253-6057, or by mail at P.0. Box 43078, Providence, Rl
02940-3078.

If you would {ike to receive your own set of Kodak’s disclosure documents in future years, follow the instructions described below. Similarly, if you
share an address with another Kodak shareholder and together both of you would ike to receive only a single set of Kodak’ s disclosure documents,
fol!ow these mstructlons

o |f your Kodak shares are reglstered in your own name, please contact Kodak’s transfer agent Computershare investor Sennces and inform
, them of your request by phone {800) 253-6057, or by marl £.0. Box 43078, Provrdence RI 02940-3078.

) . If a broker or other nominee ho!ds your Kodak shares please contact ADP and inform them of your request by phone: (800) 542- 1061 or by
. -mail: Huuseholdrng Department 51 Mercedes Way, Edgewood, NY 11717. Be sure to include your name, the name of your brokerage firm.and
your account number. . .

'
[N

AUDIO WEBCAST OF ANNUAL MEETING AVAILABLE ON THE INTERNET

Kodak’s Annual Meeting will be webcast live, I you have rnternet access you can listén to the webcast by going to Kedak's Investor Center webpage
at www.kodak. comIUSlenIcorplmvestorcenterlrnvestorsCenterHome shtml.

This webcast is listen anly. You will not be able to ask questions. . B Lo . } .o
The Annual Meeting audio webcast will remain available on our website for a short penod of time after the Annual Meeting. Tt
Information included on our website, other than our Proxy Statement and proxy card, is not part of the proxy solicitation materials. v

¢




~ B Proposals

 MANAGEMENT PROPOSALS AR

ITEM 1 — Election of Directors

Kodak's by-laws require us to have at least nine directors but no more than 18. The number of directors is set by the Board and i Is currently 1n. Mr
Perez is the only director who is an employee of the Company We are |n the process of declassrfymg our Board.

e Class | directors who stood for election at the 2006 annual meetrng were elected for two-year terms ending in 2008,
e Class Il directors are standing for re-election at the 2007 Annual Meeting for one-year terms ending in 2008.  ° CE
e Class Iil directors, whose terms end in 2008, erI continue to serve out therr terms in full.

~ - v
] - A

Beginning with the 2008 annual meeting, all directors will stand for electron to one- year terms

There are four Class Il directors whose terms expire at the 2007 Annual Meeting and who are standing for re-election. Martha Layne Collins, an exist--
ing Cldss | directof, is not standing for re-election due to her pending retirement, in accordance with the Company's mandatory retrrement policy. Durk

|. Jager, an existing Class (I dlrector will be steoprng down as a drrector as of the date of the 2007 Annual Meetrng ~ s A ;
Nommees for eléction as Class Il directors are oo - N B Mo e

Michael J. Hawley

William H. Hernandez "+ ' T L
HectordeJ.Ruiz - e
Laura D'Andrea Tyson

These’ nomrnees agree to serve aone- year term. tnformatron about them is provided on pages 13 -14 of this Proxy Statement v ; LT e

If a nominee |s unable to stand for electron the Board may reduce the number of directors or choose a substituts. if the Board chooses a substrtute
the shares represented by proxies will be voted for the substitute. If a drrector retrres resrgns dres oris unaole to serve for any reason, the Board may
reduce the number of directors or- electa new drrector to f|1| the vacancy

The director nominees recewmg the greatest number of votes will be elected. Under the Company S marorrty votrng polrcy for the electlon of directors,
however, any director 'who receives a majority of “withhold” votes will bé requrred to ténder his or her resignation to the Corporate: Responsrbrlrty and
Governance Committee, which will then consider the resrgnatron and make a recommendation to the Board: More mformatron about the Company S
majority voting policy can be found on page 29 of this Proxy Statement.

The Board of Drrectors recammends a vote FOH ﬂre electran of these drrect‘ars vt I ST

- ta = X [ . S o

ITEM 2 — Ratification of the Audit Commlttee s Selection of
PrlcewaterhouseCOOpers LLP as Our Independent Regnstered '
Public Accounting Firm v a _
PricewaterhouseCoopers LLP has been the Company's independent accountants for many years. The Audit Committee has selected Pricewater- =~
houseCoopers LLP as the Company's indgpendent registered public accounting firm to serve until the 2008,annual meeting. - L i

Representatives of PricewaterhouseCoopers LLP are expected to attend the Annual Meeting to respond to questions and, if they desire, make a state;
ment.

The ratification of the Audit Committee’s selection of PricewaterhouseCoopers LLP requires the affirmative vote of a majority of the votes cast by the
holders of shares entitled to vote.

The Board of Directors recommends a vole FOR ratification of the Audit Committee’s selection of PricewaterhouseCoopers LLP as our inde-
pendent registered public accountr'ng firm.




SHAREHOLDER PROPOSAL : - - ' ' . . T e o

ITEM 3 — Shareholder Proposal Requestlng A Monetary L|m|t on . S T
, Executive Compensation y g L e ‘:‘.1 e B
Robert D. Morse, owner of over $2,000 in Company stock, submitted the folfowmg proposal PR e L P ey

“PROPOSAL: |, Robert D. Morse, of 212 Highland Avenue, Moorestown - NJ 08057- 2717, owner of $2000.00 of more in Eastman Kodak’ Company -
stock, propose that the remuneration to any of the top five persons named in Management be limited to $500,000.00 per year, plus-any nominal ;’1
perks. This program is to be applied after any existing programs now in force for, options, bonuses, SAR's, etc.,; have been completed, and severance -
contracts should be discontinued, as they are aiso a part of remuneration programs. ., » WM T s

This proposal does not “affect any other personnel in the ¢ company and their remuneratlon programs R o

HEASONS The !|m|t of one ha[f million doltars in remunerat:on is far abovethat needed to enjoy an e!egant Ilfe style . i. .".' ' R

Throughout Corporate kistory, only a few persons whom have created a corporation now remain in Management: Some descendents have inherited
top positions, while most have attained them through recommendations, ability, or,influence, not necessanly prowdmg mcreased earmngs fora com-,
pany. These come from the product or services, its publlc acceptance agvertising and the workforce.

Due to an unfair removal of the word: “Against” since about Year 1975, and ONLY .in the “VYote for Directors™ column, Management nominees for that
pasition are rarely defeated, as receiving only as little as one vote quarantees election, and in turn, Directors re-elect management and reward them.
The term was devised and incorporated in 6 or B states of high company registrations as a state and corporate “Rule”, “Right of Dissent” is denied,
and shareowners may not vote “No” or “Against” and be counted as such. This unfairness has yet to be corrected by the Commission as requested,

The Ford Motor Company reinstated “Against” several years ago, showing the American Way of proper corporate proxies prasentations. Exxon-Mobil
has reverted to a majority vote for election of Directors., a fine decision for shareowners! : |

Thank you, and please vote “YES” for this Proposal. It is for YOUR benefit!”

BOARD OF DIRECTORS’ POSITION

Our Board recommends a vote AGAINST this proposal because iimiting executive officer compensation to $500,000 per year would not be in the best
interests of the Company or you for the following reasons:

Hinders Ability to Attract and Retain Leadership. Attracting and retaining qualified senior leadership and motivating them to contribute to the
success of Kedak depends in part on our ability to remain competitive with companies against which we compete for executive talent. The proposal
would place an arbitrary annual limit on the amount of compensation that can be paid to our senior leadership. Because the market for executive talent
has valued the services of certain senior execufives in excess of this limit, the proposal would place the Company at a competitive disadvantage and
severely hinder its ability to recruit and retain talented executive leadership. Our Board beligves that it is important that executive compensation be
market competitive. Our executive compensation philosophy provides that total direct compensation, consisting of annual pay, annual variable pay and
long-term variable equity incentives, should be at a competitive median level.

Limits Gompensation Committee’s Flexibility. The Executive Compensation and Development Committee {Compensation Committee) of our

Board is composed solely of independent directors and retains an independent external compensation consuitant to advise it on executive compensa-
tion matters. The Compensation Committee exercises its business judgment by regularly considering its approach to the compensation paid to the
Company's senior executives. For example, in 2005, the Compensation Committee, in light of the Company’s extraordinary digital transformation,
requested its independent external consultant to analyze the market competitiveness of each element of compensation paid to the Company's execu-
tive officers. In accordance with the consultant’s recommendation, the Compensation Committee has taken steps to close the competitive deficits in
long-term compensatien for our senior executives while at the same time recognizing the need to constrain cash compensation. The proposa! would
impair the Compensation Committee’s ability to exercise this sort of business judgment to account for changes in our Company's needs, competitive
market conditions and best practices.

Gompensation Paid to Senior Executives is Appropriate and Competitive. We believe that the compensation paid to our senior leadership is ap-
propriate and market competitive. Our executive compensation philosophy specifically provides that total direct compensation should be at a competi-
tive median level. In addition, our Compensation Committee has put a number of measures in place to ensure that the compensation paid to our senior
officers is not excessive. For example, the Compensation Committee regularly meets with its own external independent compensation consultant to
discuss both the reasonableness and competitiveness of the compensation paid to our senior leadership. In addition, the total direct compensation of
our senior officers is annually compared to national surveys using companies with gross revenues similar to Kodak’s,

Hinders Compensation Committee’s Duties. Our Compensation Committee is required by the New York Stock Exchange (NYSE) rules and the
Compensation Committee’s charter o review and approve corporate goals and objectives relevant to CEC compensation, to evaluate the CEQ’s per-
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formance in light of those goals and objectives and to determing and approve the CEQ's compensation Jevel based on this evaluatjori.*T_he proposal’s - -
arbitrary cap would hinder the Compensation Committee’s ability to fulfill its duties.

Contrary to Company's Executive Compensation Principles. Our Executive Compensation Principles link closely thé compefisation of our senior
officers with the achievement of annual and long-term performance goals. By imposing an arbitrary constraint on the compensation of our senior
leadership, the proposal would undermine the performance-based nature of our executive compensation program and would limit the Compensatlon
Committee’s ability to design effective performance goals to retain and incent our senior leadership. -,

Proposal is Ambiguous and Unworkable. . The proposal has fundamental flaws that make it uniworkable. The proposal seeks to require that the -
Company limit all annual “remuneration” to $500,000 per year but fails to adequately define the critical-term “remuneration” or to specify how remu-
neration is to be valued. Likewise, the proposal provides no guidance as to how and when certain forms of non-salary compensation, such as stock
options and restricted stock units, are to be valued for purposes of the $500,000 annual limit on remuneration. Furthermore, the proposal prowdes
insufficient guidance regarding the individuals to whom it Is mtended to apply. The proposal mdlcates that it applies to “the top ﬂve persons named

in Management” but it “does not affect any other personnel of the company.” The proposal, however does not prowde any mstructmn as to how the
Company is to determine who Is a “top five person named in Management.”

For the reasons described above, the Board of Directors rqcommgnds a vote AGAINST this proposal. '

I
i
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‘W Board Structure and Corporaté:Governance -

. -
- [ ! LT

INTRODUCTION ~ - - P " .‘ ' C

Ethical business conduct and good corporate governance are not new practices at Kodak. The reputation of our Company and our brand has been |
built by more than & century of ethical business condyct. The Company and the Board have long practiced good corporate governance and believe

it to be a prerequisite to providing sustained, iong-term value to our shareholders. We continually monitor developments in the area of corporate

governance and lead in devetopmg and implementing best practrces Thisisa tundamental goat of our Board

1 4
.lrl, N . - B N .

CORPORATE GOVERNANCE GUIDELINES

Our Corporate Governance Gurdetmes reflect the pnnmples by Wthh the Company operates. From time fo time, the Board reviews and revises our
Corporate Governance Guidelines in response to regulatory requirements and:evolving best practices. in February 2004, our Board restated:our
Corporate Governance Guidetines to reflect changes in the NYSE's corporate governance listing standards. Early this year, the Board made several.
changes to the guidetines to enhance its governance practices: The-changes are described on page 30 of this Proxy Statement A copy of the Corpo- .
rate-Governance Guidelines is published on our-website at www, kodak comlgoigoyernance .

BUSINESS CONDUCT GUIDE AND DIRECTORS’ CO.DE 6F CONDUCT

All of our employees lncludlng the CEO, the CFO, the Controtler all other senror frnanmal offlcers and all other executtve officers, are required to’
comply with our long-standing code of conduct, the, “Business Conduct Guide.” The Business Conduct Guide requires our employees to maintain the -
highest ethical standards in the conduct of company business so that they and the Company are aIways ahove reproach. In 2004, our Board adopted

a Directors’ Code of Gonduct. Both our Buginess Conduct Guide and our Directors’ Code of Conduct are published on our website at wwiv.kodak.
comlgolgovernance We will post on, thls websnte any amendments to, or waivers of, the Business Conduct Guide or Directors' Code of Conduct. Our.
directors have begun the annual practlce of oerttfymg in wntmg that they understand and are in compllance with the Directors’ Code of Conduct

BOARD INDEPENDENCE

For a number of years, a substantial majority of our Board has been comprised of independent directors. In February 2004, the Board adopted’
Director Independence Standards to aid it in determining whether a director is independent. These Director Independence Standards, which are in
compliance with the director independence requirements of the NYSE's corporate.governance listing standards, are attached as Exhibit I to this Proxy
Statement. . :

b ‘
The Board has determined that each of the following directors has no matenal relationship wrth the Company (elther directly or as a-partner,
shareholder or officer of an organization that has a relationship with the Company) and is independent under the Company's Director Independence
Standards and, therefore, is independent within the meaning of the NYSE's corporate governange listing standards and the rules of the SEC: Richard
S. Braddock, Martha Layne Collins, Timothy M. Donahue, Michael J. Hawley, William H. Hernandez, Durk I. Jager Debra L. Lee, Delano E. Lewis, Paui
H. ONeill, Hector de J. Ruiz and Laura D'Andrea Tyson. The remaining director, Antomo M. Perez Chalrman of the Board and CEQ, is an employee of
the Company and, therefore, is not independent.

