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Caring for theworld... one person at a time”
inspires and unites the people of
Johnson & Johnson.

We embrace research and science—bringing innovative ideas,
products and services to advance the health and well-being of people.
Employees of the Johnson & Johnson Family of Companies
work with partners in health care to touch the lives of over
abillion people every day, throughout the world.

The people in our more than 250 companies
come to work each day inspired by their personal knowledge
that their caring transforms people’s lives ... one person at a time.
On the following pages, we invite you to sec for yourself.

Our Caring Transforms

ON THE COVER Johnson & Johnson is founding sponsor and continues to support Safe Kids Worldwide® For 20 years

the organization has grown, now teaching prevention as a way to save children's lives in 17 countries around the world.,

In Brazil, Nayra Yara da Paz de Jesus carefully washes her hands, a safe, healthy habit she and other children are learning from
alocal Safe Kids® program. Find out more in our story on page 22.
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To Our
Shareholders

Caring for the health and well-being
of people throughout the world is an

extraordinary business.

Itis a business where people are passionate about their
work, because it matters. It matters to their families, to their
communities and to the world.

Itisa business filled with tremendous opportunity for
leadership and growth in the 21st century; a business where
unmet needs still abound and where people around the world
are waiting for new and better solutions.

It is a business where dramatic breakthroughs in science
and technology are opening the doors to bold new approaches;
where global demographic and economic trends favor growth.

Itisa business where a broadly based company with a
strong vision, a culture of caring, and the resources to invest
in the future has the opportunity to take health and well-being
to a new level for people throughout the world ... and where
such a company can make a profound, positive difference for
its customers, patients, employees, communities, and share-
holders.

Johnson & Johnson is uniquely positioned to be that
company. In 2007, we took several important steps toward
thatend.

2007 HIGHLIGHTS Johnson & Johnson delivered solid results
in 2007 during one of our more challenging years in recent
memery. Our performance reflects the leadership and perse-

WILLIAM C. WELDON
Chairman, Board of Directors, and Chief Executive Officer

verance of our people and the strength of cur operating model.
It demonstrates once again how our broad base of businesses
enables us to absorb both anticipated as well as unanticipated
market challenges.

Worldwide sales grew to a record $61.1 billion, an increase
of 14.6 percent, with operational sales up 11.5 percent. The
impact of the Pfizer Consumer Healthcare (PCH) acquisition,
net of related divestitures, added 7.4 percent to our total and
operational growth rates.

Net earnings as adjusted of $12.1 billion grew by
8.6 percent. Diluted earnings per share were $3.63.
Excluding special items, adjusted earnings per share of $4.15
grew by 10.44 percent, reflecting our continued focus on
productivity and cost management, as well as the impact of
share repurchase programs. We generated free cash flow®
of $12.3 billion, the highest level in our history.
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But our financial results
tell only part of the story of our
accomplishments. In 2007,
mmach of our focus was on further
strengthening our foundation
forthe future.

The acquisition of Pfizer
Consumer Healthcare (PCH)
enabled us to strike an impor-
tant strategic balance inour
overall business portfolio.

The integration of PCH remains
on track to deliver synergy
targets by 2009. We also expect
that the accretive impact of the
acquisition to earnings will be
realized in 2009, one full year
ahead of the original plan.

We demonstrated significant
progress across all our new
product pipelines. Our pipelines
in pharmaceuticals, medical
devices, diagnostics,and
consumer products are among
the most robust in their
respective industries. We
continue toinvest aggressively in research and development.

We took thoughtful, disciplined actions to streamline and
improve our cost structure. These actions addressed near-term
market conditions in our pharmaceuticals and medical devices
businesses, as well as permanent improvements to our cost
structure. We expect to generate cost savings of between
$1.3 billion and $1.6 billion in 2008.

And finatly, we took bold steps to organize for leadership
and growth in the near term and well into the 21st century.
There is enormous opportunity for a company like ours to take
the concept of good health and well-being to a whole new level.
In fact, our breadth, financial strength and collaborative
nature make us arguably the best-positioned company in the
world to achieve this. I'll address more on this later.

SEGMENT HIGHLIGHTS Across our businessesin 2007,

we introduced hundreds of new products that are improving
the health and well-being of people around the world. ...

in everyday ways, and in ways that are truly life changing.
You can read about a number of these advances on the pages
that follow this letter. An overview of 2007 business and
financial results for each of our three segments appears on
pages 24-29. Following are some highlights:

CONSUMER HEALTH CARE Our consumer health care busi-
nesses delivered solid growthin 2007, in the midst of a massive
integration of PCH that extended our U.S. leadership from 13 to
22 categories. The rapid integration has solidified our position
as the world’s premier consumer health care company. The fact
that we expect this acquisition to be accretive to earnings a full
year ahead of schedule is an extraordinary achievement, thanks
to the dedication of the people who made it happen.

Our consumer businesses achieved sales of $14.5 billion,

There is enormous
opportunity fora
company like ours to
take the concept of good
health and well-being

to awhole new level.

In fact, our breadth,

financial strength and
collaborative nature
make us arguably the
best-positioned
company in the world
to achieve this.

with total growth 0f 48.3
percent. The impact of the
PCH acquisition, net of dives-
titures, increased total growth
by 40.3 percent, We exceeded
projected global category
growth rates in four of five
major franchises, a remarkable
achievement during a business
integration of this magnitude.

With approximately half of
PCH sales outside the U.S,, the
acquisition brings us further
penetration into attractive
high-growth international
markets. In 2007, we achieved
strong momentum and double-
digit growth in key emerging
markets—performance
we expect to continue. In
December, we opened our
new Consumer R&D Centerin
Shanghai, which is dedicated
to developing products for
emerging markets around
the world.

Our consumer businesses launched approximately 600
new products and line extensions. These businesses continue
te focus on bringing people innovative, science-based products
with clinically proven benefits. We expect continued growth
from our consumer businesses, based on ongoing global and
regional product introductions and geographic expansion of
major brands such as NEUTROGENA®, AVEENO®, LISTERINE®,
and NICORETTE®.

PHARMACEUTICALS Our pharmaceuticals businesses ended
the year with sales just under $25 billion and total growth of
6.9 percent. Nine of our pharmaceutical products had sales of
over $1 billion, including two that reached that milestone for
the first time: our atypical antipsychotic, RISPERDAL® CONSTA®
(risperidone) Long-Acting Injection, and our treatment for
attention deficit hyperactivity disorder, CONCERTA® {methyl-
phenidate HCI) Extended-release Tablets. Many of our top
brands delivered growth in the double digits or high single digits,
and we made considerable progress in advancing our pipeline.

The overall environment for the pharmaceutical industry
continues to be challenging, with continued downward
pressures on pricing and reimbursement 2nd continued patent
expirations, It was a particularly challenging year for our
pharmaceuticals businesses because of an unexpected down-
turn in the market for erythropoetin stimulating agents
{ESAs) and its impact on one of our largest products,
PROCRIT® (epoetin alfa). The breadth and depth of our
pharmaceuticals businesses enabled us to offset the impact of
the declining ESA market and the impact of patent expirations,
which had a combined negative impact on growth of about
5 percent. Excluding these impacts, we saw total growth of
these businesses of approximately 12 percent.

We launched two new pharmaceutical products in 2007:
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2007 SALES BY SEGMENT
(in billions of dollars)

$61.1 TOTAL
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Pharmaceutical Consumer

$24.9 $14.5 2005 2007 10-YEAR COMPOUND ANNUAL GROWTH RATE
% 24%

2007 2006 2005 % CHANGE2007 % CHANGE 2006

Sales to customers (in millions) $61,095 $53,324 350,514 14.6% 56%

Net earnings (in millions) $10,575 $11,053 $10,060 (4.3%) 9.9%

Percent return on average shareholders’ equity 25.6% 28.3% 28.2% - -

Diluted net earnings per share $3.63 $3.73 $3.35 (2.7%) 11.3%

Cash dividends paid per share $1.620 $1.455 $1.275 11.3% 14.1%

Market price (year-end close) $67.38 $66.02 $60.10 2.1% 59.9%

DORIBAX® (doripenem for injection)), a powerful antibacterial
for treatment of serious urinary tract and intra-abdominal
infections {also under review for treating hospital-acquired
pneumonia), and INVEGA® {paliperidone) Extended-Release
Tablets, a once-daily atypical antipsychotic. In early 2008,
we launched 10N8YS™ (fentanyl iontophoretic transdermal
system}, the first needle-free, patient-activated analgesic
system in Europe, and a new first-in-class HIV drug called
INTELENCE™ (etravirine). Like PREZISTA™ {darunavir), an
HIV medicine we introduced in 2006, INTELENCE™ offers
new hope to many HIV patients who thought they were
running out of options,

In addition, five new medicines are currently under
regulatory review, including ustekinumab, a first-in-class
treatment for psoriasis with possible additional indications
for other autcimmune-related inflammatory conditions;
paliperidone palmitate, a long-acting injectable for treating
schizophrenia; and ceftobiprole, another powerful antibacte-
rial. We've also filed significant new indications for several
products, including PREZISTA™ {darunavir) and CONCERTA®
(methylphenidate HCI).

We expect to submit regulatory filings for between seven
and 10 new prescription drugs between 2008 and 2010 {see
pharmaceutical pipeline on page 27).

MEDICAL DEVICES AND DIAGNOSTICS Our medical device
and diagnostics (MD&D) franchises continue to comprise the
world's largest medical technology business. We treat some

of the world’s most pervasive medical conditions with a more
comprehensive approach than any other company in this field.
In 2007, these businesses achieved sales of $21.7 billion, with
total growth of 7.2 percent. This was solid growth in light of a
significant decline in the market for drug-eluting stents (DES),
which took a toll on sales of the CYPHER® Sirolimus-eluting

Coronary Stent. Excluding the impact of the DES market
decline, we saw strong total growth of nearly 13 percent in our
MD&D franchises.

We enjoy strong competitive positions across our diverse
franchises, with more than 80 percent of MD&D sales coming
from businesses in the No. 1 or No. 2 market positions, Our
vision care business surpassed the $2 billion mark for the first
time in its history.

These businesses achieved a number of important
product launches and regulatory approvals, including U.S.
approval of the REALIZE™ Adjustable Gastric Band, a device
for treatment of morbid obesity; the ANIMAS® 2020 Insulin
Pump, the smallest full-featured insulin pump on the market;
and GENESEARCH™ Breast Lymph Node (BLN) Assay, a novel
molecular diagnostic tool for detecting the spread of breast
cancer te the lymph nodes while the patient is undergoing
surgery. This assay helps breast cancer patients and their
doctors avoid the challenges of a second surgery to remove
cancerous lymph node tissue following results of a biopsy.

It was cited by TIME magazine as the second leading medical
breakthrough of 2007.

We are well-positioned in 2008 with a robust pipeline and
strategic development programs in orthopaedics, biosurgicals,
bariatric surgery, vision care, and other major categories.

CUR FORMULA FOR ENDURING GROWTH Last yearwasa
testament to the enduring strength of our operating model,
and to the commitment of our people in the face of challenge.
For decades, we have had a clear and consistent approach to
running our business that is both durable and adaptive

to change. Johnson & Johnson may be more than 120 years
old, but the entrepreneurial spirit of our decentralized
companies keeps them young and fresh in the way they
approach their markets.
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STRATEGIC FRAMEWORK

OUR CREDO

OPERATING MODEL

BROADLY BASED N
HUMAN HEALTH

NTRALIZED
APPROACH

\ ACCELERATING
GROWTH IN
EMERGING
MARKETS

DEVELOPING
LEADERSHIP
AND TALENT

Strategic Fi k for S ble Growth
The source of our enduring strength is a fundamental commitrment ta Our Credo,
combined with a consistent approach to how we operate the
business and a clear focus on our business priorities. We believe our stratégic
framework will continue to deliver long-term value to our shareholders.

Cver time, our operating model has enabled us to
anticipate and thrive on change. It has allowed us
to meet the highly localized needs of a dynamic
and ever-changing global health care marketplace.
Our operating model has helped us deal with the
complexities of balancing both short-term results
and long-term growth. And it has encouraged us
to keep a steady eye on the fundamentals of a
healthy business.

Thanks to the power of our operating model
and the character of the pecple we attract, we
have been able to deliver exceptionally consistent
performance decade after decade. In 2007, we
achieved:

= Our 75th consecutive year of sales increases;

= Our 24th consecutive year of earnings
increases, adjusted for special items; and

» Our 45th consecutive year of dividend
increases.

Thisis atrack record matched by few, if any,
companies in history.

In 2007, we established clear priorities to
ensure that this track record continues, even as we
focus on taking the business of human health and
well-being to the next level,

TAKING HEALTH AND WELL-BEING TO THE
NEXT LEVEL The solutions that are most
needed for human health are the ones
Johnson & Johnson is most capable of delivering.
They will come from a company that is close
toits customers, puts people at the center by
seeing them as individuals, understands local
and regional needs and preferences, and is
willing and able to tailor products and services
accordingly.

These solutions will come from a company
that has the capability to converge current
medical technologies in new ways to prevent

illness, enhance health, halt or reverse disease

At the foundation of our business is a fundamental
commitment to Cur Credo, a straightforward statement
of our values authored by Robert Wood Johnson 11in 1943,
just prior to taking the company public. It has proved tobe a
reliable compass for sustainable business growth, The four
tenets of Qur Credo provide a clear focus and mind-set for how
we approach every decision in our businesses. Patients and
customers come first, and then our employees, our communi-
ties and our shareholders.

With Our Credo as a foundation, our operating model
also has served us well for decades. It is based on four simple
concepts:

.» Beingbroadly based in human heaith
» Managing our business for the long term
» Takinga decentralized management approach
« Focusing on our people and values

progression, and mitigate the effects of aging.
Atthe end of last year, we established four key business
priorities for taking health and well-being to the next level.
Along with these priorities, we instituted corresponding
organizational changes necessary to deliver on them. Qur key
priorities are:

« Winning in health care

+ Capitalizing on convergence

» Accelerating growth in emerging markets
+ Developing leadership and talent

WINNING IN HEALTH CARE Today we compete in three impor-
tant sectors that make up roughly 30 percent of the $4 trillion
global health care market. As big as Johnson & Johnson s, our
sales represent only about 5 percent of total sales in those
three sectors. And there isanother 70 percent of the health
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Our plan for winning in
lqlealth care is twofold:

care market where we currently do not compete,
That $2.8 trillion slice of the pie offers tremendous
possibilities for us.

Our plan for winning in health care is twofold:
execute exceptionally well to capture high-growth
opportunities in our three current business sectors
and identify and build entirely new businesses in
health care.

We plan to further strengthen our current busi-
nesses by growing existing products, expanding
our iconic brands, and ensuring that our pipelines
across the enterprise enable us to developand
sustain leadership positions. We've also identi-
fied high-growth product categories where our
presence is small and where we plan to establish
leadership positions.

At this juncture in history, there are
tremendous growth opportunities in the field of

medical devices and diagnostics. To fully capitalize (i

execute exceptionally well
to capture high-growth
c:)pportunities in our three
c;:urrent business sectors and
identify and build entirely
ﬁew opportunities in

health care.

on these, we created two groups within MD&D:
a Surgical Care Group and a Comprehensive Care _
Group. Each focuses on different subsets of the
MD&D market, but they leverage many existing
support structures.

Ever since the day Johnson & Johnson opened
its doors, we have been transforming surgery
by bringing to market advances that set new
standards of care, The Surgical Care Group will
explore new ideas for transforming and redefining
surgery in the coming years by taking an integrated
approach to the needs of surgical patientsand
surgeons,

With the newly formed Comprehensive Care
Group, we plan to transform treatment of some
of the world’s most pervasive chronic diseases
by putting individual patients at the center of
our businesses, We will take a holistic view of
medical needs through their eyes, In 2005, nearly
50 percent of the world’s disease burden and
60 percent of mortalities were due to chronic
diseases. In fact, about 45 percent of global mortal-

ABUNDANT OPPORTUNITIES FOR GROWTH

2006 Split of Global Health Care Spending
(100% = $4 trillion)

Consumer

12%

Pharmaceuticals

14%

Medical Devices
& Diagnostics

6%

Other
Health Care Markets

68%

Source: QECD; Espicam, Euromanitor (2007); HRI Global MD&D Report; CIA World Fact Book

ities were attributed to four major chronic diseases
where Johnson & Johnson has a significant presence:
cardiovascular disease, cancer, diabetes, and arthritis.

The businesses under the umbrella of our new
Comprehensive Care Group—our diabetes, cardiovascular,
diagnostics, and eye health businesses—will examine the
needs of patients in these categories throughout the full life
cycle of their health: from wellness and prevention to disease
management and treatment. This patient-centric business
model will unlock an array of new growth opportunities for
these companies.

In addition, we created the Office of Strategy and Growth
(OSG). The OSG will explore business opportunities in
markets where we currently do not compete but in which we
see new opportunities. It also will explore opportunities in
markets that do not yet exist but where we see the potential
for transformational products and technologies. The OSG will
identify where and how we build the next lines of business

that will take their place beside our existing businesses in
consumer health, pharmaceuticals, and medical devices
and diagnostics.

Whether within our current markets or in markets waiting
to be created, superb R&D capabilities and productive
pipelines are critical to winning in health care. We continue
toinvest heavily in internal R&D to achieve crganic growth
and build our businesses for the long term. In 2007, we spent
$7.7 billion in R&D across the enterprise. Like our operating
companies, our R&D organizations throughout the world are
decentralized, with all the advantages of small company envi-
ronments. But they are closely networked around the globe,
and have ready access to the full breadth of the Company’s
engineering prowess, formulation and materials expertise, and
deep knowledge of customers, diseases and conditicons. This
allows us to capitalize on R&D capabilities across the broad
array of our businesses in ways our competitors cannot. It also
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CHRISTINE A. POON
Vice Chairman, Board of Directors, and Worldwide Chairman,
Pharmaceuticals Group

gives us advantages in R&D productivity, speed to market,
cost efficiencies and outcomes for patients,

CAPITALIZING ON CONVERGENCE Many of the next series of
innovations in human health and well-being lie at the intersec-
tions of our broadly based businesses, in the convergence of
products and technologies, and in convergence around patient-
centric solutions. Johnson & Johnson is uniquely positioned
among health care companies to capitalize on both types of
medical convergence.

For more than a decade, we've led the way in convergence
of products and technologies. The CYPHER® stent ushered
inanew standard of care in the treatment of coronary disease;
1ONSYS™, our new needle-free, patient-activated analgesic
systern, is setting another standard for management of post-
operative pain.

Still another example is an exciting ETHICON, Inc. solution
in development for heavy bleeding, the world’s leading cause
of death due to injury. Scientists from ETHICON have teamed
up with OMRIX Biopharmaceuticals and our biologics manu-
facturing team at Centocor, Inc. to create an absorbable patch
that can manage the entire spectrum of bleeding. Proprietary
biologics embedded in the patch form an instant clot when
they come in contact with the wound. This product, whichisin
early phases of clinical testing, is just one of many product and
technology convergence projects across the Company.

As mentioned earlier, we formed the Comprehensive Care

Group to focus on patient-centric sclutions, particularly
for patients who suffer from some of the world’s most perva-
sive chronic conditions, such as diabetes or cardiovascular
disease. People with diabetes will be a major focus of that group
of businesses going forward. The needs of diabetic patients
intersect with many of our businesses across the enterprise.
They may take as many as 16 prescription medicines, wrestle
with conditions like obesity and coronary artery disease, and
experience eye and orthopaedic problems.

We believe that by getting closer to these patients and
looking at life through their eyes, we will see a world of new
opportunities to improve lives and control disease.

ACCELERATING GROWTH IN EMERGING MARKETS

Johnson & Johnson has been a global company since the 1920s,
when we established our first international affiliates in Canada
and Great Britain. Today we have alarge global footprint, with
operations in 57 different countries across the globe.

Although the U.S. remains the world’s leading health care
market, with growth projected at 5 percent annually through
2015, the most significant growth over the next several years
will come from the BRIC countries—Brazil, Russia, India and
China. Because of the growth of these markets, they will socn
be equal to or larger than some of the other well-developed,
but slower growing, international markets.

In 2007, 47 percent of our revenues came from outside the
U.5,,and we continue to see growth accelerationin emerging
markets across all our business segments. This is true not only
in the BRIC countries but in other markets such as Mexico,
Southeast Asia and the Middle East. Among global health
care companies, we have an cutstanding strategic balance
of revenues from the U.S. and revenues from international
markets, particularly high-growth markets.

We recognize that a one-size-fits-all approach is not the
best way to capitalize on historic growth opportunities in
emerging markets. OQur decentralized management approach
encourages our businesses to develop products and marketing
strategies tuned to local cultures, enabling them to explore
new product categories and even new business models.

Our companies in emerging markets also build on the strong
international equity of our well-established brands.

The strong reputations of Johnson & Johnson and
our local companies are additional advantages to usin
emerging markets. QOur sponsorship of the 2008 Olympics
in Beijing is boosting awareness of our companies and our
brands throughout the Asia-Pacific region, with a nearly
50 percent increase in top-of-mind awareness of the
Companyin China alone.

DEVELOPING LEADERSHIP AND TALENT Keyamong our growth
priorities is development of a strong base of leadership and
talent. We simply cannot achieve the first three priorities
without the right leadership and talent to drive them.

Our unique business model facilitates the development of
strong leaders by pushing accountability to the lowest levels
of the organization. Thus, our people can test their leadership
skills in a wide range of business environments—from internal
ventures and newly formed start-up companies, to small high-
growth companies and large multibillion-dollar companies
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looking for new ways to grow.
Our people can also exercise
their skills in multiple sectors
of health care—consumer
goods, devices and diagnostics,
and pharmaceuticals—andin
different parts of the world.

In addition, the foundation
of our business, Qur Credo,
attracts people who are deeply
committed to making a differ-
ence in the world, who are
passionate about what theydo,
and who take seriously their
responsibilities to the people
they serve. This is the stuff of
which great business leaders
are made,

The wealth of develop-
mental opportunities we offer
employees, combined with our
commitment to developing
leaders, has given us one of
the richest talent pools in the
corporate world. But we'll need
even more of the world’s best
and brightest in the future, as ‘
we take health and well-being to P
new levels. We are redoubling L
our efforts to recruit, develop and retain the next generation
of leadership at Johnson & Johnson. Our human resources
leaders are mounting new initiatives globally to help our
companies effectively manage this priority.

OUR COMMITMENT TO YOu The business of caring for people’s
health and well-being truly is an extraordinary one. As you
browse the stories on the following pages, you'll see why the
people in our companies come to work each day inspired by
the knowledge that our work has a transformative impact on
people’s lives. These stories represent just a handful of the
useful innovations we brought to the world in 2007. There are
dozens more on the drawing boards for the coming years, and
even more building in the imaginations of our people for the
decades ahead.

I remain highly optimistic about future growth prospects
for Johnson & Johnson based on favorable worldwide demo-
graphic, geographic and social trends, combined with historic
breakthroughs in science and technology. We are uniquely

We have ah enduring
operating'model that

is built for sustainable
growth, and a foundation
in Our Credo that
reminds us each day
what we really are all
aboutas aicompany.

Itis a model that has been
handed across several
generations of employees,
and it is d model that is
virtually impossible for
others tor:eplicate.

positioned to capitalize on
these trendsand to redefine
what it means to be healthy
and well.

We have an enduring
operating mode] that is built
for sustainable growth, and
& foundarion in Qur Credo
that reminds us each day what
we really are allabout asa
company. It is a model that has
been handed across several
generations of employees,
and it is a model that is virtu-
allyimpossible for others to
replicate.

Qur focus on the four
priorities I outlined for
future growth—winning in
health care, capitalizing on
convergence, accelerating
growth in emerging markets,
and developing leadership
and talent—will allow us to
continue to deliver capital-
efficient, profitable and
sustainable growth.

In the final analysis, the
source of our enduring strength
is more than our unique appreoach to running our business.
Itis the people of Johnson & Johnson and their passion for
improving the health and well-being of people all around the
world. Our people care deeply about the business of caring.

As we begin to execute on our priorities for the future, we
will take health and well-being to a new level, for people all
over the world. And along this journey, 1 am confident we will
continue to achieve long-term, superior rates of return for
our shareholders.

o (7 St

William C. Weldon
Chairman, Board of Directors,
and Chief Executive Officer

March 12, 2008

(DExcludes in-process research and development and other special items.
See Reconciliation of Non-GAAP Financial Measures, page 78.

(2Free cash flow is defined as operating cash flow less capital spending,
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OUR CARING TRANSFORMS:

Sisterhood of Motherhood

hen Archana Aggarwal and her feverish baby, Shreya, returned from
the pediatric clinic in Delhi, she clicked on BABYCENTER® India and saw
messages from three moms asking if everything had gone OK.

That Aggarwal had never met these women in person
didn’t matter. They were her BABYCENTER® friends, people
with whom she had swapped vegetarian recipes and advice on
temper tantrums, picky eating and shedding those extra
pregnancy pounds.

“It becomes akind of family,” Aggarwal says.

BABYCENTER® Indialaunched in 2007 and quickly
became one of the most popular Web sites for new and
expectant parents in a country that accounts for 20 percent
of births worldwide, according to a 2004 UNICEF report, “We
found an overwhelming need to provide online prenatal and
parenting information to one of the fastest-growing Internet
and parenting populations in the world,” says Tina Sharkey,
BABYCENTER®, LLC chairman.

In the U.S., BABYCENTER® (www.babycenter.com) has

long been the No. 1 destination for new and expectant parents,
reaching 78 percent of online pregnant women and mothers
of young children. After celebrating its 10th anniversary in
2007, the only Johnson & Johnson media company is now in
12 markets and six languages and reaches more than é million
monthly visitors worldwide.

BABYCENTER® starts the journey at preconception with
tools like the Ovulation Calendar. Then, expectant parents
get a weekly e-mail newsletter tailored to their stage of
pregnancy. One pregnant woman learned from the newsletter
that she needed certain follow-up tests because of a blood
condition. “She wrote this beautiful note about how our
information helped her take steps to maintain a healthy
pregnancy,” says Editor-in-Chief Linda Murray.

BABYCENTER®also offers thousands of articles for

EXTENDED FAMILY Participating in message boards on www.babycenter.in, Archana Aggarwal (right) and
Rajeshwari ShivaShanker both found the support and advice they needed from mothers who have shared

similar experiences with their own children,
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parents—reviewed by expert advisers—and an online

store with products reviewed by moms. PARENTCENTER™
(www.parentcenter.com) continues the experience to age 8.

In 2007, BABYCENTER® revamped its site to deliver a more
personalized and relevant experience for each parent and child
and to enhance interactions between parents. New content on
the site highlights parents’ interests outside of their children.

Ultimately, however, it’s the “mom-to-mom support
that’s a cornerstone of what makes BABYCENTER® successful,”
Murray says, referring to its chat rooms, bulletin boards and
birth clubs. “You can ask a question and hundreds of women
will respond and say, ‘1 went through the same thing, and have
you tried this?”” Some moms have forged such deep friendships
that they meet in person and hold reunions.

To further enhance these interactions, in August 2007
BABYCENTER®acquired MAYA’S MOM™, a social network for
parents. The integration of the MAYA’S MOM™ platform and
tools into BABYCENTER*both in the U.S. and around the world
is enabling parents to enrich their social experience by posting
profiles, sharing photos and joining public and private groups.

Alsoin 2007, BABYCENTER® en Espafiol launched for
Latina mothers in the U.S. Not only does it address topics of

special concern, such as how to find Spanish-speaking doctors
or affordable prenatal care, it makes standard parenting
information more relevant to its audience. For example, the
site addresses concerns about the safety of eating Latino
dishes such as ceviche during pregnancy and discusses which
traditional tips for newborn care one should take with a grain
of salt. “We don't believe in a one-size-fits-all experience of
pregnancy and motherhood,” says Isidra Mencos, executive
editor of BABYCENTER® en Espafiol.

BABYCENTER® launched an ambitious expansion planin
2005, extending its global network from Australia to China
and recently to India. Local editors and medical experts ensure
that each site is culturally meaningful. BABYCENTER® India
offers articles on malaria and the monsoon weather, for
example, and respectfully addresses traditional beliefs, “We
provide the right information without being judgmental,” says
Executive Editor Srividya Sen.

The next stops for BABYCENTER® are the Middle East,
Lartin America and Southeast Asia. Sharkey says: “Our job is
to support every parent around the world through their
journey because we want every baby in the world tobe a
JOHNSON'S® baby.” i

.

WELL RESTED Lorraine Clark with Esme and Isabella after a good night’s sleep. The twins
used o wake frequently, but now, with the help of a before-bed routine, they steep
blissfully through the night. “I'm in a better mood,” Clark says. “I have more energy.”

A GOOD NIGHT’S
SLEEP FOR ALL

Lorraine Clark recalls feeling
exhausted as a sleep-deprived
mother of twin babies who woke vp
four times every night. As soon as
she'd rock one baby back to sleep,
the other would wake up. “l wasina
complete fog,” says Clark, who lives
in Hertfordshire, England,

Studies show that 20 to 30
percent of babies have sleep
problems and that, like Clark, three
in four parents would like to change
their child's sleep habits. It's a
consumer need that prompted
JOHNSON'S® to clinically study a
three-step before-bed routine
designed to help babies sleep better,
in partnership with a leading
pediatric sleep expert at the
Children's Hospital of Philadelphia.

The three-step routine consists of
awarm bath using JOHNSON'S®
BEDTIME BATH®, a gentle massage
with JOHNSON'S® BEDTIME LOTION®
and, finally, quiet activities such as
reading, cuddling or fistening to soft
music right before “lights out”
Babies who experienced the routine
fell asleep faster, had less nighttime
wakefulness and had longer periods
of continuous sleep. The routine
also benefited mothers, who felt
less tense and tired, and had
more energy.

SISTERHOOCD OF MOTHERHOCGD




OUR CARING TRANSFORMS:

The Lighter Side of Life

n high school, CJ Triplett, 41,
of Ripon, Calif., was known as
the “fat girl” with the “pretty
face and good personality.”
She says her weight kept her
from fully enjoying life. At her
eighth grade graduation,

she was self-conscious at 180 pounds.

At 27, she nearly starved herself to reach

220 pounds to fit into her wedding dress.

And after becoming the mother of twin boys, she was too heavy
to keep up at the playground. “I was on the sidelines watching
my husband playing monster with our twin sons—I wasn’t
part of what was going on in my
family,” says CJ, recalling her life
before gastric bypass surgery.

A NEW BIRTHDAY CJ'sweight
wasn't her only motivation.

“My mother was always dealing
with health issues—high blocd
pressure, diabetes,” she explains.
“When [ visited herin the
hospital after her fourth angio-
plasty, I couldn’t imagine my
children seeing me that way.”

CJ started researching
gastric bypass surgeryin 1996,
going back and forth with her insurance company before she
was granted coverage for the procedure. In January 2003, at
36 years old and 280 pounds, she underwent the surgery,a
procedure that alters the digestive system by creating a smalter
digestive pouch. She calls it her birthday, because it’s the day
she took control of morbid obesity. (Morbid obesity is typically
defined as a body mass index of 40 or higher, or 35 or higher
with other health issues.)

Today CJ weighs a much healthier 175 pounds and enjoys

“We’re committed to
providing bariatric solutions that
can help people worldwide
realize their health goals and live

longer, healthier lives.
With the right treatment, people
with obesity can lose weight and
participate more fully in life.”

life to the fullest. She eats right, has a varied workout, plays
golf and keeps up with her teenage sons. For a time she even
coached them in football, something she never dreamed she’d
be able to do. She also realized a longtime dream.

“After losing weight, I became a real estate agent,” says
CJ, nowatop seller in California. “It’s something  wanted to
do since I was a little girl, What held me back was the image
I had of what areal estate agent looked like. I realized that
I always had the ability but not the confidence to do what I'm
doing.” Now, five years after the surgery, she says that this has
been the biggest change in her life.

PIONEERING SOLUTIONS Ethicon Endo-Surgery, Inc., a global
leader in minimally invasive and traditional surgical devices,
has pioneered devices that enable minimally invasive gastric
bypass surgery, the procedure that CJ had. The company’s
ECHELON™ENDOPATH® Endoscopic Staplers, ENDOPATH®
XCEL™ Trocars and HARMONIC® energy devices are used by

| surgeons every day to perform
these life-extending procedures.

The company recently
expanded its portfolio of obesity
surgical options for physicians
and patients. In September
2007, the company received U.S.
Food and Drug Administration
approval to market the REALIZE™
Adjustable Gastric Band, a
surgical implant for weight
reduction and improvement of
obesity-related health conditions
for morbidly obese patients.

A surgeon wraps the
REALIZE™ Band around the stomach, creating a small upper
stomach with a narrow opening to the lower stomach. After the
procedure, the upper stomach can hold only about four ounces
of food. This limits the amount that can be taken in, makes the
person feel full faster and longer, and slows digestion. Cutside
the U.S,, the REALIZE™ Band is marketed under the name
Swedish Adjustable Gastric Band {(SAGB). Commercially
available since 1996, SAGR has helped more than 100,000
patients worldwide to manage their weight. J
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KEEPING THINGS LIGHT CJ Triplett took control of morbid obesity with weight loss surgery and sustained lifestyle
changes. Find CF’s story and others, as well as resources, at www.bariatricedge.com.

“We’re committed to providing bariatric solutions that
can help people worldwide realize their health goals and live
longer, healthier lives regardless of which surgical option may
be right for them,” says Kevin Lobo, President, Ethicon Endo-
Surgery, U.S. “With the right treatment, people with obesity
can lose weight and participate more fully in life.”