In the course of the Board's determination regarding the independence of each non- employee dlreetor it consrdered any transactions, relatronshrps
and arrangements as requured by the Company ;] Independence Standards. In partrcular wrth réspect to the most recefit completed fiscat year the
Board considered: '

o the annual amount of sales to the Company by the c0mpany where Mr. Donahue served asan executlve officer, and determmed that the
amalint of sales did not exceed the greater of $1,000,000 or 2% of the consolrdated gross revenues of that company and, theretore were
immaterial;

¢ the annual amount of purchases from'the Company by the company where Mr. Hernandez serves as an executive officer and determined that
- the amount of sales did not exceed the greater of $1,000,000 or 2% of the consolidated gross revenues of that company and, therefore, were
immaterial; and i Y

¢ the amount of the Company's charitable contributions to a charitable organization where an immediate family member of Mr. Braddock's
serves as an executive officer, and determined that the Company’s contributions were less than the greater of $1,000,000 or 2% of the chari-
table organization’s annual gross revenues and, therefore, were immaterial. .

11
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AUDIT COMMITTEE FINANCIAL QUALIFICATIONS

The Board has determined that all members of its Audit Committee (William H. Hernandez, Durk I. Jager, Debra L. Lee and Delano E. Lewis} are
independent and are financialiy literate as required by the NYSE, and that William H. Hernandez and Durk I. Jager possess the quafifications of an Audit
Committee Frnancral Expert, as defrned by SEC rules, and have accountrng or related financial management expertise, as required by the NYSE.
REVIEW, APPROVAL OR FIATIFICATION OF TRANSAOTIONS

WITH RELATED PERSONS ‘ '

In February 2007, our Board, based on the recommendation of the Governance Committee, adopted written policies and procedures refating to
approval or ratification of “interested transactions” with “related parties.” Under these paficies and procedures, which are posted on our website at
www.kodak.com/go/governance, our Governance Committee is to review the material facts of all interested transactions that require the Gover-
nance Committee's approval. The Governance Committee will approve or disapprove of the interested transactions, subject to certain exceptions, by
taking into account, among other fagtors it deems appropriate, whether the interested transaction is on terms no less favorable than terms generally
available to an.unaffiliated third-party urider the same or similar circumstances and the extent of the related person’s interest in the transaction. No
director may participate in any discussion or approval.of an interested transaction for which he or she is a retated party. If an interested transaction

will be ongoing, the Governance Committee may establish guidelines for our management to follow in its ongoing dealings with the refated party and
then at least annually must review and assess ongoing relationships with the related party.

Under the policies and procedures, an “interested transaction” is any transaction, arrangement or relationship or series of similar transactions,
arrangements or relationships (including any indebtedness or guarantee of indebtedness) in which the aggregate amount involved will or may be ex-
pected to exceed $100,000 in any calendar year, the Company is'a participant, and any related party has or will have a direct or indirect interest (other
than solely as a resuit of being a director or a less than 10% benefrcral owner of another entity). A “related party” is any persen who is or was since
the beginning of the last fiscal year for which we have filéd a Form 10-K and proxy statement, an executive officer, director or nominee for election as
a director (even if they presently do not serve in that role), any greater than 5% beneficial owner of the Company’s common stock, or any rmmedrate
family member of any of the foregoing. Immediate family member inclides, a person’s spouse, parents, stepparents, children, stepchildren, srblmgs
mothers- and fathers-in-law, sons- and daughters-in-law, brothers- and sisters-in- -law, and anyone residing in such person’s home {other than a ten-
ant or employee).

The Committee has reviewed and pre-approved certain types of interested transactions described below. In addrtlon our Board has delegated {o the
chair of the Governance Committee the authority to pre-approve o ratify (as applicable) any interested transaction with a related party in whrc_h the
aggregate amount involved is expected to be less than $500,000. Pre-approved interested transactions include:

« Employment of executive officers either if the related compensation is required to be reported-in our proxy statement or if the executive officer
is not an immediate family member of another executive officer or a director of our Company and the related compensation would be reported
in our proxy statement if the executive officer was a "named executwe officer” and our Compensatron Committee approved (or recommended
that the Board-approve} such compensation: - S o S L

* Any compensation paid to a drrector if the compensatron is required to be reported in‘our proxy statement.

* Any transaction with another company with which a related person s only relationship is as an employee (other than an executrve officer),
director or beneficial owner of less than 10% of that company's shares, if the aggregate amount involved does not exceed the greater of
$1,000,000 or 2% of that company’s total annual revenues.

* Any charitable contribution, grant or endowment by the Company to a oharlteble oroanization, foundatiorr or university with which a related .
person's only refationship is as an employee {other than an executive officer) or a director, if the aggregate amount involved does not exceed
the greater of $1,000,000 or 2% of the charitable organlzatron s total annual receipts.

* Any transaction where the related person’s interest arises solely from the ownershrp of the Company’s common stock and all holders of our
common stock received the same benefit on a pro rata basis (e.g., dividends).

* Any transaction involving a refated party where the rates or charges involved are determined by competitive bids.

* Any transaction with a related party involving the rendering of services as a comman or contract carrier, or public utility, at rates or charges
fixed in conformity with law or governmental authority. .

« Any transaction with a related party rnvolvrng services as a bank depositary of funds, transfer agent, registrar, trustee under a trust indenture
or similar services. : .

Using these policies and procedures, the Governance Committee reviewed two‘interested transactions with related oarties that occurred during 2006.
In both of these cases, the Committee determined that the related person did not have a material interest in the transaction and, therefore, there are
no related party transactions that need te be disclosed in this Proxy Statement under the relevant SEC rules.
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NOMINEES TO SERVE A ONE-YEAR TERM EXPIRING AT THE
2008 ANNUAL MEETING (CLASS 1l DIRECTORS)

'MICHAEL J. HAWLEY Director since December 2004 :

Dr. Hawley, 45 is the former Director of Special Proyects at the Massachusetts Institute of Technology. Prior to assum-

ing these duties in 2001, Dr. Hawley served as the Alex W. Dreyfoos Assistant Professor of Media Technology at the MIT
Media Lab. From 1986 to 1995, he heid a number of positions at MIT, including Assistant Professor, Media Laboratory;
Assistant Professor, EECS; and Research Assistant, Media Laboratory. Dr. Hawley is the founder of Friendly Pianet, a
non-profit organization working to provide better educational opportunities for children in developing regions of the world. -

‘He is also a co-founder of Things That Think, a ground-breaking research program that examines the way digital media
- infusgs itself into everyday objects. Or. Hawley graduated from Yale UniverSity with a BS degree in Computer Science and

Music and holds a Ph. D degree from MIT. He'is also a Director of Color-Kinetics,a publlc company pioneering solid state
Ilghtmg : oo S T
WILLIAM H. HERNANDEZ -+ Director since February 2003 R

Mr. Hernandez, 58, is Semor Vrce Presrdent Finance, and CFO ol PPG Industnes Inc., & drversrtled manufacturer of
protective and decoratrve coatmgs flat glass fabrrcated glass products continuous strand frberglass and industrial and
speciaity chemicals for a variety of industries. Prior to assuming his current duties in 1995, Mr. Hernandez served as
PPG's Corporate Controller from 1980 to 1994 and as Vice President and Controfler i in 1994, From 1974 untit 1990, Mr.
Hernandez held a number of positions at Borg-Warner Corporation, mcludmg Assrstant Controller, Chemicals; Controller,
Chemicals: Business Director, ABS Polymers; Assrstant Corporate Controiler Vice Presrdent Finance; and CFO, Borg-
Warner Automotive, Inc. Earfier in his career, he was a financial analyst for Ford Motor Company Mr. Hernandez received

- aBs degree from the Wharton Schoo! of the Umversny of Pennsylvama and an MBA from Harvard Business School. Mr.

Hemandez is a Certrfred Management Accountant Mr. Hernandez served as Drrector of Pentarr Inc. from July 2001 to
November 2003. '

HECTOR DE J.RUIZ  Director singe  January 2001

"'Dr. Ruiz, 61, is Chairman and Chief Executive Officer of Advanced Micro Devices, Inc. Dr Ruiz joined Advanced Micro

Devices, Inc. in January 2000 as President and Chief Operating Officer, and was named Chief Executive Officer in April
2002. He was also appointed as Chairman of the Board in April 2004, Previously, Dr. Ruiz served as President of Motor-
ola’s Semiconductor Products Sector from 1997 to 2000. In his 22-year career with the technology firm, Dr. Ruiz held a
variety of executive positions in the United States and overseas. He also worked at Texas Instruments in the company s
research laboratories and manufacturing operatrons Bornin Pledras Negras, Mexico, Or. Ruiz eamed a BA and an MA
in Electrical Engineering from the University of Texas, Austrn He eatned his doctorate i in Electncal Enginaering from Rice

'Umversrty in 1973: Or. Ruiz is passronate about the role of technology in education and empowermg the underprivileged.

At the 2004 World Economlc Forum in Davos, he announced Advanced Mlcro Devices, Inc.’ 's 50x15 Initiative, a commit-
ment to empower 50% of the world's population with basic internet access by the year 2015 Dr. Ruiz currently serves
‘on the President’s Council of Advisors for Science and Technology {PCAST) PCAST advises the President of the United
States on issues related to technology, scientific research priorities, and math and science education. Dr. Ruiz also serves

' '. as Chairman of the Board of Spansion Inc., is a board member of the Serruconductor tndustry Association { SIA) and

serves on the Board of Trustees of Flrce University.

LAURA D’ANDREA TYSON  Director since May 1997
Dr. Tyson, 59, has been a professor at the Walter A. Haas School of Busrness at the Umversrty of Calrforma Berkeley,

_since January 2007. From January 2002 to December 2006 she was the Dean of London Business School. She was-

formerly the Dean of the Walter A. Haas School of Business at the University of California, Berkeley, a position she held
between July 1998 and December 2001, Previously, she was Professor and holder of the Class of 1939 Chair in Econom-
ics and Busmess Admrmstratlon at the University of California, Berkeley, a posrtron she held from January 1997 to July

' ~ 1998. Prior to this posmon Dr. Tyson served in the first Clinton Admrmstratron as Chairman of the President's National

Economrc Councrl and 16th Chairman of the Whrte House Council of Economic Advlsers Prror to joining the Administra-
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RICHARD S. BRADDOCK

DEBRA L. LEE

TIMOTHY M. DONAHUE

' DELANOE. LEWIS

tion, Dr. Tyson was Professor of Economics and Business Administration, Director of the Institute of International Studies,
and Research Director of the Berkeley Roundtable on the International Economy at the University of California, Berkeley.
Dr. Tyson holds a BA degree from Smith College and a Ph.D. degree in Economics from the Massachusetts Institute of
Technology. Dr. Tyson is the author of numerous articles on economics, economic policy and international competition.
She is a Director of Morgan Stanley and ATA&T, ‘

-

DIRECTORS CONTINUING TO SERVE A THREE-YEAR TERM
EXPIRING AT THE 2008 ANNUAL MEETING

(CLASS 1] DIRECTORS)
RII:HAFID S. BRADDOCK pirector since May 1987

Mr. Braddock, 65, is Chairman of MidQcean Partners, a private equity firm, a position he has held since December 2003.
He is also Chairman of FreshDirect, an infernet grocer. He is the former Chairman of pricefine.com, a position he held from

! . July 2000 to April 2004. He was CEQ of priceline.com from July 1998 to June 2000 and from May 2001 to December

2002. He was Chairman of True North Communications from July 1997 to January 1999. He was a principal of Clayton,
Dubilier & Rice from June 1994 until September 1995. From January 1993 until October 1993, he was CEQ of Medco
Containment Services, Inc. From January 1990 through October 1292, he served as President and COO of Citicorp and
its principal subsidiary, Citibank, N.A. Prior to that, he served for approximately five years as Sector Executive in charge
of Citicorp's Individual Bank, one of the financial service company’s three core businesses. Mr. Braddock graduated from
Dartmouth Coflege with a degree in. hlstory, and received his MBA degree from the Harvard Schoal of Business Adminis-
tration. He is a director of Cadbury Schweppes PLC and Marrlott International, nc.

DEBRAL.LEE  Director srnee September 1999 _ ,

Ms. Lee, 52, is Chairman and CEO of BET Holdmgs Inc (BET), a media and entertainment company and a division of .
Viacom, Inc. She joined BET § m 1986 as Vice President and General Counsel In 1992, she was elected Exacutive Vice
President of Legal Affairs and named publisher of BET's magazine division, in addition to serving as General Counsel. She
was placed in charge of strategic business development in 1995. Ms Lee holds a BA degree from Brown University and
MA and JD degrees from Harvard Unwersrty She is affiliated with Several professional.and civic organizations. Ms. Lee is
a director of WGL Holdings, Inc., Marriott International, Inc. and Revlon, Inc.

DIRECTORS CONTINUING TO SERVE A ONE-YEAR TERM

" EXPIRING AT THE 2008 ANNUAL MEETING

(CLASS ! DIRECTORS)

TIMOTHY M. DONAHUE Drrector smce October 2001

M. Donahue 58, is the retired Executive Chairman of Sprint Nextel Corporatron where he served since the merger of
Sprint Corporation and NexteI Communications, Inc. on August 12, 2005. Prior to this, he was the President and CEO of

‘Nextel Commumoatlons Inc., positions he held since August 1399, He began his career with Nextel in February 1996

as President and COO. Mr. Donahue has served as Chairman of the Cellular Telecommunications and Internet Associa-

.tion, the industry’s largest and most respected association. in 2003, Nextel was named by Forbes magazine as one of

America's best- -managed compames Before joining Nextel, he served as northeast regional president for AT&T Wireless
Services Operations from 1991 ‘to 1996. Mr. Donahue started his career with AT&T Wireless Services (formerly McCaw
Cellular Commumcatrons) in 1986 as President for McCaw Celular's paging division. In 1989, he was named McCaw
Cellular's President for the U.S. central region. He is a graduate of John Carroll University with a BA in English Literature.
Mr. Donahue is a director of NVR, Inc. and Tyco Healthcare.

DELANOE.LEWIS  Director since July 2001

'Mr. Lewis, 68, is @ Senior Fellow at New Mexico Stafe Umversny Mr. Lewis is the former 1.5, Ambassador to South

Africa, a position he held from Decemher 1998 to July 2007. Prior to his ambassadorship, Mr. Lewis was President and
CEO of National Public Radro Corporatron a position hé hetd from January 1994 until August 1998, He was President and
CEO of C&P Telephone Company, a subsidiary of Bell Atlantic Corporation, from 1988 to 1993, after having served as Vice

 President since 1983. Mr. Lewis held several posmons in the public sector prior to joining C&P Telephone Company. Mr.

Lewis received a BA from University of Kansas and a JD from Washburn School of Law. Mr. Lewis previously served as a
director of Eastman Kodak Company from May 1998 to December 1999. He is a dlrector of Colgate- Palmohve Co.




ANTONIO.M. PEREZ.  Director since October 2004 - .. . -
Mr. Perez, 61, joined Kodak as President and Chief Operating Officer in April 2003 and was elected to the Company 5
Board of Directors in October 2004. In May 2005, he was elected Chief Executive Officer and on December 31, 2005, he
became Chairman of the Company's Board of Directors:-Mr. Perez joined Kodak after a twenty-five year career at Hewlett-
Packard Company, where he was a corporate Vice President and member of the company’s Executive Council. From _
August 1998 to October 1999, Mr. Perez served as President of HP's Consumer Business, with responsibility for Digital .
Media Solutions and corporate marketing. Prior to that assignment, Mr. Perez served for five years as President and CEO
of HPs Inkjet Imaging Busaness In his career, Mr, Perez held a variety of positions in research and deve!opment sales,
manufactunng, marketing and management both in Europe ‘and the United States. Just prior to joining Kodak, Mr. Perez
served as an independent consultant for large investment firms, providing counsel on the effect of technology shifts on
financial markets. From June 2000 to-December 2001, Mr. Perez was President and CEO of Gemplus International. He is
a member of the Business Council as well as the Business Roundtable. He is'a member of the International Consultative
- Conference on the Future Economic Development of Guangdong Province, China, an advisory body for the Governor of
Guangdong, China. He is also @ member of the Board of Trustees of the George Eastman House. A native of Spain, Mr.
Perez studied electronic engineering, marketing and business in Spain and France. Mr. Perez was a member of the Board
of Directors of Freescale Semiconductor.from December 2004 to December 2006. Mr. Perez served as Vice Chair of the
Diversity Best Practices Initiative in 2006 and 2007 and will become the Initiative’s Chairman in the fourth quarter of 2007.

ANTONIO M. PEREZ

4

COMMITTEES OF THE BOARD .

The Board has the five committees described below. The Board has determined that each of the members of the “Audit Commlttee (William H. Her-
nandez, Durk |. Jager, Debra L. Lee and Delano €, Lewis), the Corporate Responsibility and Governance Committee (Richard S. Braddock, Michaei J.
Hawley, Hector de J. Ruiz and Laura D'Andrea Tyson), the Executive Compensation and Development Committee (Martha Layne Collins, Tlmothy M.
Donahue, Hector de J. Ruiz and Laura D’Andrea Tyson} and the Finance Committee (Rlchard S. Braddock, Martha Layne Collins, Timothy M. Donahue
and Michael J. Hawley} has no material relationship with the Company (either directly or as'a partner; shareholder or officer of an organization that has
a relationship with the Company) and is independent under the Company’s Dnector Independence Standards and, therefore, mdependent within the -
meaning of the NYSE s corporate governance llstlng standards and |n the case of the Audit Commlttee the rures of the SEC

Audit Commiittee — 11 meetmgs in 2006 S ot e .
The Audit Committee assists the Board in overseeing: the integrity of the Company’s financial reports; the Company's compliance with legal and
regulatory requirements; the independent registered public accounting firm's {the independent accountants) selection, qualifications, performance.
and independence; the Company’s systems of disclosure controls and procedures and internal control over financial reporting; and the performance of
the Company s internal auditors. A detailed list of the Audit Commlttee s fungtions is included in its charter, which can be accessed at www.kodak.
com/go/governance. ‘ L o
In the past year, the Audit Committes: . C e e C
» discussed the independence of the independent accountants: - .

s discussed the quality of the accounting principles used to prepare the Company S fmancml statements;

* reviewed the Company's periodic financial statements and SEC filings; : ’

» gversaw the Company's compliance with requirements of the Sarbanes Oxley Act and SEC rules;

+ retained the independent accountants; : ‘

« reviewed and approved the audit and non-audit budgets and actlwtles of both the mdependent accountants and the internal audit staff of the
Company; .

¢ received and ana!yzed reports from the Company 5 mdependent accountants and mternar audit staff;

+ received and analyzed reports from the Company's Chief Compliance Officer;

+ met separately and privately with the independent accountants and with the Company’s Director, Corporate Auditing, to ensure that the scope
of their activities had not been restricted and that adequate responses to their recommendations had been received;

* reviewed the progress of the Company's internal controls assessment;
¢ conducted and reviewed the results of an Audit Committes evaluation;
* reviewed the fees and activities of the Company's other significant service providers;
¢ reviewed the results of the PCAQB report on the 2005 limited inspection of the independent accountants;
_* reviewed the results of the Company's employee affirmation and training process relating to the Company’s Business Conduct Guide;
* oversaw management's evaluation and remediation of the material weakness in controls surrounding accounting for income taxes; and
* monitored the Company's legal and regulatory compliance, compliance with the Company's Business Conduct Guide and activity regarding the
Company's Business Conduct Help Ling.

15'
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Corporate Responsibility and Governance Committee — 8 meetings in 2006

The Corporate Responsibility and. Governance Committee assists the Board in: overseeing the Company's corporate’governance structure; identifying
* and recommending individuals to the Board for nomination as directors; performing an annual review of the Board’s performance; and overseeing the
Company’s activities in the areas of envirgnmental and social responsibility, charitable contributions, diversity and equal employment opportunity, A
detailed list of the Corporate Hesponsubrlrty angd Governance Commrttee S functlons IS included in its charter which can be accessed at-www.kodak,
com/go/governance. . oo : “

In the past year, the Corporate Responsrbrlrty and Governance Committee: )
= recommended to the Board a 2006 Board busrness plan and monrtored the Board 5 performance against this plan ‘ B
= discussed best practices and evolving, developments in the area of corporate governance,
. = continued its search for potentjal candidates to serve as members of the Board; o
« met with the Company's Chief Diversity Officer to review the Company's progress against the Drversrty Advisory Panel's 2004 recommendations;
« prepared and conducted ari evaluation of the Corporate Responsibility and Governance Committee’s own performance, discussed the results

. of the evaluation, and prepared an action plan from these discussions to further enhance the Corporate Hesponsublllty and Governance
Committee’s performance; A . . .

* » recommended to the Board amendments to its Corporate Governancé Guidelines;
» reviewed the Company’s Health, Safety and Environment strategies and management system:
s reviewed and approved the Company’s 2007 Charitable Contributions Budget;
+ manitored the Board’s progress against its action plan from its 2005 evaluation; and
* QuErsaw the Board’s annual performance review.,

The Corporate Responsrbrlrtv and Governance Commrttee is also referred to as the “Governanoe Committee™ in this Proxy Statement

Executuve Compensatlon and Development Commlttee -1 meetmgs in 2006
The Executive Compensation and Development Committee assists the Board in: overseeing the Company’s executive compensation strategy;
overseeing the administration of its executive compensation and equity-based compensation plans; reviewing and approving the compensation of the
Company's CEO; overseeing the compensation of the Company’s executive officers; reviewing the Company’s succession plans for its CEQ, President,
if applicable, and other key positions; and overseeing the Company's activities in the areas of leadership and executive development. A detailed list of
the Executive Compensation and Development Committee’s functions is mcluded inits charter, which can be accessed at www.kodak. comlgolgov-
ernance. - . - ' R S . : o
In the past year, the Executive Compensatron and Development Committee:
* oversaw the Company’s succession plan for its GEOQ and Chalrman and determined the eompensatlon arrangements tor its Chairman and CEO
Antonio M. Perez; = '
» reviewed the executive compensation strategy, goals and principles;
« reviewed the Company's executive development process; :
+ reviewed the Company’s global benefit plans meludmg |ts healthcare and retrrement benefits, and the assomated liahilities, strategies and
cost control initiatives; ' . .
» completed a review of the Executive Compensation and Development Committee’s own perforrnance
» set the compensation for the CEQ and reviewed and approved the compensation recommendations for the Company’s other executrve offiers;
« reviewed tally sheets setting forth all components of the CEQs and the named executive offlcers compensatron and
-« granted and certified awards under the Company’s compensationplans. .~ " ¢ . ;

The Executive Compensation and Development Commrttee is also referred to as the “Compensatlon Commrttee" in this Proxy Statement. '

ET Y




Finance Committee — 4 meetings in 2006 .
The Finance Committee assists the Board in overseeing the Company's: balance sheet and cash flow performance financing plans; capital expendi-
tures; acquisitions, joint venturés and divestitures; risk- management programs; performance of sponsored pension plans; and tax paolicy. A detalred hst
of the Fmance Committee’s funotrons is mcluded in its charter, whloh can be accessed at WWW. kodak comlgolgovemance
In the past year, the Finance Committee;
* reviewed.the Company (3 capltal structure and fmancmg strategles lnclud:ng dlwdend declaratron capltal expendrtures debt repayment plan, .
share repurchase and hedging of fareign exchange and commod:ty price risks; - - S
«, reviewed cash flow and balance sheet performance; . . oy s s _—
» .reviewed credit ratings.and key financial ratios; oo e T ‘ . o o
" reviewed significant acquisitions, divestitures, including real estate sales and joint ventures; a '
¢ reviewed investment performance;

N i

« reviewed the funding status and performance of the Company’s defined benefit pension plans;
» reviewed the Company's insurance risk management, crisis managernent and asset protection programs; and.
« reviewed the Company's tax policy and strategies. . - . ‘

Executlve Commlttee — No meetlng in 2006

The Executive Committee is composed of six directors: the Chairman of the Board, the Presiding Director and the Chalrs of the other four committees. -

1

The Executive Committee is generally authorized to exercise all of the powers of the Board in the intervals between meetings of the Board. The Execu-

tive Committee did not meetin 2006. The Executive Committee's charter can be accessed at www.kodak.com/go/governance. -

COMMITTEE MEMBERSHIP -

4

H

R S “Corporate Responsrblilty <| . Exgtutive Compensation * *'| o g
{ Director Name - | Audit c_omm'if_tee  and Govefnance Bommlttee ‘ Jand Development Committee | Finance commlﬂtlget’g
~ Richard S. Braddock S . Member, Chair
Martha Layne Collins Member Member
Timothy M. Donahue _ ’ S " “Chair - Member
Wichael J. Hawley Member -, Member -
William H. Hemaridez *Chair T '
Durk ! Jager, . Member . g
Debra L. Lée "Member g '
Delano E. Lewis Member | i
Heetor de J. Ruiz Chair Member
Laura I_J_'Andree Tyson 7 ) Member . Member ., .
No. of 2006 Meetings TR '8 ' IR 4
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EXECUTIVE COMPENSATION AND DEVELOPMENT\COMMITTEE S e

The Executlve Compensatlon and Development Committee | is compnsed of four members of the Board all of whom are mdependent in accordance '
with the Board's Director Independence Standards, which standards reflect the NYSE's director mdependence standards. The Executive-Compensation
and Development Committee assists the Board in fulfilling its responsmmnes in connection with the compensation of its executives and employees,
including our Named Executive Officers. It performs this function by overseeing the Company's executive compensation strategy, overseeing the
administration of its executive compensation and equity-based plans,-assessing the effectiveness of the Company’s executive compensation plans,
reviewing and approving the compensation of the Company’s CEO, reviewing and approving the compensation of the Company's Named Executive
Officers and executive officers, reviewing the Company's succession pians for its CEQ and other key positions and overseeing the Company’s activities
in the areas of leadership and executive development. The Compensation Committee operates under a written charter adopted by the Board, which
details the Compensation Committee’s duties and responsibilities. A current copy of the Compensation Committee's charter can be accessed at www.
kodak.com/go/governance. :

The full Board sets the compensation of the Company's non-employee directors based on the recommendation of the Governance Commlttee

The Compensation Committee has delegated limited authority to the Company’s Chief Human Resources Officer to assist the Compensation Com-
mittee with administration of the Company’s executive compensation and equity-based compensation plans. The Chief Human Resources Officer is
authorized to amend any executive compensation or equity-based compensation plan in which our Named Executive Officers participate other than

to materially increase the benefits accruing to a participant under the plan, increase the numiber of shares available for issuance under the plan-or
substantially modify the requirements as to eligibility for participation. The Chief Human Resources Officer has also been delegated the authority to
amend award agreements under any executive compensation and equity-based compensation plan other than to increase the benefits accruing to the -
participant and to determine the manner and timing of payments under the Eastman Kodak Company 1982 Executive Deferred Compensation Plan.,

The Compensation Committee meets routinely throughout the year. it is the Compensation Committee’s policy to make most compensatlon decisions
in a two-step process to ensure sufficient deliberation. The Compensation Committee approves all compensation and awards under the Company’s
executive compensation plans for each of the Company’s Named Executwe Officers. The Compensation Committee also approves compensation levels
for each component of total direct compensation followmg discussions and after rewew of analyses and recommendations received from its consultant
and management, as it deems. approprlate The CEQ, Chief Human Hesources Officer and Director of Worldwide Total Compensation make recommen-
dations regarding each compensation element for the Named Executive Officers other than the CEQ. The Compensatlon Committee’s consultant and
the Director of Worldwide Total Compensation present analyses and recommendatlons regarding CEO compensation to the Compensation Committee
in executive session.