IMPROVING HEALTH AND SAVING LIVES Evidence to support
the health-improvement and life-prolonging effects of
bariatric surgery is mounting. Two studies in the August 23,
2007 issue of the New England Journal of Medicine showed
that people who had bariatric surgery were less likely to die

from Type 2 diabetes, cancer and heart disease. The two most
common procedures are gastric bypass and gastric banding.
Most are performed using smail incisions, which typically
resultin less pain and a quicker recovery compared with
traditional open surgery, The American Society for Metabolic
& Bariatric Surgery expected 205,000 people to undergo
some form of bariatric surgery in 2007.

Now a strong voice of experience, CJ says, “I truly believe
I've had such success because I researched the procedure
to the fullest, chose a doctor based on his experience and
followed the rules. My life is lighter in so many ways, literally
and figuratively.” 4

THE LIGHTER SIDE OF LIFE

"




OUR CARING TRANSFORMS:

Minds and Lives

ears ago, Chris recalls,
he told a counselor
about his dreams for
the future: a family of
his own and a steady
job. “Look at me now:
I have both,” says the
43-year-old Oklahoman, beaming at wife
Liz, their two sons and Gizmo, the family dog.

This achievement was no easy task for Chris, who was
diagnosed with paranoid schizophrenia in 1985. All the
medications his physicians tried left him feeling
“lifeless,” he recalls. So when Chris was doing

In the 1970s, Janssen scientist Josee Leysen, Ph.D,,
discovered the role that serotonin receptors play in schizo-
phrenia’s mood and sensery-perception symptoms. Explains
Dr. Leysen, who has spent 35 years in drug discovery and devel-
opment at Janssen Pharmaceutica N.V.: “Once we understood
the significance of these receptors, we could then develop
compounds that would interact with them and have a positive
effect on the behavior of schizophrenia patients.”

CONTINUOUS IMPROVEMENT Animportant discovery was
made in 1984, when RISPERDAL® (risperidone), which treats
more of the symptoms of schizophrenia, was first produced.
Further developed, studied and then approved by regulators,
the drug emerged a little more than 10 years ago as a first-in-
class, innovative treatment. More than 10 million people have
since used RISPERDAL® to relieve symptoms of schizophrenia.
There was a new problem, however,
“Patients would begin feeling better, and they

well, he’d stop taking them, believing he was
cured. “I could always tell when Chris had gone
off his medication,” says Liz. “I'd find him sitting
in the dark. He’d be agitated and trying to make
the voices stop entering his head.”

Then things changed. In 2005, Chris
enrolled in a clinical trial for a new medication,
INVEGA® (paliperidone) Extended-Release
Tablets. “When I started taking it, the chattering
in my head stopped,” he says, “and I became a
better-functioning person.”

A 50-YEAR QUEST While Chris’s success is not
typical of all patients, INVEGA® represents the
latest achievement in a story that began more
than 50 years ago with Dr. Paul Janssenand a
small team of scientists in a Belgian laboratory.
They sought to improve treatments for schizo-
phrenia patients—the favored options at the

INVEGA®
(paliperidone)
Extended-Release
Tablets represents
thelatest
achievement
inastory that

began more
than 50 years
ago with
Dr. Paul Janssen
and a small
team of
scientists.

would stop taking their medications or miss
doses,” says Staf Van Reet, Ph.D., who led the
former Janssen Research Foundation following
Dr. Janssen’s retirement. The Janssen sotution:
encapsulated risperidone molecules that were
released once injected into muscle. The result
was RISPERDAL® CONSTA® (risperidone) Long-
Acting Injection, the first and only long-acting
(two wecks) atypical antipsychotic approved
in the U.S.,in 2003.

The Janssen legacy as frontrunners and
trendsetters in the treatment of mental illness
was reinforced. And options keep coming.

The latest, INVEGA®, was made available in

2007. It uses patented OROS® technology to
control the release of medicine in one dose

over a 24-hour period, allowing patients to

avotd taking multiple tablets each day.

Yet another promising sclution is on the

time, delivered with the best intentions, involved electric shock
therapy, straitjackets, lobotomy and insulin injections.

The idea of pharmaceutical treatments for schizophrenia
was new when Janssen Pharmaceutica N.V. was founded in 1953.
Scientists set to work and identified a new chemical family of
drugs, which led to the synthesis of HALDOL® (haloperidol) in
1958. HALDOL® defined the state of the arrand played a critical
rote in allowing patients to begin leaving institutional care for
treatment in their home communities. Still, scientists sought
better treatment for more of schizophrenia’s symptoms.

horizon. Paliperidone paimitate uses nanoparticle technology
inalong-acting, once-monthly injection that is convenient and
easy to use. A new drug application for paliperidone palmitate
was filed in the U.S. in 2007.

“Chris and patients like him serve as our guiding light,”
says Joseph Palumbo, M.D., Franchise Medical Leader for
Psychiatryat Johnson & Johnson Pharmaceutical Research &
Development, LLC. “With every day, our scientists get closer
tounderstanding the basis of schizophrenia so we can return
dreams to even more patients.” ¥4

LIVING WITH SCHIZOPHRENIA The hallucinations and heavy sedation that once haunted Chris have been

replaced by the joys of family and a steady job.

12
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OUR CARING TRANSFORMS:

Precious Resources

hen Renato Wakimoto reads

to his 4-year-old daughter before bed, they like to point to pictures of her favorite
birds in the rainforest. “We shouldn’t destroy the forest,” he tells Natalia.

Wakimoto puts his beliefs to work as Johnson & Johnson
Group of Consumer Companies packaging director for Latin
America. Starting in 2007, the BAND-AID® Brand Adhesive
Bandages box has been made with materials certified by the
international Forest Stewardship Council, assuring that the
trees used come from responsibly managed forests. The facility
in Brazil produces about 90 percent of BAND-AID* Brand boxes,
using wood from certified encalyptus farms, a common tree

in Brazil,

“Some people think paper products in Brazil come from the
Amazon. We are not using old-growth trees,” Wakimoto says of
the box, which began to carry the FSC logo in 2008. There are
plans to add 30 percent post-consumer
recycled material later in the year.

From producing better boxes
and bottles to generating solar energy
and using 1,200 hybrid vehicles,

Johnson & Johnson companies are taking
innovative steps to reduce their
environmental impact around the world.
The organization takes to heart

Our Credo, which states: “We must
maintain in good order the property we
are privileged to use, protecting the
environment and natural resources.”

DOING OUR PART Johnson & Johnson
and its operating companies are doing
their part. Our companies reduced CO:
emissions by 16.8 percent from 1990 to 2006, surpassing
the goal of a 7 percent absolute reduction by 2010.
In the same period, sales grew 369 percent. And in 2007,
Johnson & Johnson won a Green Power Leadership Award
from the U.S. Environmental Protection Agency for the sixth
consecutive year.

Last year, Johnson & Johnson cut the ribbon on its
ninth and largest solar facility in the United States, in sunny
Vacaville, Calif. More than 5,700 ground-mounted solar

From producing
better boxes and bottles
to generating solar
energy and using 1,200
hybrid vehicles,

Johnson & Johnson
companies are taking
innovative steps to reduce
environmental impact
around the world.

panels span six and a half acres. The panels face eastin

the morning and follow the sunas it sets in the west.

“We're getting energy from the sun and turning it into
electricity without creating waste and CO: emissions,” says
Bill Haish, Senior Director of Engineering at the facility.
With the sun shining, the solar field provides up to a third of
the electrical power needed to run the Johnson & Johnson
pharmaceutical manufacturing facility in Vacaville, enough
to power 1,000 homes.

In 2007, Johnson & Johnson was named the largest
corporate user of on-site solar power in the United States by
the World Resources Institute. Other green power efforts
include generating clean energy from
landfill gas and geothermal and biomass
systems. Green power accounted for
39 percent of the company’s electricity
use in 2006,

“Climate change is already
impacting human health. Itisour
responsibility to take action to protect
future generations,” says Dennis
Canavan, Senior Director of Global
Energy, Johnson & Johnson.

PACKAGING IS A KEY PRIORITY It’s not
just the BAND-AID® Brand box that’s
getting greener. At an environmentally
designed studio in Manhattan, adesign
team dreams up boxes and bottles that
are not only visually striking but also environmentally sound.
“We think about making great designs and making them
sustainable at the same time,” says Chris Hacker, Chief Design
Officer, Johnson & Johnson Group of Consumer Companies
{(JJGCC). “The key is considering sustainability from the
start. It really is anintegrated part of the process, nota
separate process.”

One of the biggest achievements in 2007 was eliminating
PVC (polyvinyl chloride) from most consumer packaging,
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with the exception of over-the-counter pharmaceutical
products where drug safety is an issue. Also in 2007, the
AVEENO?® POSITIVELY AGELESS™ and JOHNSON’S? SOOTHING
NATURALS™ lines added 30 percent post-consumer recycled
material to their High-Density Polyethylene bottles.

MANY STEPS TO A SMALLER FOOTPRINT “Sustainability

is a process,” says Michael Maggio, Vice President, JJGCC,
Global Strategic Design Operations. “We start with smail steps
and then improve as we go in order to ensure that not only

GROWING
FUTURE BOXES

Packaging
Director Renato
Wakimoto
stands among
eucalyptus
treesin an
FSC-certified
farmin Brazil
that will one day
provide pulp

for more of the
BAND-AID® Brand
boxeshe’s
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packaging but the process itself is sustainable.”

These steps circle back to Brazil, where 77 percent
of waste material from the 17-building manufacturing facility
in 830 José dos Campos gets recycled. The recycling center
sorts almost 9,000 tons of material a year and sells much
of it to companies that turn unapproved shampoo bottles
into toys, sanitary napkins into shoe parts and diapers into
car brakes.

“Every one of these steps contributes to a healthier
planet,” Wakimoto says. ¥

PRECIOUS RES50URCES




OUR CARING TRANSFORMS:

The Dazzle
of a Smile

ori Kumar has helped
develop dozens of oral
care products over two
decades. Yet “nothing
makes me happier than the
beautiful, healthy smile of

my daughter,” she says.

Kumar led the team of scientists that in 2007 launched
LISTERINE® WHITENING® Quick Dissolving Strips, which
discreetly dissolve on the teeth within five to 10 minutes.
Kumar wears them in meetings, while shopping for groceries
and playing cards with her daughter, Aparna, who chose to
study India-international relations at Brown University
because of her family’s roots. A Bollywood fan who loves her
father’s tandoori chicken and mother’s chocolate cake,
Aparna says her mother’s four-year quest for an on-the-go
whitening strip was true to form: “She loves the challenge.”

The challenge stemmed from the consumer insight
that people want whiter teeth without the hassles. “People
are more confident when they have whiter teeth,” says
Kumar, Ph.D., Vice President, Oral Care Research and
Development at Johnson & Johnson Consumer Healthcare &
Personal Products Werldwide division of Johnson & Johnson
Consumer Companies, Inc. “They feel betrer about themsetves.”

While 72 percent of adults would like whiter teeth,
only 25 percent have tried a whitening product, according to
a Gallup poll. Kumar felt there had to be an easier alternative
to existing at-home products, which range from paint-on
whiteners to trays to strips that consumers wear and then
peel off. “Consumers want ease and convenience,” she says.

A GROWING FRANCHISE LISTERINE® WHITENING® Quick
Dissolving Strips, which also kill bad-breath germs and
leave a refreshing mint taste, are the latest addition to the
growing Johnson & Johnson orai care franchise. In 2006,
Johnson & Johnson acquired Pfizer Consumer Healthcare,
the makers of LISTERINE® Antiseptic, propelling the company
from No. 6 to No. 4in global oral care.

The $1.5 billion franchise offers all the tools for “brush,
floss, rinse,” the three-step routine that Kumar calls “the
best oral hygiene routine possible.” The portfolio includes
REACH?® toothbrushes, REACH® floss, REMBRANDT®
toothpaste and other REMBRANDT® oral health beauty prod-

ucts, and the LISTERINE® brand of products. “The neat thing
now is we really are the routine,” Kumar says. “We have a port-
folio of products that can make a difference to a person in terms
of their oral care. It’s all contributing to a healthier lifestyle.”

LISTERINE® Antiseptic, the world’s No. 1 mouthwash and
the only nationally branded over-the-counter mouth rinse
that has earned the American Dental Association’s (ADA)

Seal of Acceptance, is now the oldest Johnson & Jehnson
brand. Johnson & Johnson also has a historical link to the
product, which is more than 125 years old.

Sir Joseph Lister, for whom LISTERINE® was named,
pioneered antiseptic surgery in the operating room at a time
when surgeons used unsterilized dressings and worked in
street clothes. After hearing Lister speak in 1876, Robert Wood
Johnson developed the first commercially available sterile .
surgical dressings. LISTERINE® was originally a surgical
disinfectant before it evolved into a mouthwash.

1%
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Find out more at www.listerinewhitening.com.

BRUSH, FLOSS ... AND RINSE Today, LISTERINE® continues to
evolve, thanks to extensive research and studies. One study
demonstrated that rinsing with LISTERINE® reduced plaque
by 52 percent and the gum disease gingivitis by 21 percent
over brushing and flossing alone. In 2007, the ADA’s Council
on Scientific Affairs highlighted to professionals and the public
that using an ADA-Accepted antimicrobial mouth rinse for

30 seconds twice a day provides oral health benefits beyond

daily brushing and flossing. “This is extremely significant,”
Kumar says.

LISTERINE® continues to invigorate its storied brand
with new offerings, including an anti-cavity fluoride rinse
called LISTERINE®TOOTH DEFENSE™, less-intense flavors such
as Vanilla Mint and Nartural Citrus, and innovative offerings

THE DAZZLE OF A S5MILE

LOVING SMILES Lori Kumar, who led the team that developed LISTERINE®* WHITENING® Quick Dissclving Strips,
enjoys quiet time with her daughter, Aparna. Kumar says, “It’s an easy, on-the-go, anywhere, anytime type of product.”

— ~

»

such as LISTERINE® POCKETPAKS® Breath Strips, a category
pioneer in 2001. Kumar, a chemist who helped develop the
quick-dissolving breath strips, notes that it was “the fasci-
nating technology” behind the product that attracted young
people to the LISTERINE® brand.

The same technology was the basis for the new whitening
strips. “It was taking the exciting technology and evolving it,”
Kumar says. The biggest challenge was creating individual
strips for the teeth that didn’t require the backing that must be
removed from other whitening strips. “It was a critical hurdle,”
Kumar explains. “It needed to be very easy.”

Her mother thrives on such challenges, says Arpana with
a proud smile. “She’s so passionate about her work. She loves
doing what she does.” ¥



OUR CARING TRANSFORMS:

The Threat of Infection

iko Kerr, a Canadian artist and “Mine is just one patient’s story,” says Tiko, whose fight
" continues. “Iwas given hope and have come back from the brink.”
athlete, tested positive for HIV grennop

in 1985. For years, drug therapy ANTIBACTERIAL RESISTANCE Viruses like HIV/AIDS aren’t the
: only kinds of infections where resistance poses a significant

kept the virus I}Hder some level worldwide public health threat. In 2007 news coverage focused

of control. At times, he was on “superbugs,” including methicillin-resistant Staphylococcus

forcing down 80 piHS a day. By 2005 aureus (MRSA), and the threat of resistant bacteria—tiny life
’ forms that have mutated to the point where many antibiotics

however, every anti-HIV drug combination | sreyscless against them.

that Tiko tried failed to help His virus had “The need for new treatments has reached a critical

. . point,” says Karen Grosser, Ph.D., Therapeutic Area Head,
become resistant to all available therapy, a Anti-Infectives, Johnson & Johnson Pharmaceutical
common problem for HIV patients. Research & Development, LLC (J&JPRD). “We have

“When a virus replicates at a high rate, mutations occur submitted filings in the U.S., Europe and other countries for

and the virus can become resistant,” explains Marie-Pierre de a compound, ceftobiprole—an investigational broad-spectrum
Bethune, Vice President of Global Clinical Virology at Tibotec, ; cephalosporin—which has the abiliry to kill a broad range
Inc., in Mechelen, Belgium. of serious bacteria, including MRSA. We've also launched a

De Bethune and others working
against the AIDS virus at Tibotec had
zeroed in on the problem of drug resis-
tance inthe early 1990s, “Our challenge
was to find a way to shur off the replication
of the virus, as well as inhibit resistant
virus from developing,” she says.

Their research resulted in a number
of possibilities for new HIV medicines,
including INTELENCE™ (etravirine)
tablets, a non-nucleoside reverse tran-
scriptase inhibitor (NNRTT) granted
accelerated approval from the U.S. Food

potent new drug in the U.S., DORIBAX™
(doripenem for injection), and have
submitted filings for its approval in
Europe and other countries.”