With respect to the Company's performance -based plans, management, including the CED, CFO, Chief Human Resources Officer and Director of
Worldwide Total Compensation proposes performance goals. The CEQ and Chief Human Resources Officer are involved in formulating recommenda-
tions to the Compensation Committee on award levels for each Named Executive Officer for the upcoming performance year, with the exception of -
award levels for the CEO. Management develops these performance targets considering the Company’s strategic business plan and executive com-
pensation strategy and goals. Generally, the performance targets and individual award targets for the Company’s annual cash bonus plan are reviewed
and approved by the Compensation Committee within the first 90 days of each calendar year. The performance targets and award levels under the
Company’s long-term incentive plans, incuding annual option grants and aflocations for the Leadership Stock Program for the next performance cycle,
are generally established in December of each year. Throughout the year, the Compensation Committee reviews prolectlons for achievement of each
plan's performance targets.

Role of Compensation Consultants

To assist the Compensation Committee in evaluating the Company's executive compensation plans, the Compensation Committee engaged an -
independent outside consultant, Frederic W. Cook & Co., Inc. (FW Cook), to advise it directly. The Company has a contractuat arrangement with FW
Cook which may be terminated by either party at the end of any month without penalty within 15 days written notice. The Compensation Committee's
consultant attends Compensation Committee meetings on a reqular basis and provides the Compensation Committee with market information and
analysis with respect fo establishing executive compensation practices that are in line with the Company’s executive compensation strategy and goals.
Our consultant is also asked to confirm that the Company's executive compensation goals continue to be aligned with best practices.

The Company's Chief Human Resources Officer and others directly involved with the Company’s executive compensation programs routinely consult
with FW Cook regarding the operation and administration of our executive compensation programs and practices. In 2006, neither the Compensation
Committee nor the Company engaged other consultants or advisors to advise in determining the amount or form of executive compensation.




COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

The following directora served on the Compensation Committee during 2006: Martha Layne Colltns Timothy M. Donahue, Durk . Jager, Debra L. Lee,
Hector de J. Ruiz and Laura D'Andrea Tyson. There were no Compensation Commlttee interlocks between the Company and other entrtres involving
the Company ] executwe ofﬂ cers and directors. : ! :

GOVERNANCE PRACTICES

Described below are some of the significant governance practices that have bee_n adopted by our Board.

Presiding Dwector :

Our Board created the position of Presiding Director in February 2003. Richard S. Braddock has been desugnated the Board ] Presndlng Director. The
primary functions of the Presiding D:rector are to: 1) ensure that our Board operates independently of our management; 2) chair the meetings of the -
independent directors; 3) act as the prrncqpal liaison between the 1ndeoendent directors and the CEQ; and 4) assist the Board in its understanding of
the boundaries between Board and’ management responsmrlmes A more detarled description of the PreS|d|ng Director’s duties can be found at www
kodak., com!golgovernance

Meeting Attendance

In February 2004, our Board adopted a “Director Attendance Policy.” A copy of this policy is attached as an appendix to our Corporate Governance
Guidelines, which can be accessed at www. kodak comlgolgovemance Under this policy, all of our directors are strongly encouraged to attend our
annual meeting of shareholders.

In 2006, the Board held a total of 10 meetmgs Each director attended in excess of 75% of the meetrngs of the Board and commlttees of the'Board on
whrch tne dlrector served All of our dlrectors attended our 2006 annual meetrng ‘ :

¢

Executlve Sessmns : - T
Executive sessions of our non-management directors are held at feast four times a year. These sessions are chaired by our Presiding Director.

If all of our non-management directors are not independent, the independent members of our Board will meet in executive session at least once a year.

Our Presiding Director will chair these meetings. .
In. 2006 all of our non-management directors were mdependent They metin executrve session four (4) times.

Board Declassﬁ‘ catlon

In 2005, the Board submitted for your approval a management proposal that all Board rnembers be elected annually. You approved this proposal by a
substantial majority and, as a result, the Company amended its Restated Certificate of Incorporation to eliminate the classified system. As required by
the proposal, this Is being done in stages so that all Board members will be elected to one- -year terms beginning in 2008. The Board believes a declas-
sified board better ensures that the Company 's corporate governance policies maxrmlze accountability to you. N

Communications with Our Board

The Board mamtams a process for our shareholders and other interested parties to comrnumcate with the Board. Sharehotders and mterested parties
who wish fo communicate with the Board, the independent directors as a group, or an individual director, including the Presiding Director, may send
an e-mail to our Presiding Director at presiding-director@kodak.com or may send a ietter to our Presiding Director at P.0. Box 92818, Rochester, NY
14650. Communications sent by e-mail will go simultaneously to Kodak’s Presiding Director and Secretary. Our Secretary will review communications
sent by mail and if they are relevant to, and consistent with, Kodak's aperations, policies and philosophies, they will be forwarded to the Presiding’
Director. By way of example, communications that are unduly hostile, threatening, illega! or similarly inappropriate will not be forwarded to the Presid-

ing Director. Our Secretary will perfodically provide the Board with,a summary of all communications received that were not forwarded to the Presrdlng-

Director and will make those communications available to any director upon request. The Presiding Director will determine whether any communica-
tion sent to the full Board-should be properly addressed by, the entire Board or a committee thereof and whether a response to the communlcatlon i
warranted. If arespense is warranted the Presiding Director may choose to coordinate the content and.method of the response with our Secretary.
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Consideration of Director Candidates . ,, "~ '+ | - " T, oo T
The Governance Committee will consider for nomination as dlrector of the Company candldates recommended by |ts mernbers other Board members
management, shareholders and the search firms it retains C w

L

Shareholders wrshrng to recommend candrdates for consideration by the Governance Commlttee may do s0 by provrdrng the tollowrng mtormatlon in.
writing, to the Governance Committee, ¢/o Secretary, Eastman Kodak Company, 343 State Street, Rochester, NY 14650-0218: 1) the name, address
and tefephone number of the shareholder making the request; 2) the number of shares of the Company owned, and, if such person is not a share-
holder of record or if such shares are held by an entity, reasonable evidence of such person’s ownership of such shares or such person's authonty to-
act on behalf of such entity; 3) the full name, address and telephone number of the individual being recommended, together with a reasonably detailed
description of the background, experience and qualmcattons of that mdtvrdual 4) a signed acknowledgement by the irdividual being recommended
that he or she has consented to: a) serve as director if elected and b) the Company undertaking an inguiry into that individual’s background, experi-
ence and qualifications; 5) the disclosure of any relationship of the individual being recommended with the Company or any subsidiaries or.affiliates,
whether direct or indirect; and 6) if known to the shareholder, any materral mterest of such shareholder or individual being recommended in any
praposals or other business to be presented atthe Company s.next annual meeting of sharehotders (or a statement to the effect that no material inter-
est is known to such shareholder) 0ur Board may change the process by which shareholders may recommend director candidates to the Governance
Committee. Please refer to the Company s website at www.kodak. comigofgovernanoe for any changes to this process.., .

wlf

With regard to the election of directors covered by this Proxy Statement, the Company received no recommendations for candldates.

N : ot o a7
Director Qualification Standards -~ .. - - T u R
When reviewing a potential candidate for the Board, the:Governance Commlttee tooks to whether the candidate possesses the necessary qualifica- -
tions to serve as a director. To assist it in these determinations, the Governance Committee has adopted “Director Qualification Standards.” The -
Director Quatification Standards are attached as Exhibit I to this Proxy { Statement and can also be accessed at www.kodak.com/go/governance.
These standards speclty the minimum qualrhcatlons that a nominee must possess in order fo be consldered for electlon as a director. If a candidate
possesses these minimum qualifications, the Governance Committee, in accordance with the Director Selection Process described in the next’ section,
will then consider the candidate's qualltrcatrons In light of the needs of the Board and the Company at that time, given the then-current mix of director :

amlbutes . .o, “ w ot + i .l R o, 1] ‘_ e PR | Vo o

]
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" Director Selection Process - o T T Tt Ty

As provided in the Company's Corporate Governance Guidelines, the Governance Committee seeks to create’a diverse and inclusive Board that, asa
whale, is strong in both its knowledge and experience. When'identifying;screening andrecammending new candidates to the Board for membership,
the Governance Committee follows the procedures outlined in its “Director Selection Process.” The Director Selection Process is attached as Exhibit Il
to this Proxy Statement and can also can be accessed at www.kodak.com/go/governance. The Governance Commlttee generally uses the services'
of a third-party executwe search f|rm when rdentrtyrng and evaluating possmle nominges for director. - = .

: . Ot R b ra
Board Busmess Plan : o : : .
In 2005, the Board adopted a formal process for annually estabhsh:ng and pnontrzmg |ts goa|s The end product of ttns process isa “Board busrness
plan.” The Board believes that adepting such a plan annually enhances its ability to measure its performance |mproves its focus on the Company’ s

long-term strategic issues and ensures that its goals are linked to the Company’s strategic initiatives. 2 ,.- !

Under the process approved by the Board, each year the Gévernance Committee submits to the Board a proposed list of Board goals for the tollowmg
year. At its first meeting of the year; the Board finalizes its goals | for the year; prioritizes these goals and discusses possible performance measures for -
each goal. The Governance Committee is responsrhle for tracking the Board's performance agamst ifs goals and routlnety reporting these results to the
Board. Performance agamst the goals is assessed as part of the Board S annual evaluatuon process '

3 : [ o

.. .
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Strateglc Role of Board - R S
The Board plays a key role in devetoplng, revrewrng and overseelng the Company's business strategy Once each year the Board devotes an extended
meeting to an update from management regarding the strateguc issues and opportumtles taclng the Company and its businesses. Throughout the year
the Board reviews the Company's strateg|c plan and receives bnefrngs and reports on critical aspects of its |mplementat|on These include business *
unit pertormance reviews, product category’ reviews'and presentations regardrng research and development initiatives and the Company's intellectual
property portfolio.




DIRECTOR COMPENSATION e e

Directors who are employees receive no additional compensation for serving on the Board or its commlttees In 2006 we prewded the followmg a
compensation to our directors who are not employees . -

e S R TR A A T Nun«quahr ied:-
i s 1 Fees Barmedori| ¢ Mg, T compensation
| |- PaidIn Cashi- Stuckawards DpnonAwards “-;.,'i}ghaifr'piqgségf *." Gompensation
Name ($) ($) - {8) o) NP B )6

_ | W _ ot N R . U
Richard S. Braddock $185000 |  $35546 $9,776 o~ ] 1386 | 231778
Martha Layne Collins 80,000 35,646 9,776 - 15,330 140,752
Timothy M. Donahue 90,000 35,646 9,776 — 648 136,070
Michael J. Hawley 80,000 35546 9,776 —— 18,534 © 143,956
William H. Hernandez 95,000 35,646 9,776 - 708 141130
Durk |. Jager 85,000 35,646 9778 - 1128 131,550
Debra L. Lee 85,000 35,646 9,776 T — 180 130,602
Delang E. Lewis | 80,000 . 35,646 9776 = 1,800 4127222
Pt ONalr | 40,000 34,031 36 | —. - %00 ', 82,225
Hector de J. Ruiz - 85,000 35,646 9,776 - 936 131,358
Laura D‘AnelreaTysoh 80,000 | 35,646 . 9776 $3417 336 . 129,175

* Mr. O'Neill retired from the Board on May 10, 2006.

{1} This column reports the director, chair and presiding director retainers eamed in 2006. The fallowing table reports the amount of the retainer that
was deferred by a director into his or her deferred stock account under Kodak's Dlrector Deferred Compensatlon Plan and the amount of phantom

stock units that were credited to the director as a result of that deferral. . Y SR
| Name " ~ Deferred Amount - | 4'Pfha|'_|iem'S!oc!_(f“l;Iﬁ:i'tle:r? B ‘ ‘ ‘
Martha Layne Collins $40,000 : 1684 - SRS
Michael J. Hawiey 20,000 842
William H. Rermandez 47500 1,998
Durk I. Jager 85,000 3578 -
Debra L. Lee 40,000 ' 1,684
Defano E. Lewis 40,000 1,684
Paul H. O'Neill 40,0007 1,679
Laura D'Andrea Tyson - 40,000 1,684

{2) This column represents the dollar amount recognized for financial statement reporting purposes with respect to the 2006 fiscal year for the fair
value of stock awards granted in 2006, as well as prior fiscal years, in accordance with Statement No. 123R, “Share-Based Payment” (SFAS
123R). .
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The following table reports the outstanding stock awards held by each of the non-employee directors at the end of fiscal year 2006. AR

Aggregate Stock Awards Outstandlng at Flscal Year End

i{'gg,, e W LE eE Unvested  Vested
Richard $. Braddock 1,500 3,000
Martha Layne Collins 1,500 3,000
Timothy'M. Donahue - 1,500 G 3,000
Michael J. Hawley ' 1,500 3,000
William'H. Hernandez 1,500 3,000,
Durk . Jager 1,500 " 3,000
Debra L. Lee 1,500 3,000
Delano E. Lewis 1,500 3,000
Paul H. O°Neil 0 3,000

" Hector de J. Ruiz 1,500 3,000
Laura D'Andrea Tyson 1,500 3,000 -

(3) This column represents the dollar amount recognized for financial statement reporting purposes with respect to the 2006 fiscal year for the fair:
value of stock options granted in 2006 as well as in prior years, in accordance with SFAS 123R. The assumptlon used to compute the value of the
stock options granted on December 7, 2005 and December 12, 2006 were:

B c Risk-Free Expected Option Expected Expet;téd'bividé‘ﬁa‘zfﬁ
- GiantDate = - % | mnterestRate(%) |  Lifo(Vears Volatilty (%)  Yield (%). 5
December 7, 2005 4.4 3 3 2.2
December 12,2006 =~ 45 T e 3. 29 20

T T
] L]

F T

The following table reports the outstanding option awards held by each o the non-employee directors at the end of fiscal year 2006,
Aggregate Stock Optlons Outstandmg at Fiscal Year End

r’ Name - Unvested - Vested
Richard S. Braddock + 1,500. 13,000
Martha Layne Collins 1,500 13,000
Timothy M. Donahue 1,500 11,000
Michae! J. Hawley 1,500. 3,000
William H. Hernandez 1,500 5,000
Durk 1. Jager 1,500 13,000
Debral. Lee 1,500 13,000
Defano E. Lewis 1,500 11,000
Paul H. O'Neil o Bk 5000
Hector de J. Ruiz 1,500 11,000
Laura [Andrea Tyson 1,500 13,000




{4) The amount for L. D. Tyson represents the above-market interest eammed by Dr. Tyson on her contributions to the Directors' Deferred-Compensa-
tion Pian. . ‘

{5) The amounts in this column include perquisites and cther benefits provrded to directors. The total-incremental cost of all perquisites or other
 benefits paid to our directors must be'discloséd, unless the aggregate value of this compensation is less than $10,000. In 2006, all of our direc--

tors, except Gov. Collins and Dr. Hawley, received perquisites and other bengfits that fell below this disclosure threshold. For R. S. Braddock; the
amount includes $1,356 for life insurance. For M. L. Collins, the amount includes $13,494 for the Charitable Award Program, $623 for personal
liability insuance, $205 for travel/accident and $1,008 for life insurance. For T, M. Donahue, thé amount includes $648 for life insurance. For M.
J. Hawley, the amount includes $198 for Company equipment, $17,328 for Company paid expenses to attend an event which the Company spon-
sors for promaotional purposes, $623 for personal liability insurance, $205 for travel/accident and $180 for life insurance: For W. H. Hernandez, -
the amount includes $708 for life insurance. For D. !. Jager, the amount includes $1,128 for life insurance. For D. L. Lee, the amount includes
$180 for life insurance. For D. E. Lewis, the amount includes $1,800 for life i insurance. For P. H. §’ Neil, the amount includes $900 for Ilfe insur-
-ance. For H. de J. Ruiz, the amount includés $936 for life instirance: For L. D. Tyson, the amount mcIudes $336 for In‘e rnsurance

Director Compensation Principles
The Board has adopted the following director compensation principles, which are aligned with the Company’s executive cornpensahon principlés:

. Pay should represent a moderately important element of Kodak' § director value proposrt:on '
. Pay levels should generally target near the market med|an and pay mix should be consnstent with market consrderatlons S

» Pay levels should be differentiated based on the time demands on some members' roles, and the Board will ensure regular rofation of certam
of these roles.

* The program design should ensure that rewards are tled to the successful performance of Kodak stock, and the mix of pay should allow flex-
ibility and Board diversity. . P o - ..

¢ Tothe extent prachcable Kodak S Drrector'Compensatlon Pnncrpies should parallel the prmcmles of the Company ] executlve compensatlon
program N " T . ‘ :

Annual Payments.
Nen-employee directors annually receive:

* $80,000 as a retainer, at least half of which must be taken in stock or deferred into stock units;
* 1,500 stock options that vest on the first anniversary of the date granted; and
* 1,500 restricted shares of the Company’s common stock that vest on the first anniversary of the date granted.

The Committee Chairs, with the exception of the Audit Chair, receive a chair retainer of $10,000 per year for their services, in addition to their annual
retainer as a director. The Audit Chair receives a chair retainer of $15,000 for his services, in addition to his annual retainer as a director.

The Presiding Director receives a retainer of $100,000 per year for his services, in addition to his annual retainer as a director.
Employee directors receive no additional compensation for serving on the Board.

Director Share Ownership Requirements

A director is not permitted to exercise any stock options or sefl any restricted shares granted to him or her by the Company unless and until the direc-
tor owns shares of stock in the Company (either outright or through phantom stock units in the directors’ deferred compensation plan) that have a
value equal to at least five times the then maximum amount of the annual retainer, which may be taken in cash by the director {currently, this amount
is $200,000).

Deferred Compensation

Non-employee directors may defer some or all of their annual retainer, chair retainer and restricted stock award into a deferred compensation plan.
The plan has two investment options: an interest-bearing account that pays interest at the prime rate and a Kodak phantom stock account. The value
of the Kodak phantom stock account reflects changes in the market price of the common stock and dividends paid. Eight directors deferred compen-
sation in 2006. In the event of a change-in-control, the amounts in the phantom accounts will generally be paid in a single cash payment. The deferred
compensation plan's banefits are neither funded nor secured.

Life Insurance ) . !
The Company provides $100,000 of group term life insurance to each non- employee director. This decreases to $50,000 at retirement or age 65,
whichever occurs ater.
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Charitable Award Program- L, ' i ' G

This program, which was closed to new participants effective January 1, 1997, provides for a contribution by the Company of up to a total'of
$1,000,000 following a director's death, to be shared by a maximum of four charitable institutions recommended by the director, The individual direc-
tors-derive no financial benefits from this program. It is funded by self-insurance and joint life insurance policies purchased by the Company. Richard
S. Braddock and Martha Layne Collins continue to participate in the program. s
Personal Umbrella Liability Insurance L S ' e

The Gompany provrdes $5,000,000 of personal liabllity i insurance to each non- employee director. This coverage terminates on December 31" of the
year in which the director terminates service on the Company s Board. . - -

Travel Accndent Insurance .. o L N
The Company provides each non-employee director with $200,000 of acoldentai death and $100 000 of dlsmemberment insurance white traveling to,
or attending, Board or Committee meetings.

. L . -
L e~ Tl - Fig

Travel Expenses Com O .
The Company reimburses the directors for ravel expenses incurred in connection with attendrng Board oommrrtee ang shareholder meetmgs and
other Company-sponsored events and prowdes Company transportatlon to the dlrectors (mcludmg use ot Company alrcraft) to attend such meetmgs
and events. ol S e - : A L Y

Cw T PR TP I S o
Review of Director Compensatuon ' ! * '
The Board has de|egated to the Governance Commrttee the responsibility for periodically revrewmg the Board's compensatlon program and recom-
mending any changes o the Board. The last timé siich a review was performed was in late'2003. As explarned inthe Governance Committee’s report
on page 29 of this Proxy Statement, the Governance Committee recently decided to conduct a new review of the market competitiveness of the
Board's compensation program. As it did in 2003, the Committee hds engaged an extemnal independent consultant to assist in conducting this review.
Pear! Meyers & Partners was recently retained by the Governance Committee to perform this work. The Board's Director Compensation Principles
will be used by Pearl Meyers & Partrers as a basis for initiating the review. The last of these principles provides that, to the extent practicable, the
principles should parallel those of the Company's executive compensation program. The Committee expects to complete its review by the end of the ~
third quarter of this year. R
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l Beneficial Ownership - RN

BENEFICIAL SECURITY OWNERSHIP OF MORE THAN 5% OF THE
COMPANY’S COMMON STOCK ‘

I

As of February 14, 2007, based on Schedle 136 filings, the Compan'y' was aware of the following beneficial owners of more than 5% of its common stock:

Shareholder's Name and Address

Number of Commion Shares.
. Beneficially' Owned

"Percentage of Company's Common
Shares Beneficially Owned

Legg Mason Capital Management, Inc.

LLMLLC
100 Light St ,
Baltimore, MD 21202

60,856,431

21.18% ™

Brandes Investment Partners, L.P.
11988 E} Camino Real

Suite 500 -

San Diego, CA 92130

34,264,468

A

11.93%

Private Capital Management, Inc.
8889 Pelican Bay Blvd. - 500
Naples, FL 34108

29,315,650

10.2%

Franklin Resources, Inc.
One Franklin Parkway
Building 20

San Mateo, CA 94403-1906

24,849,942 ®

87% . A

FMR Corp.
82 Devonshire St.
Boston, MA 02109

15,244 724

5.31%

(1) As set forth in Amendment No. 4 of Shareholder's Schedule 13G/A, as of December 31, 2006, filed on February 15 2007 the fi hng dlscloses ‘that
the two entities listed had shared voting and dispositive power with respect to all shares as follows:

" Name. Number of Shares with $f|'aréq Voting and Dispositive Power | Percent of Class Represented
Legg Mason Capstal Management Inc - 52,679,431 : © 18.34% o
LLM'LLC S 8,177,000 A

T 285%

* Includes 21,316,100 shares owned by Legg Mason Value Trust, Inc., a Legg Mason Capital Management fund.
**Includes 3,877,000 shares that may be deemed to be beneficially owned by LLM LLC due to its beneficial ownership of certain options.

{2) As set forth in Amendment No. 4 of Shareholder’s Schedule 13G, as of December 31, 2006, filed on February 14, 2007, the 34,264,468 shares
are also deemed to be beneficially owned by the following as control persons of the investment advisor, Brandes Investment Partners, L.P.;
Brandes Investment Partners, Inc.; Brandes Worldwide Holdings, L.P.; Charles H. Brandes; Glenn R. Carlson; and Jeffrey A. Busby.

{3) Includes 23,720,049 shares owned by Templeton Global Advisors Limited.

25 .
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BENEFICIAL SECURITY OWNERSHIP OF DIRECTORS, NOMINEES AND |

EXECUTIVE OFFICERS

_ Birectors, Nominees: ST R T uiiber of Common Shares T Percentage of companysCommon‘”
* “and Executwe Officers. = | Beneflclally aned on March 1,2007 - ~Shares Beneﬂcla!ly Owned i
Richard S. Braddock Mo 44431 0 0.0139 Ce
Robert H. Brust . 475,900 @ 01485

Martha Layne Collins - 17700® . - . © 00085 -
Timothy M. Donahue 205130, . .- 00064 .. -
Philip J. Faraci 78,262 W® 0.0244

Michael J. Hawley 8,006 ™ 0.0025

Mary Jane Hellyar 137,551 @® 0.0429

William H. Hernandez 8,000 0.0025 .

Durk |. Jager 18,268 ® 0.0057

James T. Langley 74,557 @b 0.0233 ;

Debra L. Lee 21,688 ™ ofoes - ‘"
Delano E. Lewis 12,700 © 0.0040 " .
Daniel T. Meek 1423210 0.0444 -
Paul H. O'Neill 7,500 ® 00023 . s,
Antonio M. Perez 1,045,141 @ 03262 - -
Hector de J. Ruiz T4 ® 0.0101 .

Frank S. Sklarsky 50,000 00156 " ..
Laura D’Andrea Tyson 18,756 00059 . -
All Directors, Nominees and Executive Officers L .. s

as a Group (24), including the above 2,681,818 W 0.8370 ., .

The above table reports beneficial ownership of the Company’ s common stock in-accordance with the apphcable SEC rules. Al Company securities

over which the directors, nominees and executive officers directly or |nd|rect1y have, or share voting of investment power, are listed as beneficially .

owned. The figures above include shares held for the account of the-above persons in the Eastman Kodak Shares Program and the Kodak Employees .
Stock Ownership Plan, and the interests of the above persons in the Kodak Stock Fund of the Eastman Kodak Employees Savings and Investment

Plan, stated in terms of Kodak shares.




(a) and (b)
The chart below includes the following: footnote {a) shows Kodak common stock equivalents, which are held in deferred or long-term compensa-
tion plans; and foctnote (b) shows the number of shares which may be acquired by exercise of stock options:

—
’Nmm‘: e P
name: . on ey

LRERE b DR IR
£ G, %

PR oonf

[ Ege CAER) R
. h

‘Footnote (b). - ~F 2 ]

Richard S. Braddock '

' 0 13,000
'RobertH. Brust 25,992 401173 0 -
Martha Layne Collins 0 13000
. Timothy M. Donahue , .0 . 11,000
Philip J. Faraci - , 4,868 58,007 .
~ Michael J. Hawley ’ 0 3,000
Mary Jane Hellyar - 3,895 198,079
William H. Hernandez " ) 5000
Durk I, Jager - 0.. 13,000
James T. Langley 4,868 52,376 -
Debra L. Lee .0 - 13,000,
Defano E. Lewis 0 11,000 "
Daniel T. Meek 0 131,341
Paut H. O'Neil , 0 5,000
Antonio M. Perez ’ 118531 756,566
Hector-de J. Ruiz 0 11,000
Laura D’Andrea Tyson A (1R * 13,000
Al Diréctors, Nominees and Executive Officers - *'| " 200,718 ' - 1,993,193 -

(c) Each individual executive officer and director listed beneficially owned less than 1% of the outstanding shares of the Company’s common stock.-

As a group, these executive officers and directors owned .837% of the outstanding shares of the Company’s common stock,
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REPORT OF THE AUDIT COMMITTEE

Ny

The Audit Committee of Eaetman Keda'k Company’s Board ef Directors is'composed solely of independent direEtors 'and operates nndet'a written ‘. -
charter adopted by the Board, most recently amended on February 17, 2004. A copy of the Audit Committee’s charter can be found on our websnte at
www.kodak. comlgolgovernance

Management is responsnble for the Company's internal control over financial reporting, the Company’s disclosure controls and procedures, and prepar-
ing the Company's consolidated financial statements. The Company's independent registered public accounting firm (independent accountants}, Price-
waterhouseCoopers LLP (PwC}, is responsible for performing an independent audit of the consolidated financial statements and of its internal control
over financial reporting in accordance with standards of the Public Company Accounting Oversight Board {United States) and for issuing a report of the
restits. As outlined in its charter, the Audit Committee is responsible for overseeing these processes.

During 2006, the Audit Committee met and held discussions with management and the independent accountants on a regutar basis. Management
represented to the Audit Committee that the Company's consolidated financial statements were prepared in accordance with accounting pnncuples
generally accepted in the United States {U.S. GAAP), and the Audit Committee reviewed and discussed the audited consohdated financial statements
with management and the independent accountants.