In Qctober 2007, the U.S. Food and
Drug Administration approved DORIBAX™
as a new treatment for complicated intra-
abdominal and urinary-tract infections,
including kidney infection (pyelone-
phritis). In clinical studies, DORIBAX™
was shown to be effective against a broad
range of bacteria responsible for these
serious infections, including Pseudomonas

“MRSA is transmitted rapidly and is
highly resistant to many antibictics.
We're seeing it among hospital patients,

and Drug Administration in January R i T AT e P cruposa, a difficult-to-treat gram-negative
2008, and PREZISTA™ (darunavir)®, LR TR e A Sy  organism. Other indications, such as
a protease inhibitor that received its EEVTEA EN RO CICONTIE N hospital-acquired pneumonia, are under
first U.S. approval in 2006 and is now PhD., a Distinguished Research Fellow regulatory review in the U.S. and Evrope
available in nearly 60 countries. and microbiologist at J&JPRD. {see page 27).

“Resistance is a public health
FIGHTING INFECTION Although neither INTELENCE™ nor problem that is not going to go away,” says John Otero, Global

PREZISTA™ was approved in Canada at the time, Tike’s physician | Marketing Leader for Anti-Infectives, Pharmaceutical Group
was able to start him on the medications as part of an anti-HIV | Strategic Marketing. “Our vision is to continue to be a leader in
drug cocktail. Soon, Tiko’s viral load dropped 20 percent. It anti-infective drug development and to continue to introduce
continued to fall, and today remains at an undetectable level. new and more powerful weapons to fight bacteria,”

*PREZISTA™ co-administered with 100 mg ritonavir and with ether antiretroviral agents is currently indicared for the treatment of human immunodeficiency virus
(HIV) infection in antiretroviral treatment-experienced adult patients, such as those with HIV-1 strains resistant to more than one protease inhibitor. INTELENCE™,
formerly known as TMC125, is the first non-nucleoside reverse transcriptase inhibitor (NNRTT) to show antiviral activity in treatment-experienced adult patients
with NNRTI-resistant virus.

BACK FROM THE BRINK New therapies provide the hope needed for Tiko Kerr (opposite) to continue
his fight against HIV. He says his two-hour workout sessions at the Vancouver Rowing Club “give me strength and
spiritual balance, and recharge my creativity as an artist. I feel like I've been given another chance.”
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OUR CARING TRANSFORMS:

Life and Limb

t was after a sudden heart
attack three years ago that doctors first
looked at the main arteries supplying

blood to Donna Marie Rose’s legs.

Her blood wasn’t flowing the way it should. In each leg, her
main artery was almost completely blocked. While smaller
blood vessels tried to do the work, she was unable to walk
without excruciating pain.

Donna, a 38-year-old mother from Setauket, N.Y.,isa
Type 1 diabetic with peripheral vascular disease (disease of the
blood vessels outside the heart and brain). She had developed
chronic total occlusions (CTO), acomplete or nearly complete
blockage of an artery that can lead to foot ulcers or even
amputation of the lower leg.

Donna needed a minimally invasive solution. “Because of
my age, they didn’t want to consider bypass surgery,” she says.
Her doctors told her the alternative would be to place stents
in those blocked arteries to keep them open. “They said that
would probably be the most efficient thing to do because of
my age and my situation,” says Donna. “I was still young and
wanted to have children.” Attempts to open her arteries failed,
however, and doctors were left to wait and see while using
blood-thinning medication.

A WELCOME CHALLENGE Itwasn’tlongafter her heartattack
and the discovery of blocked blood vessels in her legs that
Donna became a mother. She and husband Jeff welcomed
daughter Hailey in February 2005. “As far as keeping up with
her, 1did my best,” says Donna of living with her pain. “She
wanted Mommy to be Mommy, you know, and do the things
that Mommy should do.”

In early 2007, doctors told Donna about a new technology
that could help open the blockages in her legs and make it
possible to place stents. Allen Jeremias, M.D., M.Sc., had joined
Stony Brook Medical Center in Stony Brook, N.Y., as director
of vascular medicine and peripheral intervention in the divi-
sion of cardiovascular medicine to help build the peripheral
program in interventional cardiology. When he met Donna
Marie Rose, he was amazed by what she was going through
while still in her 30s. He wanted to help.

“The blockages in her heart were treated already, and the
blockages in her legs had been attempted but not successfully
treated previously,” recalls Dr. Jeremias. “I counseled her on
the different options, but given that she was very symptom-
atic—she had pain in both legs with minimal walking—we

decided to reattempt to open up
the blockage in her legs.”

LESS-INVASIVE BREAKTHROUGHS
Not long before Dr. Jeremias met
Donna, many patients with CTOs
had not had access to less-invasive
procedures like angioplasty or
stenting to open blockages. To treat
CTOs with less-invasive methods, a
doctor must first cross through the
blockage. Enteranew technology
from Cordis Corperation. In May
2006, the company begana U.S.
introduction of two breakthrough
devices, FRONTRUNNER® XP CTO
and OUTBACK® LTD* Re-Entry
Catheters, to treat artery blockages
inthe lower leg, a common finding
in patients with diabetes and
peripheral vascular disease. Both
devices facilitate the placement

of aguidewire in CTO cases.

Dr. Jeremias used
FRONTRUNNER?® to open the
blockage in Donna’s right leg. In
asecond procedure, he used both
FRONTRUNNER®and OUTBACK®*to
restore blocd flow in her left leg,

“After the procedures, there
was a major difference,” says
Donna, who gave birth to a second
child, Meghan, in November 2007,
“Ir was just wonderful to be able
to walk with my daughters and be
able to walk to the end of
my driveway and not be in any
kind of pain. It’s a great feeling.

I thank God.”

BLOOD FLOW RESTORED
Exploring dinosaurs with
her daughter Hailey,

Donna Marie Rose has been
able to walk without pain
since blood flow in her legs
was restored.
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OUR CARING TRANSFORMS:

The Safety of Childhood

very day in the emergency
room, I see the victims of accidents that
I think are preventable,” says Stefanie
Mirzheuser, M.D,, senior physician at
Charite Hospital in Berlin. She regularly
treats children who have fallen froma
window, been scalded by boiling water or
hit by a car. “I see the suffering child and
the crying mom, and every single one of
these injuries inspires me to go on with

my work,” she says.

In 1997, Dr. Mérzheuser co-founded Safe Kids Germany,
which works 1o keep children out of emergency rooms.
The group is part of the U.S.-based Safe Kids Worldwide®
network, the first and only nonprofit organization dedicated
solely to the prevention of unintentional child injuries
worldwide. More than 700,000 children under age 15 die from
injuries around the world each year.

Johnson & Johnson is founding sponsor of Safe Kids®
and has supported the organization for 20 years. “Safe Kids
Worldwide® is one of our Company’s largest preventionand
education programs based on Our Credo, and it directly
touches millions of families around the world each year,” says
David Swearingen, Vice President, Corporate Communications.
In addition to financial support from Johnson & Johnson,
employees and retired employees volunteer at Safe Kids® events.

GLOBAL, BUT LOCAL Today, Safe Kids Worldwide® addresses
child safetyin 17 countries: Australia, Austria, Brazil, Canada,
China, Germany, India, Israel, Japan, New Zealand, the
Philippines, South Africa, South Korea, Uganda, United

Arab Emirates, Vietnam and the United States. Programs
vary according to the priorities of each country. For example,
the Vietnam program provides free helmets to children,
since 90 percent of road travel occurs on motorcycles;

South Aftica conducts a buckle-up campaign, as the vast

..
/‘\

majority of children don’t wear seatbelts.

In the U.5., accidental injuries are the leading cause of
death for children 14 and under, claiming more than 5,300 lives
each year. The top causes of death are traffic-related (including
bike and pedestrian accidents), along with drownings, burns
and suffocation. Since Safe Kids Worldwide® was founded,
childhood deaths from accidental injuries in the U.S. have
declined by nearly 45 percent.

Safe Kids” is a grassroots network with more than 600
coalitions and chapters across the United States. Thousands
of professionals and volunteers are involved in its activities,
among them inspecting car seats to make sure they’re properly
installed, walking children to school to teach pedestrian safety
and giving kids helmets and bike safety tips. Safe Kids® also
spearheads public policy and legislation efforts, including
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For 20 years, Safe Ki

Worldwide® has been

KEEPING CHILDREN SAFE Safe Kids Worldwide™
programs vary in each of the 17 countries where
the organization is active in promoting health and
safety among children under 14. Examples include
B pedestrian safety in India, health and hygiene

B instruction in Brazil, and bike helmet protection

working to keep kids out of the emergency room.

a 2007 federal pool safety bill that was passed by the U.S.
Congress and signed by the president.

AN OUNCE OF PREVENTION “[t’s often a low-tech, low-cost
solution that is needed to save children’s lives,” says Martin
Eichelberger, M.D., co-founder of Safe Kids Worldwide® and
Director of Emergency Trauma & Burn Services, Children's
National Medical Center, Washington, D.C,

Dr. Eichelberger helped start the organization because
he’d watched too many children suffer injuries or die from
preventable accidents. In 1987, he and his former colleague
Herta Feely approached potential sponsors with their idea that
simple measures could be implemented to protect children.

Dr. Eichelberger’s passion for injury prevention not only
inspired Safe Kids Worldwide®, it inspired Dr. Mérzheuser, who

met him when she was a young resident at Children’s Hospital
in Washington, D.C. She says Dr. Eichelberger encouraged her
to start Mehr Sicherheit fiir Kinder®/Safe Kids Germany. The
program, which celebrated its 10th anniversary in 2007, runs
safety workshops and a hotline for parents, as well as school
programs that teach safety topics through games—kids hunt for
hazards in their nursery schools armed with magnifying glasses
and homemade detective hats. The group also advocates for laws
and greater product safety; examples include a law requiring
child-resistant cigarette lighters and a national accident-
prevention plan adopted by the German government in 2007.
Dr. Mirzheuser is also inspired by her own children, ages
10,7 and 6. “Having kids and wanting to protect them makes it
very important for me to work with Safe Kids Germany,”
she says. “I want them to grow up safe.” '

THE SAFETY OF CHILDHOOD
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2007 YEAR IN REVIEW:

Consumer Health Care

» Building the World's Premier Consumer Health Care Business

» Pfizer Consumer Healthcare Acquisition Strengthens Segment

Bringing Science to the Art of Beauty™
Acne Control, Anti-Aging and Sun Protection

In 2007, our skin care business addressed the
needs of women worldwide with numerous
new products to treat and prevent acne,
address signs of aging and protect the skin
from harmful UV rays. Many of the product
launches in 2007—from a broad portfolio of
brands that includes CLEAN & CLEAR®, ROG®,
NEUTROGENA®, AVEENO®, LUBRIDERM®,
AMBI®and GROUPE VENDOME®—were built
on proprietary technology platforms proven
effective through extensive clinical research.
The CLEAN & CLEAR® ADVANTAGE®
Acne Control Kit with ACELERA™ Complex
fights the multiple causes of acne to clear
pimples and prevent new ones from forming,
In studies, 100 percent of
pecple showed a decrease
in size, redness and number
of pimplesin one day.
AVEENO? expanded
itsleadership in ACTIVE
NATURALS™with the
launch of the POSITIVELY
AGELESS™ anti-aging
skin careline, which leverages the benefits
of shiitake mushroom complex to accel-
erate skin cell renewal. ROC® celebrated 50
years of skin care excellence in anti-aging

N o 4

products with the launch of RETINOL
CORREXION® HAND REPAIR with SPF 15 and
Daily Microdermabrasion Cleansing Disks.
Neutrogena expanded its offering of
innovative at-home cleansing and exfoliation
systems with the NEUTROGENA WAVE™
Power-Cleanser and Deep Clean Foaming
Pads, and the Healthy Skin Rejuvenaror,
which improves firmness and the appearance
of fine lines, wrinkles and age spots. The
NEUTROGENA® Anti-Oxidant Age Reverse
line includes ESSENTIAL SOY™, an ingredient
proven to improve skin texture and
tone, as well as reduce the appearance of
discoloration. This line also provides broad-
spectrum protection from damaging UVA and
UVB rays through HELIOPLEX™, our patented
sunscreen technology platform, whichis alse
known as ACTIVE PHOTOBARRIER COMPLEX™
inthe AVEENO® CONTINUGUS PROTECTION™
line of lotions and sprays.

I cutrogensy
int exeglant
anti- oxidant R RIS

age reverse

e

;
N utroger i
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Integration of
Pfizer Consumer
Healthcare

On Track

In December 2006,
Johnson & Johnson
completed the largest
transaction inits history,
acquiring the Plizer
Consumer Healthcare
(PCH) business for $16.6
billion. Throughout 2007,
the Consumer Group
successfully integrated
theousands of employees and
hundreds of brands from
PCH while continuing to
grow its businesses.

Inthe months following
the approval of the PCH
acquisition by U.S. and
European regulators, the
transaction was officially
closed under the laws of
112 countries. In each
of these countries, new
employees received an
orientation that included
education about the history
and meaning of the
Johnson & Johnson Credo.
Thousands of newly acquired
products were properly
registered with regulatory
authoriries around the world.
Actions were taken to re-site
manufacturing operations,
consolidate facilities,
transfer information
technology systems and
relabel products. All this
carefully orchestrated
activity took place—and in
many cases continues—with
virtually no disruption to
day-to-day business.
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Consumer Segment Sales

Sales by Major Franchise

2007 Sales: $14.5 billion Growth Rate: 48.3%

(in billions of dollars)

Skin Care

$3.1

oTC
Pharmaceuticals
& Nutritionals

$5.1
+88%

Oral Care

$1.5

>100%

Baby Care

$2.0

+14%

Women's Health

$1.8

+B8%

Other

$1.0

+74%

Global Growth
of Smoking Cessation

With the acquisition of
the Pfizer Consumer
Healthcare business in 2006,
Johnson & Johnson entered
one of the most significant
global over-the-counter
(OTQC) categories, gaining
ex-U.S. rights to NICORETTE?,
the world’s leading OTC
smoking-cessation brand.
Today, there are 1.4 billicn
smokers worldwide; 500
million of these will die
prematurely from tobacco,
yet smoking remains the

No. 1 preventable cause of
disease. Government
smoking bans, cigarette
tax increases, improved
access to treatment and
growing consumer
sentiment against
smoking will continue
todrive the rapid
growth of the

cessation category.

Available in 47 countries
around the world, NICORETTE®
experienced double-digit
growth in 2007 in key
emerging markets including
Brazil, Mexico, Russia and
Central and Eastern Europe.
This uptake was supported
by the introduction of
new flavors and smoking-
reduction claims.

Oral Care: Legacy Brand
Drives Growth With
New Strengthening and
Whitening Products

As the No. 1 mouthwash
brand, LISTERINE™ has
a126-year history of
innovation. In 2007 it
posted global growth
and expanded its line
of products that both kill the germs that
cause bad breath and help maintain

a healthy mouth. The only branded
over-the-counter mouthwash to carry
the American Dental Association's Seal
of Acceptance, LISTERINE® expanded
its presence in the teeth-whitening
category with the launch of LISTERINE®
WHITENING® Quick Dissolving Strips.
The brand used proprietary technology
ta create this whitening strip, which
discreetly dissolves on teeth within five
1010 minutes on average, giving people
the freedom to whiten when an¢ where
they choose (see related story on

page 16). LISTERINE® also expanded its
health-focused portfolio of products with
the introduction of LISTERINE® TOOTH
DEFENSE™ Anticavity Fuaride Rinse, a
mouthwash that strengthens teeth to
help prevent cavities.

Innovation
and Heritage
Differentiate
BAND-AID®
Brand

In 2007, BAND-AID® Brand achieved
unprecedented sales growth driven
by a combination of science-based
innovation and cansumer-insight-
driven marketing.

Sales of BAND-AID® Brand Adhesive
Bandages Plus Antibiotic, which
offer consumers convenient one-step
infection protection, were a major
driver of the brand's success in 2007.
In the U.S., the brand launched a first-
of-its-kind blister-prevention product,
BAND-AID® Brand ACTIV-FLEX™
BLISTER BLOCK® Stick, which quickly
became a must-have with consumers.
Linking innovation with brand heritage,
a contemporary reintreduction of
the iconic advertising campaign,

“| Am Stuck on BAND-AID® Brand"
reminded consumers how the brand
can turn a moment of hurt into a
moment of healing.

To commemorate the 2008 Summer
Otympic Games, the brand launched
alimited-edition adhesive bandage
featuring the official mascots of the
Beijing Games. The Fuwa bandages,
pepular among Chinese consumers
in 2007, are sold through special
displays at key retailers in China.