The Audit Committee discussed with the independent accountants the matters specified by Statement on Audmng Standards No. 61, “Commumca—
tions with Audit Committee.” The independent accountants provided to the Audit Committee the written disclosures required by the Independence:
Standards Board Standard No. 1, “Independence Discussion With Audit Committees.” The Audit Committee discussed with the |ndependent accoun-
tants their mdependence

The Audit Committee discussed with the Company's internal audltors and-independent accountants the plans for their audits. The Audit Commlttee
met with the internal auditors and independent accountants, with and without management present. The internal auditors and tndependent accoun-
tants discussed with or.provided to the Audit Committee the results of their examinations, their evaluations of the Company’s internal control over

financial reporting, the Company’s disclosure controls and procedures and the quality of the Company’s financial reporting. -~ -« 4 -

With reliance on these reviews, discussions and reports, the Audit Committee recommended that the Board approve the audited financial statements
for inclusion in the Company’s Annual Report on Form 10- K for the year ended December 31, 2006, and the Board accepted the Audit Committee's
recommendations. e . . - . .

The following fees were paid to PwC for services réndered in 2006 and 2005: - - : ' .

&

(in millions) ., 20086 2005
Audit Fees v $a72  $175
Audit-Related Fees 44 0.2
Tax Fees ) . 2.2 2.6
All Other Fees , 00 01

$238 $20.4

* Primarily for license fees relating to an accounting research tool and services related to the translation of the Company's Form 10-K into Japanese.

The Audit Fees related primarily to the annual audit of the Company’s consolidated financial statements including Section 404 internal control assess-
ment under the Sarbanes-Oxiey Act of 2002) included in the Company’s Annsal Report on Form 10-K, quarterly reviews of interim financial state-
ments included in the Company's Quarterly Reports on Forms 10-Q, statutory audits of certain of the Company's subsidiaries, and services relating to
filings under the Securities Act of 1933 and the Securities Exchange Act of 1934.

The Audit-Related Fees related primarily to separate financial statement audits for the Company’s Health Group Segment for 2006.

Tax Fees in 2006 consisted of $1.9 miliion for tax compliance services and $.3 million for tax planning and advice. Tax Fees in 2005 consisted of $2.0
million for tax compliance services and $0.6 million for tax planning and advice.

Pw( also audits certain benefit plans of the Company. Fees of approximately $0.3 mllhon are paid directly by the plans rather than by the Company.

The Audit Committee appointed PwC as the Company’s independent accountants. In addition, the Audit Committee approved the scope of non-audit
services anticipated to be performed by PwC in 2006 and the estimated budget for those services. The Audit Committee has adopted an Audit and
Non-Audit Services Pre-Approval Policy, a copy of which is attached to this Proxy Statement as Exhibit IV.

William H. Hernandez, Chair
Durk \. Jager

Debra L. Lee

Delano E. Lewis




REPORT OF THE CORPORATE RESPONSIBILITY AND A Sl e
GOVERNANCE COMMITTEE cN . Lo R L
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Introductlon - b ", C - . - o e,
While the Company has long practiced and led in developrng and |mplement|ng good corporate governance, contmurng this tradition is essential as the
Company undergoes the final stages of its digital transformation. The Corporate Responsibility and Governance Committee of the Board of Dlrectors ]
primarily responsible for overseeing the Company's governance practices and, therefore, is playing a key role during this transition, -~ * -

The Governance Committee continually considers ways to improve the Company’s corporate governance practices. In this regard, the Governance
Committee periodically reviews the Board's governance practices to ensure that they are aligned with best practices, the Board’s corporate gover- . -
nance documents and applicable statutory and regulatory requirements. The Governance Campittee’s most recent review has resulted in certain
governance ennancements, including the adoption of a majority voting poficy for the election of directors and changes to the Board's Governance
Guidelines, including an amendment requiring that a substantial majority of the Board be independent. This Report;.an annual- voluntary governance

practice that the Governance Committee began in 2003, hrghlrghts these changes and the Governance Committee’s other corporate governance activi-

ties during 2006. :

» *

. )- . Ve ." .. T i v B I
Governance Committee Composntlon ,

The Govemance Commrttee is composed of four directors, each of whom meets the detrnrtron of "mdependence” set forth_ in the NYSE's corporate
ernance Committee acts pursuant toa wrrtten charter, which can be accessed electronlcally in the “Corporate Governance” section at www kodak. -
com!golgovernance

Governance Commlttee Responsubllltles T L ,
The primary role of the Governance Committee is to: assess the mdependence of Board members,,lead the anneal evaluation of the Board and _
its committees; identify and assess candidates for Board membership; overseg the Company's activities in the areas of environmental and socral .
responsibility, charitable contributions, diversity, and equal employment opportunity; and generally oversee the Company's corporate governance
structure. The Governance Committee monitors emerging issues and practices in the area of corporate governance and pursues those initiatives that it
believes will enhance the Company's governance practices and policies. In addition, the-Governance Committee is responsible for, among other things:

1) administering the Board's Director Selection Process; 2) developing the Boards Director Qualification Standards; 3) impiementing the Board’s

director orientation and education programs; 4) overseeing and reviewing the Company s Corporate Governance Guidetings and Director Independence

Standards; and 5) recommending to the Board the compensa’non for dlrectors ‘A complete descrrptlon of the Governance Commlttee S responsubrlrhes
can be found | rn its charter, © e

2006 Governance Initiatives .
Described below are some of the significant governance actlons that the Governance Commrttee undertook in 2006

Majority Voting Policy e - T I RN et .

The Governance Committee continually seeks ways to improve the Board's accountability and effectiveness. Earlier: th|s year, the Board adopted
based on the Governance Committee’s recomimendation, a majority voting policy for the election of directors. While the Board would have preferred to
implement a majority voting standard via an amendment to the Company's bylaws, New Jersey law, the iaw under which the Company is incorporated,
presently does not permlt this. The Board believes, however, that its policy, in conjunction with the ather practrces described elsewhere in the Proxy
Statement, will ensure the integrity of the director election process by provrdrng the Company ] shareholders with 2 rneanrngful voice in director glec-
tions, thereby increasing the Board s accountability to its shareholders. N .

[ Bl

Under the policy, in an uncontested election, any nominee for director who recenres a greater number of votes “withheld” from his or her elechon than
votes “for” such election will tender his or her resignation within 10 days following the date of the certification of the shareholder vote. The Gover- '
nance Commitiee will then consider the resignation offer and recommend to the Board whether to aceept t. The Governance Committee, in mak:ng its
recommendation to the Board, and the Board, in reaching its decision, may consider those factors it considers 1mportant including any stated reasons
why shareholders “withheld" votes for the election of the director, the director's qualifications, the director’s past and expected future-contributions

to the Company, the overall composition of the Board and whether accepting the resignation would cause:the Company to fail to meet any applicable
rule,.such as the NYSE’s Llstmg Requirements. The Board will act on the Governance Committeg’s recommendation and publicly disclose its deci- -
sion whether.to accept the, director’s resfgnation offer within 90 days following certifi cation of the shareholder vote. Any director who-tenders his or
her reS|gnat|on under the policy will not participate in ihe Governance Committee recommendatlon or Board action regarding whether to accept the .
resignation offer. The full text of the policy is posted on our corporate governance website at www.kodak. com!go!governance

I T : ! )

29




30

Corporate Governance Guidelines ., '~ .~ S : R -
In February 2007, upon the recommendation of the Governance Commlttee the Board adopted amendments to our Corporate Governance Gmdelrnes
to enhance our corporate.governance practices. The first governance enhancement strengthens the Board's independence requirement. Now, a
substantial-majority, rather than a simple majority as was previously the case, of the Board must be independent. In accordance with best practices,
the Board also amended our governance guidefines to require the Governance Committee to periodically assess the Board's current and projected
strengths and needs by, among other things, reviewing the Board’s current profile, its Director Qualification Standards and the Company's current and '
future needs. The final improvement made to the guidelines requires the Board to periodicatly review its own size and determine the size that is most .
effective toward future operations. P ‘ o o -

+
H

Policy on Recoupment of Executive Bonuses in the Event of Certarn Restaterments

Last year, the Board, based on the Governance Committe€’s recommendation, adopted a policy requiring the recoupment of bonuses paid to named
executive officers upon certain financial restatements. Under the policy, which is posted on our website af www.kodak, com!go!governance the -

L3

Company will require reimbursement of a certain portion of any bonus paid to a named executwe officer where: ! s

L]

* The payment was predicated upon the achievement of certdin financial results that were subsequently the subject of a restatement
* In the Board’s view, the officer engaged in fraud or misconduct that caused the need for the restatement; and

[y A

. A lower payment would have been made to the officer based upon the restated frnancral results:

In each such instance, the Company w1|t to the extent practicable, seekto recover the amount by whlch the indiviual officer’s annual, bonus for the :
relevant period exceeded the lower payment that would have been made based on the restated financial resuts, plus a reasonable rate of rnterest

Director Search

This past year, the Governance Committee spent a considerable amount of its time searching for candidates to fill the Board's existing vacancy and
upcoming vacancies. In accordance with the Board's selection process, the Governance Coramittee engaged an external executive search firm-who

fs assisting in identifying and evaluating qualified independent candidates whao meet the Board’s target candidate prof fles and fit the Board’s Director
Qualification Standards The Governance Committee has identified several preferred candidates and is in the process of mtervrewmg these mdwrduals

Other Key Actions in 2006 ' : : . - Co .
Some of the other key actions taken by the Governance Committee last year are destribed below o v ' ‘ W

Director lndependence . o .

‘The Governance Committee assessed each non- management drreotor s independence based upon the Board s Director Independence Standards and .

those of the NYSE, and made recommendations to the full Board regarding each non-management director’s independence. . .

Board Training “
Under the direction of the Governance Committee, the Board and its committees participated in a variety of training events’ durrng 2006. For example _
the Board toured the manufacturing facilities of two businesses within the Graphics Communications Group: Kodak Versamark, a leader in continu-
ous inkjet solutions and manufacturer of high volume inkjet printers; and NexPress Solutions, a producer of digital color and black and white printing
solutions..The Board also participated in training on corporate compliance. In addition, the Board received several briefings from externa| agvisors on -
matters such as the Board's responsibilities relating to executive compensation and on several corporate law issues. :

- . . i

Director Compensatron

. Inlate 2006, the Governance Commrttee decided to undertake a review of the market competrtweness of the Board's Compensation Program The last

time such a review was performed was in 2003. The Governance Committee’ has selected an externaf rndependent compensation consultant to assnst
it in performing the review. The Governance Commrttee anticipates completrng the review by the end of the third quarter of this year.

Disclosure Practices _
Under the Governance Committee’s direction, the Company enhanced its proxy statement dtsclosure practrces rn areas such as drrector compensatron
corporate govermnance and, executive compensation. .o o .

Board Business Plan- : o o :
Based on the Governance Committee's assistance, the Board last year continued its practrce of establishing an annual Board business plan. The -
business plan is the end product of a formal process developed-by the Governance Committee to annually establish and prioritize the Board's goals. A
more detailed description of this process appears on page 20 of this Proxy Statement. The Governance Committee tracked the Board's pen‘ormanoe

against its business plan and provrded periodic reports 10 the Board on rts progress




Governance Committee Evaluation

The Govenance Committee prepared and conducted an anrual self-evaluation, discussed the results of this evaluation and developed an action plan
from these discussions to further enhance the Governance Committe's performance.

.y y - ' » N %
- Diversity Advisory Panel’s Recommendations ' g
The Governance Committee met with the Company’s Chief Diversity Officer to assess the Company's progress with regard to the recommendations

of the Diversity Adwsory Panel, a seven-member, blue-ribbon panet launched in 2001 to provide advice-on the Company S comprehenslve diversity- +;

strategy and assess future diversity trends and the potential impact on Kodak. R ‘ S o

Board Action Plan : T T e s e

The Governance Committee monitored the Board's performance against the action plan arising from the Boarcl s 2005 annual evaluatlon and prowded

penodic reports to-the Board concerning its progress against the action plan B . . R v
Hector de J;Ruiz, Chair © |~ 1 - R oo Lo

Richard S. Braddock
*Michael J. Hawley

Laura D’Andrea Tyson ‘
REPORT OF THE EXECUTIVE GOMPENSATION AND DEVELOPMENT N
COMMITTEE I .

The Executive Compensation and Development Committee has reviewed and discussed the Compensation Discussion and Analysus that is required by
the SEC rules with the Company’s management.

Based on such review and discussions, the Compensation Commlttee recommended to the Company's Board of Dlrectors that the Compensatlon
Discusslon and Analysis be included in this Proxy Statement. : . v

T|mothy M. Donahue, Chair
Martha Layne Colling
Hector De J. Ruiz : coel e

‘Laura D'Andrea Tyson _ Voo . . o . L,
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Over the last several years, Kodak has been executing a strategy “for transformation from-a filr and. analog -based business into a digital company.-
Our executive compensation arrangements for 2006 reflect this transition and the rapidly changing dynamics of Kodak’s business and the markets -

- in which it competes. As appropriate, the Executive Compensation and Development Committee has put in place compensation plans designed to ¥

address targeted needs associated with the Gompany's digital transformation.

S A LT S

The Company is in the midst of an extraordinary-digital transformation.-The Company now has a substantial presence in the graphic.communications
market and has strengthened its market position in the consumer digital market with several innovative new product introductions. At-the same time, -
the Company is aggressively reducing its traditional manufacturing footprint and managing significant changes in the Company’s workforce that are
required by the Company's transformation. With the Executive Compensation and Development Committee’s guidance and over5|ght m 2006 we
continued to assess the Company’s executive compensation philosophy to ensure that the principles, goals and strategies are allgned wuth the umque
nature of this complex and time-constrained digital transformation strategy.

et _'(1;
Kodak's executive compensation program is administered by the Executive Gompensation and Development Cémmittee. which we refer to in this
Compensation Discussion and Analysis as the Committee. The material elements of our,executive compensation program.include: 5 ., - = ey 34,
» Total Direct Compensation N uﬂs Ve ':
. - Base Salary ‘ .. R L S O o S
— Annual variable pay : R Y A L T
- Long- term vanable eqmty mcentwes . . ., . D e i
» Other Compensatlon and Benefits ‘ o o e e 5 it ‘. v
~ Retirement Plan Benefits L I
- Supplemental individual Retirement Arrangements a a2 .‘S ;"__.‘
~ Deferred Compensation Plan . ‘ T,

One of the roles of the Committee is to oversee the Company’s execulive compensation strategy, including the compensation of the individuals who
served as our Chief Executive Officer and Chief Financial Officer during 2006, as well as the other individuals listed in the Summary Compensation
Table on page 43, who are referred to in this Proxy Statement as our Named Executive Officers.

During 2006, the Committee paid particular attention to bringing our Named Executive Officers’ “total direct compensation” to a leve that the Com-
mittee considers to be market competitive. This leve! is targeted for each Named Executive Officer to be the median of compensation paid to execu-
tives in similar positions with similar respansibilities, as identified by two national non-industry specific surveys recommended by the Committee’s
independent compensation consultant, using companies with gross revenues similar to Kodak. To achieve this objective, in 2006, the Committee
increased the long-term variable equity incentive opportunities of our Named Executive Officers, while holding base salaries constant, with the excep-
tion of any increase warranted by promotion.

COMPENSATION PHILOSOPHY

Qur overall philosaphy is to provide an executive compensation package that attracts, retains and motivates world-class executive talent critical to the
success of the Company's short-term and long-term business goals. In 2006, the Committee reviewed and confirmed the following executive compen-
sation goals, which are substantiatly similar to our prior long- estabhshed goals:

« Align management and shareholder interests

-

Calibrate realized compensation to achievement of short-term and long-term objectives
Inspire and develop world-class executive talent |

Attract, retain and motivate executives

Maximize financial efficiency

Ensure high standards and best practices

Simplify plans and provide line of sight to performance goals




The following principles adopted by the Committee provide a framework for the Company’s executive compensation program:=.»= =~ .~ <

_ Interests of exectitives are aligned with the Company’s shareholders by provrdrng Iong -term vanable equrty incentives and requrnng our Named
s Executrve Oft” feers to marntaln a reqursne Ievel of stock ownershrp T -

+

r._r de v PR R L TR L

competrtwe medran level . T : .

* A significant portron ot each executwe S compensation should be at rrsk wrth a posrtrve correlatron hetween the degree of risk and the tevel ol
the executive’s responsibility. ‘

. Compensatron is Irnked to key operatronal and strategic metncs of the Company 5 busrness plan along wrth qualltatwe and behavroral expecta-
trons" e (L -

' i s : ' R L vE e : ’ L "
- Executrve compensatlon i dlfferentlated on the followmg bases e : .

oy ~base salaries — on relative-responsibilty; . o, <. 1 1'. LT L )
= annual variable pay — on Company performance mdrwdual pertormance as |t relates to leadershlp and diversity and, if applrcable on
S 'busrness unit performance and Y T . o, . B T

“-|ong-term variable equity incentives — on Company performance and mdwrdual executronr‘leadershrp .. N

.

Our Committee annually reviews the Compdny's executive compensation strategy, including our goals and principies. In-the course of the Commrttee ]
review in:2006, the Committee sought the advice and input of its indépendent compensation consultant, as weli as Company- management For ad-
ditional rnformatlon regarding.the role of management and consultants see page 18 ot thrs Proxy Statement. . .. - o+ 7. 4
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TOTAL DIRECT COMPENSATION: ‘_ I

The three components of the Company’s tota! direct compensation in gooe are;
roe basesalary, Cy venot oL .. - P

-~ e - + -

25N vt . LI

. annual vanable pay Lnder the Company 5 annual "bonus plan known as the EXCEL plan; and® .

ol Iong term varrable equity |ncentlves compnsed of wards uinder the Company 5 stock optlon program Leadershlp Stock Program (LSF), 2006
Executwe Pertormance Share Plan {EPSP) and mdrvrdual equity awards. '

In connectlon with the Commlttee () annual review of our Named Executwe Offrcers cornpensatron in 2(}06 the Cominittee's independent compensa-
tlon consultant revrewed the market competrtrveness of thé aggregate value of total direct compensatron provrded to each of our Named Executwe ’
officérs. The Comimittee’s congultant aiso provided mtormatron regardmg the market competrtweness ot each element of total drrect compensatron for
each Named Executive Officer.

In determining the'sizé of olir Named EXecutive Officers’ total direct compensation, the Committes seeks fo Sét the aggregate target for each Nanied
Executive Officer at the median of total direct compensation paid to executives in similar positions with, similar responsibilities, as identified by two
national non-industry specific surveys recommended by the Committee’s independent consultant using companies with gross re\renues similar 1o
Kadak. The Committee also reviews each component of total direct compensation for each Named Executive Officer to assess how gach component
compares to the market median. Actual realized compensation may be more orless than the aggregate target opportumty provided to our Named
Executive Officers depending upon individual and company performance under. the EXCEL plan and our. fong-term variable equity. |ncentrve plans as’
well as performance of Kodak stock relative to the stock performance of other survey companies.

Kodak's comparison data was based on each executive’s current salary level i in 2006, his or her 2006 target award under the EXCEL plan and his or
her target share allocation under both our 2006 stock option award program and our Leadership Stock Program for the 2007 performance cycle. In
determining the value of our target equity awards, the Committee’s consultant used a Black-Scholes pricing model for stock options and an assumed
stockoprice of $25 per share-for-Leddership Stock. The.review indicated that tardet.cash ompensation, which includes base salary plus target
annual banuses under EXCEL,'was slightly'above median for most of our- Nanied Executive Officers. This is due to the challenges of attracting
high-qguality executive talent during the Company’s transtormation period. in contrast, both the long-term equity incentive component and aggregate
angoing-total direct compensatron for all'our Named Executive Oftrcers fell below the market median. ' '

The Cornmrttee hds' no frxed target for allocatrng amongst the components ot fotal direct compensatlon In 2005 and 2006 the Commrttee |mplemented a
policy to increase the long-term vériable equity incentive component of our Named Execitive Officers’ total direct compensatron in line with the objectives
0] meet the medlan target for aggregate total drrect compensatlon and to align our Named Executive Officers' interests wrth those of our shareholders
yo i, £ FL . T .IJ'r AT 1 R P ' i . + o . W
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Base Salaries - . .

In setting base salaries, the Committee considers market data as well as the relative responsmllltles of the roles of each Named Executive Officer.
Generally, our Named Executive Officers’ salaries are targeted near the median of the range of salarigs for executives in similar positions at companies
with revenues similar to Kodak. Base salaries are reviewed annually by the Committee and do not automatically increase. As the analysis of market
data in 2006 condhicted by the Committee’s consultant concluded that most of our Named Executive Offi icers’ base salaries are at or above the median
range paid to executives in similar positions at companies with revenues similar to Kndak the Commlttee determmed not to increase base salarles in
2006,-except where warranted by promotion. - : i . T b

Annual Variable Pay Plan , . .

The Company prowdes an annual cash bonus incentive opportunrty o our executrves mcludlng our Named Executlve (fficers, through the EXCEL
plan. Three key principles underlie EXCEL: alignment; simplicity; and discretion. Alignment is achieved through the use of two primary performance .
metrics to fund the plan. These performance metrics provide incentives to our executives to make decisions and achieve performance on'a short-term
basis that are in line with the Company’s strategic business plan. In recent years the Company'’s strategic business plan has been focused on the
digital transformation of the Company. Simplicity is accomplished through ease of plan administration; as participants’ goals are aligned to those of
their business units’ goals. Discretion, the third key principle, may be used to adjust the size of the EXCEL plan's corporate funding pool, modify the
corporate funding pool’s allocation to the Company’s business units and determing the performance and rewards to the plan’s participants.

EXCEL participants, including our Named Executive Officers, are assigned target awards for the year based on a percentage of their base salaries as
of the end of that year. Since an executive's EXCEL oppartunity is a component of total direct compensation, the Committee reviews survey data to .
determine each Named Executive Officer's target opportunity ander EXGEL. For 2008, the target EXCEL awards for our Named Executive.Officers were
as follows: Mr. Perez, 155%; Mr. Sklarsky, 75%; Mr. Brust, 72%; and Mr. Langley, Mr. Faraci, Ms. Hellyar and Mr. Meek each had a target opportunity
of 62%. The actual cash bonus earned by our Named Executive Officers may be greater or less than these targets depending on actual performance .
and the individual's performance against certain leadership and diversity goals.

In the first 90 days of each year, the Committee reviews and finalizes the performance metric targets and baseline metrics for the plan year. Using the
performance metric targets, a performance matrix is created that determines the percentage of the plan's corporate funding pool that will be earned
for the year based on the Company’s actual performance. During this period, our CED also sets performance goals for each of the Company’s business
units. These business unit goals are designed to establish a target performance level that each business unit must achieve in order for the Company to
reach the EXCEL' performance metrics established by the Committee. -

In 20086, the two primary EXCEL performance metrics selected by the Commlttee were drgrtat revenue and rnvestable cash fiow. Digital revenue and
investable cash flow are non-GAAP financia! measures that the Company.believes represent important internal measures of performance These two
primary performance melrics are among the metrics our CEQ periodically reports to the investment commumty The Committee selected these perfor-
mance metrics because of their direct correlation with the Company's digital transformation.

The following abbreyiated matrix shows the threshold target and stretch goals for 2006 and the resultlng EXCEL ccrporate fundrng pool _

Y

Investahle cash Flow Co. Drgltal He\renues
(|n mrtl;ons) e (|n mlllrons} ' N
C ' ‘ 37,7654 . ‘:_38827 L : .
L (Threshold) " (Target) ;f (Stretch) . _ s
$200 (Threshold) 0% 50% | . 101%. o Lo
500 (Target) - .. 90% 100% |- 150%
695 (Stretch) ) 100% v 150% 200%

The Committee may use its discretion to increase or.decrease the size of the corporate funding pool for any year. To guide its exercise of discretion, .
the Committee considers-a set of baseline performance metrics that reflect important elements of the Company's annual business strategy. These -, ,
baseline metrics are annually established by the Committee at the same time it finalizes the EXCEL performance metrics and targets for the year. ,

in 2006, these baseline metrics were: execution against the Company's new husiness model; advancement of our restructuring plan; performance
agalnst cost reduction goals regarding selling, general and administrative costs; and performance against mventory and supply chain goals.in -
exerclsmg its dlscretron the Committee is also guided by the prmcrple of ensurmg that incentive payments 'do not result i in unearned wrndfalis ar unfarr
penalties.

If the Company achreves all of the target goals {investable cash flow and digital revenue in 2006) then the award pool funds at 100%. If erther of the

threshold goals is not achieved, then, absent the Committee’s exercise of positive discretion, the award pool will not be funded and no bonus will be
-earned under the EXCEL plan. Results that fall between the doliar amounts shown in the chart will be interpolated to derive a percentage payout. There




is no maximum opportunity under the EXCEL plan, although the maximum award payable to any Named Executive Officer under the ptan in 2006 is the
lesser of 10% of the corporate funding pool, 500% of his or her annual base salary as of December 31, 2005, or $5 million. The highest percentage
shown in the performance matrix would require stretch performance. -

Our CEQ's and CFOs EXCEL awards are generally based on the achievement of the Company's two primary performance metrics, but their-actual
bonus under the EXCEL plan may be adjusted downward by the Committee based on performance of the baseline metrics described above. The bonus
opportunity for other Named Executive Officers is also initially based on the achievement of the Company's two primary performance metrics and the-
size of the corporate funding pool. However, the actual bonus earned is determined based on-the achievement of business unit goals, where applica-
ble, and upon achievement of individual leadership excellence and diversity goals. After the corporate funding pool level has been determined, our CEQ
reviews the individual performance of each business unit in comparison to the business unit's annual goals and allocates a portion of the corporate -
funding pool to each business unit. Based on this assessment, our-CEQ may adjust the payout percentage for a Named Executive Officer who heads a
business unit. A Named Executive Officer heading a business unit typically receives the same EXCEL award percentage as has been aliocated to their -
business unit. However, our CEO may propose to adjust this based on an executive’s leadership excellence-and performance under the Company’s .
diversity and inclusion strategy. After completing this review, our GEQ recommends bonus payouts for all other Named Executive Officers and other
EXCEL parttcupants to the Committee. Using our CEO $ recommendations as a startmg paint, the Commlttee rewews and authorizes bonuses payable
to each ¢f our Named Executwe Offlcers '

Bonuses Awarded for 2006 Performance . : v

In each of the past three years of our Company's transformation, we have continued to make significant progress against the goals we set. In 2006,
we achieved $592 million investable cash flow versus our target goal of $500 mllllon In addltlon our pertormance against each of the 2006 basellne
metrics déscribed above was outstanding: Lo . .

» Drive SG&A Model. We made significant progress on our cost reduction objectives, reaching an SG&A {Selling, General & Administrative
Expenses) rate of 18% of sales. This has resulted in a reduction of $279 mulllon year-gver- year and-was slsghtly below our goal of 17. 7%

e Inventory Reductions. We exceeded the inventory reductlon goal by 27%

+ # Impiement Go-to-Market Strategles Across Consumer Dlgntal Imagmg Group and Film Products Group We reduced the number of
retailers and countries we served directly around the world as we redesigned our model for better productwnty

) Hestructure Health Group. We successfuliy concluded the study of strategic aiternatives for our Health Group with the signing ot an agree-
. ment to divest the business to Onex Healthcare Hotdmgs Inc for up to $2.55 billion.

voe Deliver Graphic Commumcatlon Group synergies. We mtegrated five subsidiaries into Kodak and built a broad portfollo of products wmle
taking the opportunity to leverage infrastructure by over-achieving our target of $85M.

"o Advance the Traditional Restructuring Plan As measured by the Company 3 manufacturmg and footpnnt reduictions, we accelerated 2007
goals into 2006.