This launch represents one of many
examples of how consumer brands
across the Johnsan & lehnson

Family of Companies are maximizing
the company’s worldwide marketing
rights as the Official Health Care
Products Partner of the 2008 Olympic
and Paralympic Games.
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2007 YEAR IN REVIEW:;

Pharmaceuticals

s Delivering on Pipeline With Major Approvals and Submissions
* Nine Products With Sales Over $1Billion

Tibotec Continues Advancements Llclfnsmg Deals
: . : Enhance Commitment
in the Care of Patients With HIV/AIDS . A
in Key Therapeutic
Tibotec Therapeutics and Tibotec with treatment-resistant HIV in nearly Areas
I hmaccut:cals, Ltd. continued their 60 co.untrles, including B'razﬂ, Thailand and Significant icensing deals signed in 2007
commitment to the global response to Ukraine, and is now treating thousands of will expand our presence in two therapeutic
HIV and AIDS in 2007 by advancing the patients in the U.S. and Europe. areas of focus: metabolic disease and
development of new treatments and In 2007, Tibotec entered into immunalogy. Ortho-McNeil-lanssen
seekingi . 3 Pharmaceuticals, Inc. (OMIPL) is
g innovative ways to expand aroyalty-free voluntarylicense e T P _
lobal - ith South Afri collaborating with Califernia-based Isis
global access. . ) agreement wit Ol:lt TiCan COMPaNY | pp. o e sical, Inc to discaver, develop
New Drug and Marketing / Aspen Pharmaceuticals to make and commercialize drugs to treat metabolic
Authorization applications were e PREZISTA™ available to patients in diseases such as Type 2 diabetes and obesity.
submitted ta the U.S. FDAand INTELENCE- sub-Saharan Africaand other Least As part of the collaboration, Isis is granting
European Medicines Evaluation ﬁw’ Developed Countries at a special OMIPI workdwide development and
ivelv. for the ——— access price. And in an effort t in commercialization rights to two of its
Agency, respectively, S price. : orttogal diabetes drugs, bath of which represent
investigational treatment TMC 125 Y better understanding of the use of novel appraaches for the treatment of this
(etravirine). The compound was - %1 PREZISTA™ in combination with increasingly common disease. OMIPY will
granted priority review by the FDA other antiretroviral treatments in provide sis with funding to support the joint
and was approved in the U.S. under adult women with HIV, the company d's‘t:";:_" ‘j additional drugs o treat
. . s e s metaboliC diseases.
the brand name INTELENCE™ in January ml.nsl:lted the GBACE study (Gender, Race and Segaratsly, inimmunology, Janssen
2008. (See related story on page 18.) Clinical Experience), the largest study to date Pharmaceutica NY, and Galapagos NV,
This approval comes as the company’s conducted in treatment-experienced, HIV- a Belgium-based company, have entered into
protease inhibitor, PREZISTA™ (darunavir),  positive women to evaluate gender and race aworldwide alliance to discover, develop
gained approval for patients diagnosed differences in response to an HIV medication. and commercilize novel small-molecule oral
therapies for the treatment of rheumatoid
N c b . t. T t t IONSYS™ Launched arthrms (RA),a Fhronlc, degen(e.r?tlve
EW Om Ina IOI'I I'ea men . . disease that mainly affects the joints.
SI P . f in EU ff?f Postoperatlve Centocor, Inc.. aunit of Johnson & Johnson,
OWsS rrogression o Pain Management aleady markets REMICADE® (nflimab),
M u Iti ' e M e I oma an intravengusly administered biologic
p y In January 2008, the lanssen-Cilag (large-molecule) therapy for RA.
companies in Europe launched
. IONSYS™ (fentanyl icntophoretic '
Ortho Biotech Products, LP supported by data that showed transdermal system), a compact, Advancing the Treatment
continued to broaden its the two medicines in combination | preprogrammed system for the of Schizophrenia
foundation in oncology with the significantly extended the median | treatment of postoperative pain
U.S. FDA approval of the use of time to disease progressionover | " f h“"_“L:i‘;;:f‘F"t ‘::;5 tn 2007, Janssen, LP launched the first
" .. N a not require . pU S, i . . N
F)(_)XIF (dgxorubm'm I-FCI I|pgsome the use of VELCADE® alone, from catheters or intravenous (IV) prolongeg rele‘ase.oral atypical antipsychotic,
injection) in combination with 6.5 months to 9.3 months, an pump stands. IONSYS™ has the INVEGA® (paliperidone) Extended-Release
VELCADE® (bortizomib) for increase of 43 percent. potential to make in-hospital pain Tablets. INVEGA® has demonstrated .
Injection to treat patients with Ortho Biotech co-promotes management folfowing surgery less | Powerfulefiicacy in many patients lving with
relapsed or refractory multiple VELCADE®in the U.S. and time-consuming for health care schizophrenia. Ithas now been approved by
e . professicnals and less intrusive regulatory autherities in North America, Latin
myetomna. The new combination fohnson & Johnson Pharmaceutical ; . . : o
or patients, The patient activates America, Asia and Europe,
tree_ltment meets the needs‘of Research & Development, LLC JONSYS™ by pressing a button In 2007, Janssen alsa filed for US,
patle?nts who have not previously  co-develops VFLCAPE’through on the dgvice. The sysiem usesa regulatory approval of paliperidone palmitate,
received VELCADE® and have agreements with Millenniurm Vllf tually :TPIZFCEPWE |0W"L1tensltv a monthly intramuscular injection of the
teceived at least one prior therapy.  Pharmaceuticals, Inc. Janssen- electrical field to transport the active ingredient in INVEGA® designed
This new regimen was Cilag companies market pain medication fentany through to treat and t fthe -
8 \ B P the skin and into the bloodstream 0 lreatan prew.an recur'rence ol the
approved under the FOA'S VELCADE® in Europe and the through a process called symptams of schizophrenia, (See related
priority-review program and was rest of the world, iontopharesis, story on page 12)
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Pharmaceutical Segment Sales Late-Stage
Sales by Major Product Plpellne

2007 Safes: $24.9 billion  Growth Rate: 6.9%

(in billions of dallars) We made significant progress in
Other CONCERTA® advancing our late-stage pipeline in 2007
$5.4 $|.0 with a number of achievements, including
A% +11% Co:'t‘:g;‘::tai::es the approval of DORIBAX™ (doripenem

$0.9 for injection) in the U.S. and several

(9%) regulatory filings for new molecular

AN e entities (NMEs). These included

sl .| ceftobiprole, an antibacterial; paliperidone

+10% pafmitate, a long-acting injectable for

schizophrenia; ustekinumab, for psoriasis;

and dapoxetine, for premature ejaculation.

s‘ 2 Additionally, in early 2008 we received

(10%) approval for INTELENCE™ (etravirine)
tablets, an anti-HlV medication, in

!
//////g/// "E,‘:TOQ;(L.‘,"?/ the US,; launched IONSYS™ {(fentanyl

/// $1 6 iontopharetic transdermal system) for

E +8% the management of pain, in Europe;

/ // and filed tapentadal, a pain medication.
// We expect to make seven to 10 filings
7

between 2008 and the end of 2010.

DURAGESIC®

Antipsychotics

$4.7

+12%

TOPAMAX*

PRE?,EE;(?/ N 3 7 $2. 5 Several supplemental filings were
52_9 +21% also made in 2007, including PREZISTA™
(9%) REMICADE® (darunavir) in the US. for treatment-
$ 3.3 naive HIV patients, CONCERTA®
0% (methylphenidate HCI) Extended-refease
Tablets in the U.S. for adult ADHD,
- = and DORIBAX™ in the U.S. and EU for
:Iev;l Agde?t ?vmltable Regulatory Flhl‘lgS Made for | mscomilpeumonia
or hara-to-irea ' s .
Bacterial Infections NOVGI Psoriasis Comp Ound ﬂfui‘m&mﬁéw FILINGS, 2007-2010
CNs Paliperidone
palmitate
Physicians gained anew Continuing a heritage of pioneering innovation Carishamate”
option for the treatment of in immunology, Centocor, Inc, filed a Biologics immunclogy | Ustekinumab
complicated urinary tract License Application with the U.S. FDA and (CNTO 1275} (US. & EU}
and intra-abdominal bacterial Janssen-Cilag filed a Marketing Authorization Golimumab (CNTO 148)
infections with the U.S. Application with the European Medicines Infectious Ceftobiprole. (US. 5 EU)
approval of DORIBAX™ (doripenem for Evaluation Agency for the regulatory review of Diseases E——
L . . elaprevir® (EU)
injection). Also under regulatory reviewin | ustekinumab (formerly CNTO 1275),ahuman
the U.S. for hospital-acquired pneumonia | monoclonal antibody for the treatment of TMC 207
and inthe EU for all three indications, moderate t0 severe plaque psoriasis. A novel TMC 278
DORIBAX™ belongs toa class of biologic that targets interleukin-12 (IL-12) DORIBAX™*
antibacterial agents called carbapenems, and interleukin-23 (IL-23), naturally occurring INTELENCE™
which are important for treating serious proteins that play a role in normalizing the
infections caused by gram-positive and immune system, ustekinumab is being investigated | | cloy | DACOGEN™ (e
gram-negative bacteria. Licensed from for use as an infrequently administered YONDELIS®"
Shionogi & Co., Ltd., DORIBAX™ is subcutaneous injection. pain ool
marketed in the U.S. by Ortho-McNeil- Data supporting the regulatory submission Management | %
Janssen Pharmaceuticals, Inc. of the compound showed that more than two- Sardlovascular | pivaroxaban®
Another compound, ceftobiprole thirds of patients with moderate to severe plaque Reproductive | Dapoxetine
(licensed from Basilea Pharmaceutica psoriasis who received two doses of ustekinumab Health (selected EU)
Ltd.), isunder regutatory review in the achieved at leasta 75 percent reduction in D To be filed D Filed D Approved
U.S., the EU, Canada, Switzerland and psoriasis by week 12, the primary endpoint of a N , .
Australia for the treatment of complicated | Phase 3 study. Centocor discovered ustekinumab (mﬁ,;ﬁ|mf$m$ﬁfm
skin and skin structure infections, and has exclusive marketing rights in the United mﬁmmmm;m
including diabetic foot infections. States. The Janssen-Cilag companies will market YONDELIS® from Pharmatar,tapentadel from Grunerihal
(See related story on page 18.) ustekinumab in all countries outside the U.S. Gt roaban o Baye HeatbCare, dzpotine
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2007 YEAR IN REVIEW:

Medical Devices & Diagnostics

* Meaningful Technology Solutions Address Challenging Clinical Needs

s Key Strategic Launches Expand Device and Diagnostic Portfolios

DePuy, Inc. launched 24 new products in
2007, and its DePuy Orthopaedics, Inc.,
DePuy Spine, Inc., Codman & Shurtleff,
Inc. and DePuy Mitek, Inc. affiliates entered
into significant product development
relationships.

DePuy Orthopaedics launched the
ULTAMET® XL and ALTRX™ hip bearings
featuring its PINNACLE® Acetabular Cup
System, an advanced technology for
recreating the hip’s natural ball-and-socket
jointtohelp increase joint stability and range
of motion in patients who require total hip
replacement. For patients with debilitating
shoulder problems, the DELTA XTEND™
Reverse Shoulder System offers new
technology that reverses the anatomy of the
shoulder to help restore shoulder function.
The PEAK FX™ Hip Plate System providesa
new option to stabilize hip fractures while
sparing surrounding tissue, which may -
support faster recovery.

DePuy Spine entered into a strategic
collaboration with Axial Biotech, Inc. to
develop a gene-based test to predict the

DePuy, Inc. Grows Through
Orthopaedic Innovations

progression of scoliosis, an abnormal
curvature of the spine that primarily affects
children. To bring treatments for the aging
spine to market, DePuy Spine acquired
assets related to the treatment of vertebral
compression fractures from Disc-O-Tech
Medical Technologies.

Codman reached an agreement
with Hemedex, Inc. to distribute the
HEMEDEX Q FLOW 500™ Perfusion Probe,
the only minimally invasive device that can
measure cerebral blood flow and tissue
perfusion in absolute units in real time.
This technology will allow physicians to
better identify and manage patients at
risk from complications of stroke or
other brain injury caused by decreased
blood flow.

DePuy Mitek launched the VERSALOK™
knotless anchor system, which provides
surgeons with versatility in arthroscopic
rotator-cuff repair, allowing them to
address various tear pathologies with one
implant and a variety of suture-passing
configurations.

First Gene-Based
Test to Detect
the Spread of
Breast Cancer

In 2007, Veridex, LLC received

U5, FDA approval for the first
intraoperative and gene-based test
{o detect the spread of breast
cancer into the lymph nodes.

The GENESEARCH™ Breast Lymph
Node Assay can detect the spread of
cancer into the lymph nades more
accurately than existing method-
ologies and has the potential to
reduce the need for breast cancer
patients to undergo second surgeries.
Based on the innovative nature of
this test, TIME magazine named
GENESEARCH™ane of the Top 10
Medical Breakthroughs of 2007

People With Diabetes

adjust their insulin based on food intake and

activity level. In 2007, the corporation established

the Johnson & Johnson Diabetes Institute, LLC to
transform care by providing comprehensive training to
physicians, nurses and diabetes educators worldwide.

Creating a World Without Limits for

The global growth achieved by the diabetes franchise in 2007 reflected the success of
innovarions designed to drive better testing compliance and outcomes for patients with
diabetes. The continued success of the ONETOUCH® ULTRAMINI™ Blood Glucose Meter was
complemented by the strong sales of Animas Corporation, acquired by Johnson & Johnson in
February 2006. Animas achieved strong sales growth due to the launch of the ANIMAS® 2020
insulin pump, the smallest full-featured pump
available. Designed to make diabetes management
easier, the ANIMAS® 2020 pump enables users to

28

Transforming
Cardiovascular Care
Through Groundbreaking
Technology

Asagloballeaderin the growing
#1 billion electrophysiology
market, Biosense Webster, Inc.
expanded its line of product
offerings designed to provide
physicians with faster and
more precise technology for
the diagnosis and treatment
of cardiac arrhythmias.

With the 2007 U.S. FDA
approvals of the EZ STEER™
NAV Cartheter, the NAVISTAR®
THERMOCOOL® RMT Catheter
and the CARTOSOUND™ Image
Integration Module, Biosense
Webster continued its focus
on the integration of precise
navigation and imaging tools
that enhance the ability of
physicians to treat patients
with a range of simple to
complex conditions.
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Medical Devices & Diagnostics Segment Sales

Sales by Major Franchise

CORDIS®

$3.4
(16%)

ORTHO-CLINICAL
DIAGNOSTICS ="

LIFESCAN®

$2.4

+14%

*“Includes Therakos, Ing.

2007 Sales: $21.7 billion Growth Rate: 7.2%
(in billions of doliars)

DEPUY®

$4.6

$1.7
m ) I

ETHICON
ENDOQ-SURGERY*

$3.8

+14%

Ethicon Endo-Surgery Delivers
Growthin 2007 .

N\
In 2007, Ethicon Endo-Surgery, \\\
Inc. continued to deliver innovative ?
solutions for minimally invasive and open
surgical procedures that help transicrm
patient care. With the U.5. FDA approval
of the REALIZE™ Adjustable Gastric Band
for weight loss in morbidly obese patients, Ethicon
Endo-Surgery became the world's only company with a
complete portfolio of offerings for the surgical treatment
of morbid obesity. These treatments—commonly referred
to as gastric banding and gastric bypass surgery—can
help patients lose weight and improve health conditions
related to morbid obesity, such as Type 2 diabetes and
cardiovascular disease. (See related story on page 10.)

Ethicon Endo-Surgery added to its growing portfolio
of HARMONIC* technology with the launch of HARMONIC
FOCUS™ Curved Shears for use in thyroid surgery and other
neck or iymph node procedures involving delicate tissue.
HARMONIC* devices enable surgeons to perform precise
cutting and to control bleeding, resulting in minimal
damage to a patient's surrounding tissue.

The company also launched the ENDOPATH®
DEXTRUS™ Access System. This technology platform -
incledes a new hand access port and first-to-market
finger-mounted instruments that provide surgeons with
unique access to hard-to-reach operative spaces.

Twenty Years of
Providing Clearer
Vision

In 2007, Johnson & Johnson Vision Care, Inc.
continued its 20-year heritage of innovation
in providing contact lens wearers with
improvements in comfort, convenience
and UV protection. The U.S. launch of
1-DAY ACUVUE® MOIST™ Brand Contact
Lenses marked a significant new product
introduction. The daily disposable lenses
feature LACREON™ technology, which locks
in moisture and may improve comfort for
those who experience discomfort and itching
associated with allergies during contact
lens wear.

New product launches also included
ACUVUE® OASYS™with HYDRACLEAR™ Plus
and ACUVUE® ADVANCE™ Brand Contact
Lenses in Japan. Other contributorsto
success in 2007 included 1-DAY ACUVUE®
DEFINE™ Brand Contact Lenses in Asia
Pacific and Japan, and ACUVUE® ADVANCE™
for Astigmatism in the U.S, '

The Vision Care franchise recorded
$2.2 billion in sales, making it the largest
contact lens business in the world.