Despite these achievements, we did not achieve our threshold digital revenue goal of $7,765 miflion. Actual digital revenue for 2006 was $7,687 mil-
lion, $78 million below the threshold. This resulted primarily from our decision to give priority to digital margin growth over revenue growth in our digi-
tal capture business, as we first announced to investors on January 30, 2006. As 2006 progressed, we saw more aggressive digital camera pricing,
particularly at the lower price points, than we had anticipated. The Company declined to pursue some consumer digital revenue opportunities where
prices were too low or where we did not yet have a product with an appropriate cost basis to compete. The overall revenue |mpact of these strateglc
participation decisions on digital cameras was greater than $250 milion. - :

As a result, the Company did not achieve the threshold EXCEL perfoimance metn'c for digital revenue. Given, however, the performance against the
baseline metrics and the Committee’s concurrence that the digital margin decisions were correct decisions to make in the turnaround of constmer
digital earnings, the Committee exercised positive discretion and set the funding of the corporate award pool at 81% of target. In arriving at 81%
funding of the corporate pool, the Committee considered the revenue that could have been generated had we. chosen not to execute a margin growth
strategy on digital cameras. : _ ‘ - e

To ensure that all plan-awards are fully deductible for U.S. federal income tax purposes our. EXCEL plan states that any positive discretion exermsed
by the Committee regarding the.plan’s performance targets cannot affect the payment of awards to our “covered employees”, as defined in Section
162(m) of the Internal Revenue Code. As a consequence, those employees did not receive a bonus under EXCEL for 2006. However, based on the:
Company’s achievements under its 2006 baseline metrics as described above, the Committee granted those employees discretionary performance
bonuses in February 2007, These bonuses are no greater than bonuses received by other participants under EXCEL based on the funding of the
corporate award pool at 81% of target and any additional increase in'the payout percentage due to achievement of business unit goals. Unless the
Committee provided otherwise, 50% of the bonus award was paid in cash and the remaining 50% was paid in restricted stock that vests over a three-
year period subject to an execut:ve s continued employment. The cash amount of these bonuses awarded to Named Executive Officers for performance
in 2006 appear in the Summary Compensat1on Table on page 43 of this Proxy Statement.
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Long-Term Variable:Equity Incentive Compensation: ' ' - -

The purposes behind our leng-term equity Incentive compensation program are to align executive eompensatron with shareholder mterests create
significant incentives for executive retention, encourage long-term performance by our executive officers and promote stock ownership. In 2008, the -
Committee granted our Named Executive Officers long-term variable equity incentive compensation consisting of stock options and performance stock
units, known as Leadership Stock. The Committee also granted our Named Executive Officers performance stock units under the 2006 Executive Per-
formance Sharg Plan. In addrtron to these equity award programs, the Company granted individual equity awards to certain Named Executive Officers
in connection with significant promotions, retention; new hires and outstanding individual achrevements that promoted Kodak's strategrc husiness .
plan. : ) : :

Our long -term variable equity incentive programs balance d focus on stock price appreciation and the achrevement of strategic business goals Stock”
options are designed to compensate our most senior-executives for stock appreciation and provide a strong link to shareholder value creation. We '+
believe options are an effective incentive compensation vehicle for those who are most responsible for infiuencing shareholder value. Leadership Stock
is designed to encourage executrves to achieve key metrics (e.g., drgrtal earnings from operations) that promote the Company S drgrtal transformatron

When determrnlng the aggregate annual long- term variable equrty awards to each’ of our Named Executive’ Officers, the Commrttee establishes the’
aggregate value of stock option awards at the same time that it determines the aggregate value of Leadership Stock targets that are to be granted in
the next year. The Committee generally makes annual option grants in December of each year at its regularly scheduled meeting. Leadership Stock
allocations are also determined at this time for the next performance cycle. The timing of our option awards'was selected because it enables the - .
Committee to consider current year performance and expectations for the-succeeding year. The Company recently conducted a review of its past stock
option granting practices and did not identify any practices that raised concerns. In order to formalize its procedures relating to grants ofstock options
and other equity awards, the Board of Directors adopted a policy that sets forth procedures for the setting of grant dates, which is discussed on page
41 of this Proxy Statement

The Committee has no set policy lor determrmng the mix of the form of long-term varrable equity incentives granted to our Named Executwe 0f-
ficers. At its regular meeting in December 2006, the Committee determined to grant one-half of the value of our Named Executive Officers’ long-term
variable equity incentives in the form of non-qualified stack options and one-hatf of the value in the form of a target allocation under the Leadership
Stock Program for the 2007 performance cycle Generally, the- Commrttee does not consrder pnor awards in grantrng annual Iong term vanab]e equity
incentive awards. L : j

Long-Term Incéntive Gap Closure ' S - LI

In response to the Committee’s findings upon its annual review of our Named Executive Officers’ compensation'in 2006, the Committee increased

the size of the award of annual stock option grants and Leadership Stock for the 2007 performance:cycle to our Named Executive Officers refative to
prior years. The Committee determined that this increase was warranted because market data indicated thatour executives’ long-term variable equity
incentive compensation opportunity was less than the median opportunity for executives in simitar posj_tionsﬂwith similar responsibilities as identified
based on the average of two national surveys using companies with gross revenues similar to Kodak. .

The Committee assessed the aggregate cost of this increase.and-determined that the costs and long-term incentive budget as a result of the gap clo--
sure were reasonable [n making this determination, the Committee reviewed the long -term equrty rncentrve practices of the followmg 15 peer group

companies based on review with rts consultant . - . -
» Agilent Technologies 1 e H. Hemz Company ‘ . ' . Motorolalnc. o
s Caterpillar,nc. -, - - .. . - e Hewlett-Packard Company . . -  Sun Microsystems; Inc, -
¢ The Clorox Company * Honeywell International Inc. - _« TexasInstrument Incorporated
¢ E.l duPont de Nemours and Company. ... -* Lexmark International Inc. o, ¢ Xerox Gorporation
» Emerson Electric Co. . . . s Lucent Technologies - . .+« 3MCompany -

The peer group was selected based on the followmg criteria: 1) market capitatization; 2} revenue; 3) consumerlcommercrallhrgh -tech mix: 4} mix of -
high growth and steady companies; 5) industry similarity; and 6) data availabifity. In comparing Kodak’s programs to the peer group, the Committee
reviewed the value of the Leadership Stock awards granted in January 2006, the 2005 stock option grants and the annualized value of other nori-an-
nual equity grants (such as new hire or-retention awards) as a percentage of Kodak's market capitalization. This analysis indicated that the Company's
current practices fell below the median range of our peer group. The Committee determined that increasing the- 2006 stock option grants and 2007.
Leadership Stock awards granted to our Named Executive Officers to brlng their total direct compensation to the level the Commrttee considers. -
competitive would be reasonahle wrle ot "y o .
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Relative Leadership Assessment

Consistent with our leadership excellence strategy that strong individual performance merits superior awards, the number of options and target
Leadership Stock annually allocated to our executive officers, including our Named Executive Officers, other than our CED, may be adjusted upward or
downward based on individual performance. The Company’s Relative Leadership Assessment program evaluates our Named Executive Officers’ rela-
tive leadership performance and execution of his o her responsibilities as compared to his or her peers within the Company. Leadership performance
is assessed against defined leadership qualities and skills, An executive may receive an adjustment upward to as much as 150% of his target shares
or his or her incentive opportunity may be completely efiminated based on this assessment. Qur CEO makes a recommendation to the Committee
regardmg the performance of each Named Executive Officer, excluding himseff. The Committee has the discretion to accept or reject the CEQ’s recom-
mendation and to decrde whether ornot to appty Relative Leadership Assessment adrustments in connection with annual gquity award grants

Stock Option Program t ] : -

Since the fall of 2003, only the Company’s corporate officers, including our Named Executive Officers, are eligible for annual optron grants. Stock
options.granted in December 2006 have a seven-year term and become exercisable in three equal annual instaliments beginning one year after the,
grant date. All options fully vest upon the third anniversary of the grant date. The exercise price of the optrons is the mean between the high and low
price at-which Kodak shares trade on the NYSE on the grant date. . R

Congistent with the Committee’s strategy to close our Named Executive Officers’ total direct compensation competitive pay gap and to increase the -
relative percentage of long- -term variable equity incentives, the number of options granted to our Named Executive Officers in 2006, whrch are shown
in the Grants of Plan-Based Award Table on page 50 of this Proxy Statement, generally increased over the numbes granted i in 2005.

v

Leadership Stock Program

All of the Company’s executives, including our Named Executive Officers, are eligible to participate in the Company’s Leadership Stock Program.
Awards under this program are granted in the form of performance stock units which, if earned, are paid in the form of shares of Kodak common
stock. In 2006 and in prior years, the Leadership Stock Program was based on a two-year performance cycle with a new cycle beginning each Janu--
ary. The program’s awards are exclusively performance-based to further strengthen the relationship between pay and performance. In 2006, the
program’s two-year performance cycle was intended to direct the focus of our Named Executive Officers over two calendar years to encourage and
reinforce actions Ieadmg 0 achievement of the Company s long-terni strategic plan. Thé Cornmrttee established the performance crrteria for each two-
year performance cycle in February of the first year of the pen‘ormance cycle.

Leadership Stock may be earned by our exgcutives at the end of the two-year pertormance cycle if the Company achieves the aggregate performance
target established for the two-year cycle. The actual number of stock units.earned by an executive is based on the executive’s target aflocation mul-
tiplied by the applicable performance percentage based on the Company's performance. Any unearned units are forfeited at the end of the two-year
performance perlod The payment of any stock units earned under the program for any performance cycle is defayed for one year contingent on the
executive's ¢ontinued employment wrth the Company, except in Irmrted termination of employment circumstances, such as rétirement, death, disability
oran approved reason. During this one-year vesting period, dividend equwalents accrue on the stock units, but payment of the dividends is also *
subject to this one-year vesting period. At the end of the one-year period, the stock units and the dividend equivalents earned on these stock units are
paid to the executive in the form of shares of Company stock.

The Commrttee rede5|gned our Leadershrp Stock Program for the performance period begrnnrng in 2007. The 2007 performance cycle has a one- year
performance cycle. and a two- -year vesting perrod The Committee believes that, during the Gompany ] drgrtat transformation, a one-year performance
cycle wil permrt the Comrhittee to more effectively set targets to motivate our Named Executive Otficers to achieve the Company’s strategrc business
plan of drgrta! transformation. In other respects, the 2007 perfrmance ‘cycle wili operate substantrally similar 19 pnor performance cycles

2005-2006 Performance Cycle
For the 2005- 2006 Leadership Stock Program pertormance cycle the program’s sole performance metrrc was initially set as Company operatronal

" eamnings per share. This performance metric was changed in October 2005 in light of the Company’s “announcement in July 2005 that it would ne
longer report operational earnings per share. As a result, the Committee changed the performance metric for this performance cycle to digitat earnings
from operations (DEFO). DEFO is a non-GAAP performance metric that measures total earnings of the Company's digital strategic products included
within earnings from continuing operations, before: 1) restructuring charges, 2) interest, 3) other income charges and 4) income taxes. This perfor-
mance metric was selected to further encourage and reinforce executive actions implementing the Company’s transition to a digital company.

n orcler to receive a payout under the plan, the Company's aggregate DEFO for the two-year performance period was required to be greater than $750
million. In order for participants to receive 100% of their target allocation, the Company would need to achieve DEFO equal to $1.075 billion. To receive
the maximum payout under the plan, equal to 200% of each participant's target allocation, the Company’s aggregate DEFQ would need to reach $1.4
billion.

The Company did not reach the threshold performance target under the plan for the 2005-2006 performance cycle. Consequently, no shares were
earned by any executives, including our Named Executive Officers for this cycle.
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2006-2007 Performance Cycle =

For the 2006-2007 Leadership Stock Program performance cycle, the Committee also established DEFO as the smgte performance imetric for the
plan. As with the prior performance cycle, awards are earned under the plan based on an execiitive's allocation multiplied by the applicable perfor- -
mance percentage. The maximum number of performance stock units that may be earned by an executive i |s 200% of the executive's targeted share -
allocation. . ' ' ' . L

As determined by the Committee in Maich’ 2006, in order to achieve any payout under the plan, the Company s aggregate DEFO for the two-year *”
period from January 1, 2006 to December 31; 2007 will need to be greater than $750 million. In order for partlclpants to receive 100% of therrtarget
allacation, the Company's DEFO will need to equal $1 billion. To receive the maximum payout under the plan, equal to 200% of each partlmpant $
target allocation, the Company’s aggregate DEFO will need to reach $1.15 bilion: If results fall between these DEFO targets, the Committee will deter-
mine the percentage payout based on interpolation. Given the pending divestiture of our Health Group, the Committee may, to the extent permittedby--
the plan, adjust the actual Company results for the two-year period to reflect the divestiture, - :

The amount of shares earmed by our Named Executive Officers for the 2006-2007 perfdrmance cycle cannot be determined at this ttme However the
award allocations that would be payabile to each Named Executive Officer for the 2006-2007 cycle, assuming target and maximum DEFQ performance
is achieved and the vesting period is satisfied, are shown in the Grants of Pian-Based Awards Table on page 50 of this Proxy Statement. As'a result of "
the Committee’s policy to increase the long-term variable equity incentive component of each-Named Executive Officer's total direct compensation, the
target range for each Named Executive Officer for the 2006-2007 performance cycle was increased by 25% over the 2005-2006 performance cycle.
Certain of our Named Executive Officers, other than our CEO,-also received an additional upward adjustments to the target award size based on their .
individual performance under the Company’s Relative Leadership Assessment program described above.

-

2006 Executive Performance Share Program - ' ‘

In May 20086, the'Committee adopted the 2006 EPSP under the Company’s 2005 Omnibus Long-Term Compensation Plan. The EPSP grants per- -
formance stock units payable in shares of Kodak stock to executives upon achrevement of performance goals and after a one-year vesting penod is -
satisfied. ot :

The program was designed to motivate and relnforce our executives' focus o |mpro\nng the Company s dlgltal operating margin, Drgrtal operatmg
margin is a percentage obtained by dividing “digital earnings from operations” by “digital revenue.” Digital operating margin, the sole performance
metric for the EPSP, was selected by the Committee because it is a key metric in the achievement of the Company's ¢urrent business strategy of
digital transformation and links executives' interests with shareholders' interests. These awards also encourage executive retention since the payment
of any stock units earned u