New Products
From ETHICON
Advance
Healing

Thrombin, a protein

that promotes clotting,
isusedinarange of
surgical procedures to help
control bleeding. In 2007,
ETHICON, Inc. launched
EVITHROM™ Thrombin
Topical (Human},

-

THROMBIN
TOPICAL (HuMA
EVITHROM - W

1 Vaal o1 trozen steny
o
Trzmb'" solutan

a manufactured human
plasma-derived product
that is the first alternative
to thrombin from cattle-
derived proteins.

In early 2008, ETHICON
also received an expanded
indication to market
EVICEL® Fibrin Sealant
{Human) for useinall
surgical procedures. An
advanced product, EVICEL®
is used to control bleeding
when standard surgical
techniques are ineffective
or impractical, Both
products were developed in
collaboration with OMRIX
Biopharmaceuticals.

Anew product available
in Europe, the PRINEO®
Skin Closure System,
offers a faster alternative
to traditional suturing and
stapling of surgical incisions.
PRINEOQ® combines the
company’s proprietary
PROLENE® Polypropylene
Meshand an adhesive to
close the incision.

YEAR IN REVIEW
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Caring for the World

2007 YEAR IN REVIEW:

For more than 100 years, we have provided
assistance to people around the world
through our philanthropic efforts. Qur
mission is to make life-changing, long-term
differences in human
health. Cur work
focuses on saving and
improving lives,
building health care
capacity and
preventing diseases.
We work with
hundreds of partners
worldwide.

In Honduras, for

provide loans and training to women
struggling to survive in poverty-stricken
areas. This assistance helps them establish
small businesses and leads to economic
stability for their families.

In the U.S. and Europe, thousands of
high schocl students have participated in our
Bridge to Employment (BTE) programs in
economically disadvantaged areas. BTE—
in partnership with the Academy for
Educarional Development, community
groups and our operating companies—

Saving and Improving Lives,
Building Health Care Capacity and
Preventing Diseases

aims to improve the educational experience
by providing students with classroom
instruction, career development, mentoring
and work-based learning opportunities in an
array of health care careers
throughout their high
school years. BTE is
expanding into Latin
America and Africa in 2008.
In East Africa, our
partnership with the World
wildlife Fund (WWF)
recognizes links between
biodiversity and human
health with community-

example, we partner . based conservation

. i, P A Bridge to Employment student from Cork, . -
with the Institutode  |rglang, interacts with her mentor. projects. In Kenya’s Kiunga
Desarollo Hondurefio to Marine National Reserve,

we opened a dispensary clinic to provide
health services and encourage local
participation in natural resource
management. Among other services, the
clinic offers immunizations, preventive care,
disease prevention and access to safe
drinking water. In Nepal, the partnership is
improving sanitation to promote community
health and protect freshwater streams from
degradation along the Khata Corridor.

Learn more about our many other
philanthropic efforts on www.jnj.com.

Providing Strength
for Caring

There are more than 50 million family
caregivers in the U.S., and this number
will rise dramatically as the population
ages and life expectancy continues to
increase. While providing care to a loved
one can be rewarding, many unpaid family
caregivers face emotional and financial
challenges, as well as strains on their own
health and well-being.

In 2007, The Caregiver Initiative, a
project of Johnson & Johnson Consumer

Companies, Inc., cantinued to work

with health care experts nationwide to
provide family caregivers with the practical
information they need to care for their
loved ones while finding ways to care

for themselves.

The Web site www.strengthforcaring.com
is a comprehensive online resource and
virtual community covering topics such as
housing, financial matters and health
conditions, as well as how to reduce stress,
let go of guilt and come to terms with grief,
The site also offers the opportunity to
connect with a community of other caregivers
to share advice and provide support.

Caring for the
Olympic
Community

At Johnson & Johnson, we focus
on the health and well-being of
people around the world so they
can be at their best. And for
athletes
competing
in the
Beijing 2008
Olympic
Games,
optimum
health can
make a
world of
difference in their performance.
As the Official Health Care
Products Partner of the
Olympic Movement, the
Johnson & Johnson Family of
Companies is inaunique
position to support Olympic-
related programs that care for
both athletes and their families
worldwide. For example, the
ACHIEVEVISION™ program
from THE VISION CARE
INSTITUTE™, LLC provides
Olympic hopefuls with unique
vision assessments that help
optimize their visual skills for
peak performance. Learn more
about how Johnson & Johnson
is sponsering Olympics-related
programs at www.jnj.com.

0}
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1 CO; Emissions (Million kg) vs. Sales
Relief When y Meafttures e
ese charts represent a sampling | _ )
DlsaSter Strl es of the sustainability programs of - églﬁ?8‘.3;_(;2;;;(11::;&?0:;}'" 1990)
In 2007, we worked with several Johnson & Johnson and its

94 979 o974 930 051 91 589 990 9%

operating companies. To learn 941 958

partners—including AmeriCares, bout al it
Direct Refief International, MAP more about 3l our programs, vist
. . Www.jnj.com.

International and Project HOPE—
to provide rapid response following  BEILYREIRL IS fe]:§

. |
rnore t.han d dOZEFI nat'_"ral dlsasters, By % of profiled U.5. employees
including earthquakes in Pery

and Chile, wildfires in Greece and Tobacco Use

T . i2
Cafifornia, and major storms and
flooding in Bangladesh, Mexico and 4
the Caribbean. Qur relief efforts 6 % 9 9 9 9 9% 9% o 9 9 00 01 02 03 04 05 Lo
included donations of products— 3 ] | ™ | Qur carbon dioxide (CO,) emissions reporting follows the Greenhouse Gas Inventory
over-the-counter medicines, wound protocol developed by the Worid Resources Institute and the World Business Council for

. . 0 1965-99 2005 2006 Sustainable Development. The protocol requires that we recalculate historical emissions

care prOdUCtS and medncal devices— Auerage to reflect acquisitions, divestitures and mergers, so all data shown on the chart represents
and funds, along with support from emissions from the same business entities over time. This chart does not reflect CO,

High Blood Pressure {above 140/90)
16

emissions or sales resulting from the acquisition of Pfizer Consumer Healthcare.

employees. We also provided funding

to help our partner Project HOPE 124
rebuild its offices after they were 2 ggg;i’ogze : W6
destroyed by a major storm. 8 ]
. || | L
Flve. Ye.a IS Of Q 1995-59 2005 2006
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High Cholesterol (above 240 mg/dL) Million m? Indexed to sales (m2/$1,000 sales)
Nursing L ) N
The Campaign far - on- :
Nursing's Future™ from 8 U‘?az:trg:ious
Johnson & Johnson marked 2 2003-2006

its fifth year of working to 6 i

alleviate the nursing shortage

) ; . 0 99595 2005 2006
in the United States. Since Average 03 04 05 06 03 04 05 06
the Campaign's inception Million kg Indexed to sales (kg/$1.000 sales)
. . Inactivity (below 30 min/day, 4 days/week)
in 2002, it has partnered 0 Y T o Hazardous
with nursing organizations, - ] || Waste
. ) 2003-2006
hospitals and schools to
raise more than $12 million 20
in scholarships and grants, 0 ] ] B
|nf|uem_je more young people | — e 200 e 03 Dz 05 05 03 04 05 06
to consider nursing, and Average Million kg Indexed to sales (xg/$1,000 sales)

attract more than half a
million men and women to

. Continuing Our Commitment to Affordable Access
the profession. In 20607,

The Campaign for Nursing's In 2007, Johnson & Johnson Health Care ACCESS™and the patient-assistance
Future™ expanded with the Systems, Inc. launched ACCESSZWELLNESS™,  programs from the operating companies
launch of new materials, reflecting the company’s continuing of Johnson & Johnson, as well as public
including television commitment to improving access to programs such as Medicare and Medicaid.
commercials, a Patients’ better health care. ACCESS2ZWELLNESS™, These programs provide more than 1,000
Perspective documentary, a single entry pointinto one of the broadest prescription medications for free orat a
recruitment materials and a selections of available assistance programs, discount to those who qualify.

second Web site with career | helps the uninsured and underinsured ACCESS2WELLNESS™ is designed to
development resources gain access to the prescription medications help people quickly and easily find information
and information designed | theyneed. on assistance programs and features a

to support nurses currently | ACCESS2WELLNESS™ encompasses a unique eligibility tool that determines which
in the profession: www, broad range of programs: the Partnership for assistance programs are most appropriate.
campaignfornursing.com. Prescription Assistance, TOGETHER RX Learn more at www.accesszwellness.com.
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: Chairman, Beard of Directors
and Chief Executive Officer

CHRISTINE A. POON
Vice Chairman,

Board of Directorsand
Worldwide Chairman,
Pharmaceuticals Group

MARY SUE COLEMAN, PH.D.
President, University of
Michigan

Second Row, Left to Right
JAMES G. CULLEN

Retired President and
Chief Operating Officer,
Bell Atlantic Corporation

MICHAEL M. E. JOHNS, M.D.
Chancellor, Emory University

« ARNOLD G. LANGBO
Retired Chairman and

B Chief Executive Officer,
' Kellogg Company

Third Row, Left to Right

SUSAN L. LINDQUIST, PH.D.
Member and Former Director,
Whitehead Institute for
Biomedical Research; Professor
of Biology, Massachusetts
Institute of Technology

LEO F. MULLIN

Retired Chairman and
Chief Executive Officer,
Delta Air Lines, Inc.

WILLIAM D. PEREZ
President and Chief
Executive Officer,

Wm. Wrigley Jr. Company

Fourth Row, Left to Right

CHARLES PRINCE

Retired Chairman and Chief
Executive Officer, Citigroup Inc.

STEVEN S REINEMUND
Retired Chairman and Chief |
Executive Officer, PepsiCo, Inc.

DAVID SATCHER, M.D., PH.D.
Director, Center of Excellence
on Health Disparities,

Director, Satcher Health
Leadership Institute and
Poussaint-Satcher-Cosby Chair
in Mental Health, Morchouse
School of Medicine; Former
U.S. Surgeon General
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Committees
of the Board

AUDIT

The Audit Committee, comprised entirely of independent
Directors, helps the Board oversee the Company’s accounting
and reporting practices. It recommends independent public
accountants for appointment by the Board and reviews their
performance; monitors the adequacy of internal accounting
practices, procedures and controls; and reviews all significant
changes in accounting policies.

James G. Cullen, Chairman
Mary Sue Coleman, Ph.D.
Leo F. Mullin

Steven S Reinemund

COMPENSATION & BENEFITS

The Compensation & Benefits Committee, comprised
entirely of independent Directors, establishes the Company’s
executive compensation philosophy and principles and
approves the annual compensation and long-term

incentives for the Company’s directors and executive officers.
The Committee also reviews the philosophyand policies

of the non-Board Management Compensation Committee,
which determines management compensation and
establishes perquisites and other compensation policies

for non-executive employees. Additionally, the Committee
oversees the management of the various retirement, pension,
long-term incentive, savings, heaith and welfare plans that
cover the Company’s employees.

Arnold G. Langbo, Chairman
Michael M. E. Johns, M.D.
William D. Perez

Charles Prince

FINANCE

The Finance Committee exercises the management authority
of the Board during the intervals between Board meetings. The
Finance Committee is comprised of the Chairman, Presiding
Director and Vice Chairman of the Board.

William C. Weldon, Chairman
James G. Cullen
Christine A. Poon

NOMINATING & CORPORATE GOVERNANCE

The Nominating & Corporate Governance Committee,
comprised entirely of independent Directors, is responsible
for overseeing corporate governance matters, reviewing
possible candidates for Board membership and recommending
nominees for election. The Committee is also responsible

for overseeing the process for performance evaluations of

the Board and its committees. Additionally, the Committee
reviews the Company’s management succession plansand
executive resources.

Steven S Reinemund, Chairman
James G. Cullen

Arnold G. Langbo

Charles Prince

PUBLIC POLICY

The Public Pelicy Advisory Committee reviews the Company’s
policies, programs and practices on public health issues
regarding the environment and the health and safety of
employees. The Committee also reviews the Company’s gov-
ernmental affairs and policies and other public policy issues
facing the Company. The Committee advises and makes
recommnendations to the Board on these issues as appropriate.
The Public Policy Advisory Committee is comprised of
independent Directors and the Company’s General Counsel
and Vice Presidents for Corporate Affairs, Government Affairs
and Policy, and Worldwide Operations.

Lec F. Mullin, Chairman
Russell C. Deyo

Clifford H. Holland

Susan L. Lindquist, Ph.D.
William D. Perez

Brian D. Perkins

David Satcher, M.D., Ph.D.
Ajit Shetty, Ph.D.

SCIENCE & TECHNOLOGY

The Science & Technology Advisory Committee, comprised
of independent Directors and the Company’s Vice President,
Science and Technology, advises the Board on scientific
matters, including major internal projects, interaction

with academic and other outside research organizations,
and the acquisition of technologies and products.

David Satcher, M.D., Ph.D., Chairman
Mary Sue Coleman, Ph.D.

Michael M. E. Johns, M.D.

Susan L. Lindquist, Ph.D.

Garry Neil, M.D.

BOARD OF DIRECTORS AND COMMITTEES OF THE 8OARD
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CORPORATE CFFICERS

WILLIAM C. WELDON

Chairman, Board of Directors
Chief Executive Officer
Chairman, Executive Committee

CHRISTINE A. POON

Vice Chairman, Board of Directors
Worldwide Chairman
Pharmaceuticals Group

Executive Cormnmittee

DOMINIC J. CARUSO
Vice President, Finance
Chief Financial Officer
Executive Committee

DONALD M. CASEY, IR.
Worldwide Chairman
Comprehensive Care Group
Executive Committee

STEPHEN J. COSGROVE
Corporate Controller

LAVERNE H. COUNCIL
Vice President
Chief Information Officer

RUSSELL €. DEYQ
Vice President, General Counsel
Executive Committee

KAYE I. FOSTER-CHEEK
Vice President, Human Resources
Executive Committee

COLLEEN A. GOGGINS
Worldwide Chairman
Consumer Group
Executive Committee

JOANN HEFFERNAN HEISEN
Vice President, Diversity

RAYMOND C. JORDAN
Vice President, Public Affairs &
Corporate Communication

SHERILYN 5. MCCOY
Worldwide Chairman
Surgical Care Group
Executive Committee

JOHN A. PAPA
Treasurer

BRIAN D. PERKINS
Vice President, Corporate Affairs

STEVEN M. ROSENBERG
Secretary
Assistant General Counsel

AJIT SHETTY, PH.D.
Vice President
Worldwide Operations

NICHOLAS J. VALERIANI
Vice President, Strategy and Growth
Executive Committee

The Executive Committee of
Johnson & Johnson is the principal
management group responsible
for the operations and allocation
of the resources of the Company.
This Committee oversees

and coordinates the activities of
the Consumer, Pharmaceuticals
and Medical Devicesand
Diagnostics business segments.
Each subsidiary within the
business segments is, with some
exceptions, managed by citizens
of the country where it islocated.

COMPANY GROUP CHAIRMEN

SUPRATIM BOSE
ROSEMARY A. CRANE
JOAQUIN DUATO
SETH H. Z. FISCHER
ALEX GORSKY

GUY J. LEBEAU, M.D.

KAREN A. LICITRA

MICHAEL F. MAHONEY

JULIE H. MCHUGH

PATRICK D. MUTCHLER

DAVID Y. NORTON

MICHEL PAUL

KRISTINE PETERSON

MARC E. ROBINSON

JOSE V. SARTARELLI, PH.D.
MICHAEL E. SNEED
PERICLES P. STA‘MATIADES
PAUL A. STOFFELS, M.D.

JESSE WU

JOHNSON & IOHNSON 2007 ANNUAL REPORT




Corporate Governance and Management's Responsibility

Johnson & Johnson is governed by the values set forth in

Cur Credo, created by General Robert Wood Johnson in 1943,
These principles have guided us over the years and continue to set
the tone of integrity for the entire Company. At all levels, the
employees of Johnson & Johnson are committed to the ethical -
principles embodied in Our Credo and these principles have

been woven into the fabric of the Company.

The values articulated in Qur Credo extend to our accounting
and financial responsibilities to Johnson & Johnson shareholders
and investors. We, the management of Johnson & Johnson, are
responsible for the integrity and objectivity of the accompanying
financial statements and related information, We are also
responsible for ensuring that financial data is reported accurately
and in a manner that facilitates the understanding of this data.

As evidence of our commitment to this responsibility, we
maintain a well-designed system of internal accounting con-
trols, encourage strong and effective corporate governance from
our Board of Directors, continuously review our business results
and strategic choices and focus on financial stewardship.

Our corporate staff of professionally trained internal audi-
tors, who travel worldwide, monitor our system of internal
accounting controls designed to provide reasonable assurance
that assets are safeguarded and that transactions and events are
recorded properly. Our internal controls include self-assessments
and internal reviews of our operating companies.

During 2007, the Company continued to invest significant
time and resources in order to ensure compliance with Section
404 of the Sarbanes-Oxley Act of 2002. Based on the work per-
formed, we have concluded that our internal control over finan-
cial reporting was effective as of December 30, 2007. We refer
you to Management’s Report on Internal Control over Financial
Reporting on page 74.

We require the management teams of our operating
companies to certify their compliance with our Policy on
Business Conduct and we have a systematic program designed
to ensure compliance with these policies. To view our Policy
on Business Conduct, please visit our website at
www.jnj.com/our _company/pclicies.

MANAGEMENT'S DISCUSSION AND ANALYSIS
36 Qrganization and Business Segments
36 Results of Operations
37 Analysis of Sales by Business Segments
Analysis of Consolidated Earnings Before Provision
for Taxes on Income
Liquidity and Capital Resources
Other Information
Cautionary Factors That May Affect Future Results

PricewaterhouseCoopers LLP, an independent registered
public accounting firm, is engaged to perform an integrated audit
of our consolidated financial statements and internal control
over financial reporting. The Report of Independent Registered
Public Accounting Firm is on page 75.

The Audit Committee of our Board of Directors is composed
solely of independent directors with the financial knowledge and
experience to provide appropriate oversight. We review internal
control matters and key accounting and financial reporting issues
with the Audit Committee on a regular basis. In addition, the
independent auditors, the General Counsel and the Vice Presi-
dent of Internal Audit regularly meet in private sessions with our
Audit Committee to discuss the results of their work including
observations on the adeguacy of internal financial controls, the
quality of financial reporting and confirmation that they are prop-
erly discharging their responsibilities and other relevant matters.

Our Executive Committee is continuously involved in
the review of financial results as well as developing and under-
standing strategies and key initiatives for long-term growth. Our
intent is to ensure that we maintain objectivity in our business
assessments, constructively challenge the approach to business
opportunities and issues and monitor our business results and
the related controls.

Our consalidated financial statements and financial data
that follow have been prepared in conformity with accounting
principles generally accepted in the United States of America
and include amounts that are based upon our best judgments.
We are committed to present and discuss results of operations in
a clear and transparent manner in order to provide timely, com-
prehensive and understandable information to our shareholders.

Pllon O et VD omivi fioar

William C. Weidon

Chairman, Board of
Directors, and Chief
Executive Officer

Dominic J. Caruso
Vice President, Finance,
and Chief Financial Officer

AUDITED CONSOLIDATED FINANCIAL STATEMENTS
48 Consolidated Balance Sheets

49 Consolidated Statements of Earnings

50 Consolidated Statements of Equity

51 Consolidated Statements of Cash Flows

52 Notes to Consolidated Financial Statements

74 Management's Report on Internal Control over
Financial Reporting

75 Report of Independent Registered Public Accounting Firm
76  Summary of Operations and Statistical Data 1997-2007

77 Shareholder Return Performance Graphs
78 Reconciliation of Non-GAAP Financial Measures
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Organization and Business Segments
DESCRIPTION OF THE COMPANY AND BUSINESS SEGMENTS
Johnson & Johnson and its subsidiaries (the "Company”) have
approximately 119,200 employees worldwide engaged in the
research and development, manufacture and sale of a broad range
of products in the health care field. The Company conducts busi-
ness in virtually all countries of the world with the primary focus
on products related to human health and well-being.

The Company is organized into three business segments:
Consumer, Pharmaceutical and Medical Devices and Diagnos-
tics. The Consumer segment includes a broad range of products
used in the baby care, skin care, oral care, wound care and
women'’s health care fields, as well as nutritional and over-the-
counter pharmaceutical products. These products are marketed
principally to the general public and sold both to wholesalers and
directly to independent and chain retail outlets throughout the
world. The Pharmaceutical segment includes products in the
following therapeutic areas: anti-infective, antipsychotic, cardio-
vascular, contraceptive, dermatology, gastrointestinal, hematol-
ogy, immunology, neurology, oncelogy, pain management,
urology and virology. These products are distributed directly
to retailers, wholesalers and health care professionals for
prescription use by the general public. The Medical Devices and
Diagnostics segment includes a broad range of products used
principally in the professional fields by physicians, nurses,
therapists, hospitals, diagnostic laboratories and clinics. These
products include Cordis’ circulatory disease management
products; DePuy's orthapaedic joint reconstruction and spinal
care products; Ethicon's wound care and women's health
products; Ethicon Endo-Surgery’s minimally invasive surgical
products; LifeScan’s blood glucose monitoring and insulin deliv-
ery products; Ortho-Clinical Diagnostics’ professional diagnostic
products and Vision Care’s disposable contact lenses.

The Company's structure is based upon the principle of
decentralized management. The Executive Committee of
Johnson & Johnson is the principal management group responsi-
ble for the operations and allocation of the resources of the Com-
pany. This Committee gversees and coordinates the activities of
the Consumer, Pharmaceutical and Medical Devices and Diag-
nostics business segments. Each subsidiary within the business
segments is, with some exceptions, managed by citizens of the
country where it is located.

In all of its product lines, the Company competes with
companies both large and small, located throughout the world.
Competition is strong in all product lines without regard to
the number and size of the competing companies involved. Com-
petition in research, involving the development and the improve-
rment of new and existing products and processes, is particularly
significant. The development of new and improved products is
important to the Company’s success in all areas of its business.
This also inciudes protecting the Company’s portfolio of intellec-
tual property. The competitive environment requires substantial
investments in continuing research and multiple sales forces.

In addition, the development and maintenance of customer
acceptance of the Company's consumer products involves signif-
icant expenditures for advertising and promotion.

MANAGEMENT'S OBJECTIVES

A primary objective of the Company is to achieve superior levels
of capital efficient profitable growth. To accomplish this, the
Company's management operates the business consistent with
certain strategic principles that have proven successful over
time. To this end, the Company participates in growth areas in
human health care and is committed to attaining leadership
positions in these growth segments through the development of
innovative products and services. New products introduced
within the past five years accounted for approximately 30% of
2007 sales. In 2007, $7.7 billion, or 12.6% of sales was invested
in research and development, an increase of $0.6 billion over
2006. This increase reflects management's commitment to the
importance of on-going development of new and differentiated
products and services to sustain long-term growth.

With more than 250 operating companies located in 57
countries, the Company views its principle of decentralized man-
agement as an asset and fundamental to the success of a broadly
based business. It also fosters an entrepreneurial spirit, combin-
ing the extensive resources of a large organization with the
ability to react quickly to local market changes and challenges.

The Company is committed to developing global business
leaders who can drive growth objectives. Businesses are man-
aged for the long term in order to sustain leadership positions
and achieve growth that provides an enduring source of value to
our sharehaolders.

Unifying the management team and the Company's dedi-
cated employees in achieving these objectives is Our Credo.
Our Credo provides a common set of values and serves as a con-
stant reminder of the Company's respensibilities to its cus-
tomers, employees, communities and shareholders. The
Company believes that these basic principles, along with
its overall mission of improving the quality of life for people
everywhere, will enable Johnson & Johnson to continue to be
among the leaders in the health care industry.

Results of Operations

ANALYSIS OF CONSOLIDATED SALES

In 2007, worldwide sales increased 14.6% to $61.1 billion, com-
pared to increases of 5.6% in 2006 and 6.7% in 2005. These
sales increases consisted of the following:

2007

10.1%
1.4
31

14.6%

1006
3.8
15
0.3
5.6

Sales increase due to:
Volume

Price

Currency

Total

Sales by U.5. companies were $32.4 billion in 2007, $29.8 billion
in 2006 and $28.4 billion in 2005. This represents an increase of
9.0% in 2007, 4.9% in 2006 and 2.2% in 2005. Sales by inter-
national companies were $28.7 billion in 2007, $23.5 billion in
2006 and $22.1 billion in 2005, This represents an increase of
21.7% in 2007, 6.4% in 2006 and 13.1% in 2005.
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TOPAMAX® (topiramate), which has been approved for
adjunctive and monotherapy use in epilepsy, as well as for the
prophylactic treatment of migraines, achieved $2.5 billion in
sales in 2007, an increase of 21.0% over prior year, The major
contributor to the growth was the continued success in the
migraine category. The patent for TOPAMAX® (topiramate) in
the U.S. will expire in September 2008. The Company is on tar-
get to file for the pediatric extension with the FDA, which if
obtained, would grant market exclusivity in the U.S. until March
2009.in 2007, U.S. sales of TOPAMAX® were $2.0 billion. The
expiration of a product patent or loss of market exclusivity is
likely to result in a significant reduction in sales.

LEVAQUIN® (levofloxacin) and FLOXIN® (ofloxacin)
achieved combined sales of $1.6 billion in 2007, representing
growth of 7.6% over the prior year. This was primarily due to
favorable market growth partially offset by increased compe-
titive pressure. In March 2007 the FDA granted pediatric

X
$
3
N
\ exclusivity in the U.S. for LEVAQUIN®, which will extend the
% T IPHEX S PARIETS Gabeprazci sodhm, aproton pumy
3
¢
N
N
N
§

inhibitor co-marketed with Eisai Co. Ltd., achieved sales of $1.4
billion in 2007, an increase of 9.5% as compared to prior year.
Growth in the U.S. was due to overall market growth. Growth
outside the U.S. was due to market growth partially offset by
increased competition in certain regions.
DURAGESIC®/Fentanyl Transdermal (fentanyl transdermal
system) sales declined to $1.2 billion in 2007, a reduction of
10.1% from 2006. This decline was the result of the impact of
generic competition in the U.S. and major international markets.
Generic competition in the U.5. began in January 2005.
CONCERTA® (methylphenidate HCI), a preduct for the treat-
ment of attention deficit hyperactivity disorder, achieved sales of
$1.0 billion in 2007, representing an increase of 10.5% over 2006.
Although the original CONCERTA® patent expired in 2004, the
FDA has not approved any generic version that is substitutable

for CONCERTA®. Two parties have filed Abbreviated New Drug
Applications (ANDAs) for generic versions of CONCERTA®,
which are pending and may be approved at any time.

The hormonal contraceptive franchise sales decilined to
$0.9 billion in 2007, a reduction of 9.0% from 2006. ORTHC

concerning product safety. The sales decline was also a result of
continued generic competition in oral contraceptives.

In 2007, Other Pharmaceutical sales were $5.4 billion, rep-
resenting a growth of 10.9% over prior year. The biggest contrib-
utor to the increase was VELCADE®, a product for the treatment
of multiple myeloma.

In the fiscal fourth quarter of 2007, the Company recorded a
special pre-tax, non-cash charge of $678 million for the write-
down of the intangible asset related to NATRECOR® (nesiritide),
a product for the treatment of patients with acutely decompen-
sated heart failure who have dyspnea at rest or with minimal
activity. This charge results from revised estimates of future cash
flows from this product primarily due to a recent decline in
NATRECOR® sales trends. The remaining unamortized intangible
value associated with NATRECOR® was $200 million at the end
of 2007. The Company believes that NATRECOR® is an impor-
tant clinical option for the treatment of acutely decompensated
heart failure and the product will continue to be marketed by
Scios Inc., a subsidiary of the Company.

During 2007, the Company launched INVEGA™ (paliperi-
done) Extended-Release Tablets, in both the U.S. and Europe.
Additionally, in 2007 the Company launched the antibacterial,
DORIBAX™ {daripenem for injection) in the U.S. and the anti-
retroviral, PREZISTA™ {(darunavir), in Europe. The Company sub-
mitted five new molecular entities for approval: paliperidone
palmitate for schizophrenia in the U.S., ustekinumab, or CNTO
1275, for psoriasis in both the U.5. and Europe, dapoxetine for
premature ejaculation in several countries in Europe, antibacter-
ial ceftobiprole in the U.5. and Europe and anti-HIV medication,
TMC 125 in the U.S. and Europe. TMC 125 was approved
by the U.5. FDA in January 2008 and will be marketed as
INTELENCE™ (etravirine).

In response to the challenges facing the Pharmaceutical seg-
ment the Company announced a restructuring initiative in 2007.
See Note 22 for additional information regarding the restructuring.

Pharmaceutical segment sales in 2006 were $23.2 billion,
anincrease of 4.2% over 2005, with 3.9% of this change due to
operational growth and the remaining 0.3% increase related to
the positive impact of currency. U.5. Pharmaceutical segment
sales were $15.1 billion, an increase of 4.2%. International Phar-
maceutical segment sales were $8.1 billion, an increase of 4.2%,
which included 3.4% of operational growth and 0.8% related to
the positive impact of currency.
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MEDICAL DEVICES AND DIAGNOSTICS SEGMENT
The Medical Devices and Diagnostics segment achieved sales
of $21.7 billien in 2007, representing an increase over the prior

\ EVRA® (norelgestromin/ethinyl estradiol), the first contraceptive

patch approved by the FDA, experienced a significant decline in
\ sales as a result of labeling changes and negative media coverage
\ Major Medical Devices and Diagnostics Franchise Sales:

{Doltars in Millions)

DEPUY®

ETHICON ENDO-SURGERY®

ETHICON®

CORDIS®

LIFESCAN®

Vision Care

ORTHO-CLINICAL DIAGNOSTICS®

Other

Total

% Change
2007 2006 2005 07 vs.'06 ‘06 vs.'05
% 4587| 4,205 3847 11.7% 6.7
3,834 3376 3,105| 136 8.7
3591 3213 3092| 118 3.9
3,42571 40881 3982 (16.2) 2.6
2,373 2074 1909| 144 8.6
22001 1879] 1694 176 10.9
1642 1488 1408| 103 57
75 60 59| 25.0 1.7
$21,736 | 20,283 | 19,096 7.2% 6.2




year of 7.2%, with operational growth of 3.9% and 3.3% due to
a positive impact from currency fluctuations. U.5. sales were
$10.4 billion, an increase of 3.2%. International sales were
$11.3 billien, an increase of 11.1%, with 4.6% from operations
and a positive currency impact of 6.5%.

The DePuy franchise achieved $4.6 billion in sales in 2007,
which was an 11.7% increase over prior year. This growth was pri-
marily due to DePuy’s orthopaedic joint reconstruction products
including the hip and knee product lines. Strong performance
was also achieved in Mitek's sports medicine products.

The Ethicon Endo-Surgery franchise achieved sales of
$3.8 billion in 2007, 2 13.6% increase over 2006. A major con-
tributor of growth continues to be endocutter sales, which
include products used in performing bariatric procedures for the
treatment of obesity, an important focus area for the franchise.
Strong results were achieved with the continued success of the
HARMONIC SCALPEL®, an ultrasonic cutting and coagulating
surgical device, There was also strong growth in the Advanced
Sterilization Products line.

The Ethicon franchise sales grew 11.8% in 2007, achieving
$3.6 billion in sales. This was a result of solid growth in the
hemostasis, women's health, biosurgicals, and the mesh product
lines. There was also continued growth in suture sales.

Sales in the Cordis franchise were $3.4 billion, a decline
of 16.2% over 2006. This decline reflects lower sales of the
CYPHER® Sirclimus-eluting Coronary Stent due to increased
competition outside the U.S., as well as the global contraction of
the drug-eluting stent market following reports of a potential risk
of late stent thrombosis associated with the use of drug-eluting
stents. These results were partially offset by strong performance
by the Biosense Webster and the neuravascular businesses. In
response to challenges facing the Cordis franchise the Company
announced a restructuring initiative in 2007. See Note 22 for
additional information regarding the restructuring.

On June 13, 2007, the FDA notified Cordis that all items out-
lined in the Warning Letters received in April and July 2004
regarding Good Manufacturing Practice regulations and Good
Clinical Practice regulations have been resolved.

The LifeScan franchise achieved $2.4 billion in sales in
2007, anincrease of 14.4% over 20086, reflecting the continued
success of the ULTRA® product lines. An additional contributor
was the growth of the Animas business due to the launch of the
2020 insulin pump during the year.

The Vision Care franchise achieved sales of $2.2 billion
in 2007, a growth rate of 17.6% over the prior year. This growth
was led by the continued success of such brands as ACUVUE®
QASYS™, ACUVUE® ADVANCE™ for ASTIGMATISM,
ACUVUE® ADVANCE™, 1-DAY ACUVUE® MOIST™, 1-DAY
ACUVUE® DEFINE™ and 1-DAY ACUVUE® for ASTIGMATISM.

The Ortho-Clinical Diagnastics franchise achieved $1.6 billton
in sales in 2007, 210.3% increase over 2006, This is due to the
continued global growth in the Immunohematology product line,
as well as the growth in the Immunodiagnostic product line and
the 2007 launch of the Chagas screening assay in the U.S.

The Medical Devices and Diagnostics segment achieved
sales of $20.3 billion in 2006, representing an increase over the
prior year of 6.2%, with operational growth of 6.4% and a nega-
tive impact from currency of 0.2%. U.5. sales were $10.1 billion,
an increase of 6.5%. International sales were $10.2 billion, an
increase of 5.9%, with 6,2% from operations and a negative
currency impact of 0.3%.
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Analysis of Consolidated Earnings
Before Provision for Taxes on Income

Consolidated earnings before provision for taxes on income
decreased by $1.3 billion to $13.3 billion in 2007 as compared to
the $14.6 billion earned in 2006. Lower earnings in 2007 were
primarily due to restructuring charges and the write-down of the
NATRECOR® intangible asset. The increase in 2006 was 11.2%
over the $13.1 billion in 2005, As a percent to sales, consolidated
earnings befare provisicn for taxes on income in 2007 was 21.7%
versus 27.4% in 2006. The sections that follow highlight the
significant components of the changes in consolidated earnings
before provision for taxes on income.

Cost of Products Sold and Selling, Marketing and
Administrative Expenses: Cost of products sold and selling,

marketing and administrative expenses as a percent to sales
were as follows: /l
% of Sales 2007 2006 2005 /
Cost of products sold 29.1% 28.2 277 /
Percent point increase/{decrease) over the /
prior year 0.9 0.5 (0.8)
Selling, marketing and administrative /
expenses 33.5 327 34.1
Percent paint increase/(decrease) over the /
prior year 0.8 14 {@©.1 /
In 2007, there was an increase in the percent to sales of cost of /

products sold primarity due to the impact of newly acquired con-
sumer brands. There was an increase in the percent to sales of
selling, marketing and administrative expenses in 2007 primarily
due to the impact of newly acquired consumer brands partially
offset by cost containment efforts.

In 2006, there was an increase in the percent to sales of
cost of products sold. This was due to unfavorable product mix
and higher manufacturing costs in the Pharmaceutical and Con-
sumer segments. There was a decrease in the percent to sales
of selling, marketing and administrative expenses in 2006. This
was a result of leveraging selling expenses and a reduction in
advertising and promotional spending.

In 2005, there was a decrease in the percent to sales of cost
of products sold. This was due to lower manufacturing costs pri-
marily related to the CYPHER® Sirolimus-eluting Coronary Stent,
as well as ongoing cost containment activity across the organiza-
tion, partially offset by the negative impact of pharmaceuticaf
product mix, There was also a decrease in the percent to sales of
selting, marketing and administrative expenses. This was due to
cost containment initiatives in the Pharmaceutical segment par-
tially offset by increases in investment spending in the Medical
Devices and Diagnostics segmant,

Research and Development: Research and development activi-
ties represent a significant part of the Company’s business.
These expenditures relate to the development of new products,
improvement of existing products, technical support of products
and compliance with governmental regulations for the protection
of consumers and patients. Worldwide costs of research



activities, excluding in-process research and development
charges, were as follows:

{Dollars in Millions)
Research and development expense
Percent increase over the prior year
Percent of sales

209
12.8

Research and development expense as a percent of sales for the
Pharmaceutical segment was 21.2% for 2007, 21.3% for 2006
and 20.2% for 2005. Research and development expense as a
percent of sales for the Medical Devices and Diagnostics seg-
ment was 8.5% for 2007, 8.7% for 2006 and 8.2% for 2005.
Research and development expense as a percent of sales for the
Consumer segment was 3.9% for 2007, 4.0% for 2006 and
4.2% for 2005.

Research and development activities in the Pharmaceutical
segment increased to $5.3 biflion, or 6.1%, over 2006. The
compound annual growth rate was approximately 13.8% for the
five-year period since 2002,

The increased investment in research and development in
all segments demonstrates the Company's focus on knowledge-
based products, and reflects a significant number of projects in
late-stage development.

Restructuring: In 2007, the Company announced initiatives
that are expected to generate pre-tax, annual cost savings of
$1.3-%1.6 billion for 2008 in an effort to improve its overall
cost structure. The Company recorded $745 million in related
pre-tax charges. This action was taken to offset the anticipated
negative impacts associated with generic competition in the
Pharmaceutical segment and challenges in the drug-eluting
stent market.

The Company’s Pharmaceuticals segment will reduce its
cost base by consolidating certain operations, while continuing
to invest in recently launched products and its late- stage pipeline
of new products. The Cordis franchise is moving to a mare inte-
grated business model to address the market changes underway
with drug-eluting stents and to better serve the broad spectrum
of its patients’ cardiovascular needs, while reducing its cost base.
This program will allow the Company to accelerate steps to stan-
dardize and streamline certain aspects of its enterprise-wide
functions such as human resources, finance and information tech-
nology to support growth across the business, while also leverag-
ing its scale more effectively in areas such as procurerment to
benefit its operating companies. See Note 22 for more details.

In-Process Research and Development: In 2007, the Company
recorded a charge for in-process research and development
(IPR&D) of $807 million before and after tax related to the
acquisition of Conor Medsystems Inc. The IPR&D charge was
included in the operating profit of the Medical Devices and
Diagnostics segment.

In 2006, the Company recorded IPR&D charges of $55 mil-

\ lion before tax related to the acquisitions of the Consumer Health-
\ care business of Pfizer Inc., Vascular Control Systems, Inc., Ensure
\ Medical, Inc., ColBar LifeScience Ltd,, Hand Innovations LLC and
\ Future Medical Systems S.A. The Consumer Healthcare business
\ of Pfizer Inc. accounted for $320 million before tax of the IPR&D
% charges and was included in the operating profit of the Consumer

segment. The IPR&D charges for all of the following acquisitions
were included in the operating profit of the Medical Devices and
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Diagnostics segment, Vascular Control Systems, Inc., a privately
held company focused on developing medical devices to treat
fibroids and to control bleeding in obstetric and gynecologic
applications, accounted for $87 million before tax of the IPR&D
charges. Ensure Medical, inc,, a privately held company that devel-
ops devices for post-catheterization closure of the femoral artery,
accounted for $66 million before tax of the IPR&D charges, ColBar
LifeScience Ltd., a privately held company specializing in recon-
structive medicine and tissue engineering, accounted for $49 mil-
lion before tax of the IPR&D charges. Hand Innovations LLC, a
privately held manufacturer of fracture fixation products for the
upper extremities, accounted for $22 million before tax of the
IPR&D charges. Future Medical Systems S.A., a privately held com-
pany that primarily develops, manufactures and markets arthro-
scopic fluid management systems, accounted for $15 million before
tax of the IPR&D charges.

In 2005, the Company recorded IPR&D charges of $362 million
before tax related to the acquisitions of TransForm Pharmaceuticals,
Inc., Closure Medical Corporation, Peninsula Pharmaceuticals, Inc.,
and the international commercial rights to certain patents and
know-how in the field of sedation and analgesia from Scott Lab, Inc.
TransForm Pharmaceuticals, Inc., a company specializing in the
discovery of superior formulations and novel crystalline forms of
drug molecules, accounted for $50 million before tax of the IPR&D
charges and was included in the eperating profit of the Pharmaceuti-
cal segment. Closure Medical Corporation, a company with expert-
ise and intellectual property in the biosurgicals market, accounted
for $51 million before tax of the IPR&D charges and was included in
the operating profit of the Medical Devices and Diagnostics seg-
ment. Peninsula Pharmaceuticals, Inc., a biopharmaceutical com-
pany focused on developing and commercializing antibiotics to treat
life-threatening infections, accounted for $252 million before tax of
the IPR&D charges and was included in the operating profit of the
Pharmaceutical segment. The $9 million before tax IPR&D charge
related to Scott Lab, Inc. referred to above was included in the
operating profit of the Medical Devices and Diagnostics segment.

Other (Income) Expense, Net: Other {income) expense, net
includes gains and losses related to the sale and write-down of cer-
tain investrnents in equity securities held by Johnson & Johnson
Development Carporation, gains and losses on the disposal of
property, plant and equipment, currency gains and losses, minor-
ity interests, litigation settlements and liabilities and royalty
income. The change in other (income) expense, net from 2007
to 2006 was an increase in expense of $1,205 million.

In 2007, other (income) expense, net included a charge of
$678 million before tax related to the NATRECOR® intangible
asset write-down. A gain of $622 million associated with the
Guidant acquisition agreement termination fee, less associated
expenses, was included in 2006. In addition, 2006 also included
expenses associated with the recording of additional product
liability reserves and the integration costs associated with the
acquisition of the Consumer Healthcare business of Pfizer Inc.

In 20065, other (income) expense, net included royalty
income partially offset by several expense items, none of which
were individually significant.
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$429 million of restructuring charges an d $678 million for the rate Increased as compare to 2095 primartly ‘?“e to a gain of
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Pharmaceutical segment operating profit increased 8.3% andas  Denefit .|n‘2006 related to.the reversal of atax ailo.wance of
a percent to sales increas dto 29, 6°/ over the rior year. This $134 million associated with the international business . The
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. . ] ] ) technical correction to the American Act of 20
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eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee 5622 mil- from operations is primarily attributable to non-cash expenses
// associated with the NATRECOR® intangible asset write-down /
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and increased depreciation and amortization.

Net cash used by investing activities in 2007 was $6.1 bil-
lion versus $20.3 billion in 2006 which included the acquisition
of the Consumer Healthcare business of Pfizer Inc. For a more
detailed discussion on mergers and acquisitions, see Note 17,
There was also a $1.6 billion net increase in purchases of invest-
ments, primarily marketable securities. Capital expenditures
were $2.9 billion, $2.7 billion and $2.6 billion in 2007, 2006
and 2005, respectively,

Net cash used by financing activities decreased by $0.4 bil-

lion primarily due to a $1.1 billion decrease in the repurchase of
Common Stock in 2007 and a $0.4 billion increase in proceeds
from the exercise of stock options partially offset by $0.7 billion
decrease in proceeds from short and long-term debt. There was

also a $0.4 billion increase in dividends to shareholders in 2007.

Cash and current marketable securities were $9.3 billion
at the end of 2007 as cormpared with $4.1 billion at the end of

from operations in 2005 of $11.8 billien. The major factors
contributing to the increase were a net income increase of

$1.2 billion, net of the non-cash impact of IPR&D charges and a
$2.7 billion increase in accounts payable and accrued liabilities.
This was partially offset by a $0.9 billion increase in deferred
taxes and a $0.8 billion increase in other current and
non-current assets.

Operating

Cash Flow and
Capital Expenditures
(in billions of dollars) 12

{1 Capital Expenditures
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FINANCING AND MARKET RISK
The Company uses financial instruments to manage the impact of
foreign exchange rate changes on cash flows. Accordingly, the
Company enters into forward foreign exchange contracts to pro-
tect the value of certain foreign currency assets and liabilities and
to hedge future foreign currency products costs. Gains or losses on
these contracts are offset by the gains or losses on the underlying
transactions. A 10% appreciation of the U.S. Dollar from the
December 30, 2007 market rates would increase the unrealized
value of the Company's forward contracts by $245 million. Con-
versely, a 10% depreciation of the U.S. Dollar from the December
30, 2007 market rates would decrease the unrealized value of the
Company's forward contracts by $299 million, In either scenario,
the gain or foss on the forward contract would be offset by the gain
or loss on the underlying transaction and, therefore, would have no
impact on future earnings and cash flows.

The Company hedges the exposure to fluctuations in cur-
rency exchange rates, and the effect on certain assets and liabili-

ties in foreign currency, by entering into currency swap contracts,

A 1% change in the spread between U.S. and foreign interest
rates on the Company's interest rate sensitive financial instru-
ments would either increase or decrease the unrealized value of
the Company’s swap contracts by approximately $175 million, In
either scenario, at maturity, the gain or loss on the swap contract
would be offset by the gain or loss on the underlying transaction
and therefore would have no impact on future cash flows.

The Company does not enter into financial instruments for
trading or speculative purposes. Further, the Company has a pol-
icy of only entering into contracts with parties that have at least
an “A” (or equivalent) credit rating. The counterparties to these
contracts are major financial institutions and there is no signifi-
cant concentration of exposure with any one counter-party.
Management believes the risk of loss is remote.

Total credit available to the Company approximates
$8.0 billion, of which $6.4 billion expires September 25, 2008,
and $1.6 billion expires September 27, 2012,

Total borrowings at the end of 2007 and 2006 were
$9.5 billion and $6.6 billion, respectively. The increase in borrow-
ings between 2006 and 2007 was a result of financing general
corporate purposes and the Common Stock repurchase program
in 2007. In 2007, net debt (cash and current marketable securi-
ties, net of debt) was $0.2 billion compared to net debt of $2.5
billion in 2006. Total debt represented 18.0% of total capital
(shareholders’ equity and total debt) in 2007 and 14.4% of total
capital in 2006. Shareholders’ equity per share at the end of
2007 was $15.25 compared with $13.59 at year-end 2008, an
increase of 12.2%.

For the period ended December 30, 2007, there were no
material cash commitments. Johnson & Johnson continues to
be one of a few industrial companies with a Triple A credit rating.
A summary of borrowings can be found in Note 6.
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CONTRACTUAL OBLIGATIONS AND COMMITMENTS

The Company has contractual obligations, primarily lease, debt
obligations and unfunded retirement plans, with no other signifi-
cant obligations. To satisfy these obligations, the Company will
use cash from operations. The following table summarizes the
Company's contractual obligations and their aggregate maturi-
ties as of December 30, 2007 (see Notes 4, 6 and 13 to the
Audited Consolidated Financial Statements for further details):

Unfunded

Operating Debt Retirement
(Dollars in Millions} Leases  Obligations™ Plans Total
2008 $183 2,463 51 2,697
2009 151 247 55 453
2010 119 5 61 185
2011 94 23 64 181
2012 77 628 69 774
After 2012 113 6,171 416 6,700
Total $737 9,537 716 10,990

@ Amounts do not include interest expense.
For tax matters, see Note 8.

SHARE REPURCHASE AND DIVIDENDS
OnJuly 9, 2007, the Company announced that its Board of Direc-
tors approved a stock repurchase program, authorizing the Com-
pany to buy back up to $10.0 billion of the Company’s Common
Stock. The repurchase program has no time limit and may be
suspended for periods or discontinued at any time. Any shares
acquired will be available for general corporate purposes. The
Company intends to fund the share repurchase program through
a combination of available cash and debt. During 2007, the
Company repurchased an aggregate of 55.8 million shares of
Johnson & Johnson common stock under the current repurchase
program at a cast of $3.6 billion. In addition the Company has an
annual program to repurchase shares for use in employee stock
and incentive plans.

The Company increased its dividend in 2007 for the 45th
consecutive year. Cash dividends paid were $1.620 per share
in 2007, compared with dividends of $1.455 per share in 2006
and $1.275 per share in 2005. The dividends were distributed
as follows:

2007 2006 2005
First quarter $0.375| 0.330| 0.285
Second quarter 0.415| 0375 0.330
Third quarter 0.415| 0.375| 0.330
Fourth quarter 0.415] 0.375| 0.330
Total $1.620 | 1.455| 1.275

On January 2, 2008, the Board of Directors declared a regular cash
dividend of $0.415 per share, payable on March 11, 2008, o share-
holders of record as of February 26, 2008. The Company expects to
continue the practice of paying regular cash dividends.

Other Information

CRITICAL ACCOUNTING POLICIES AND ESTIMATES
Management's discussion and analysis of resuits of operations
and financial conditicn are based on the Company’s consolidated

AT

financial statements that have been prepared in accordance
with accounting principles generally accepted in the U.5. The
preparation of these financial statements requires that manage-
ment make estimates and assumptions that affect the amounts
reported for revenues, expenses, assets, liabilities and other
related disclosures. Actual results may or may not differ from
these estimates. The Company believes that the understanding
of certain key accounting policies and estimates are essential in
achieving more insight into the Company’s operating results and
financial condition. These key accounting policies include rev-
enue recognition, income taxes, legal and self-insurance contin-
gencies, valuation of long-lived assets, assumptions used to
determine the amounts recorded for pensions and other
employee benefit plans and accounting for stock optians.

Revenue Recognition: The Company recognizes revenue from
product sales when goods are shipped or delivered and title and
risk of loss pass to the customer. Provisions for certain rebates,
sales incentives, trade promotions, coupons, product returns and
discounts to customers are accounted for as reductions in sales
in the same period the related sales are recorded.

Product discounts granted are based on the terms of
arrangements with direct, indirect and other market partici-
pants, as well as market conditions, incfuding prices charged
by competitors. Rebates, the largest being the Medicaid rebate
provision, are estimated based on sales terms, historical experi-
ence, trend analysis and projected market conditions in the vari-
cus markets served. The Company evaluates market conditions
for products or groups of products primarily through the analysis
of wholesaler and other third party sell-through and market
research data, as well as internally generated information.

Sales returns are generally estimated and recorded based on his-
tarical sales and returns information. Products that exhibit unusual
sales or return patterns due to dating, competition or other marketing
matters are specifically investigated and analyzed as part of the
accounting for sales return accruals.

Sales returns allowances represent a reserve for products
that may be returned due to expiration, destruction in the field,
or in specific areas, product recall. The returns reserve is based
on historical return trends by product and by market as a percent
to gross sates.

Promotional programs, such as product listing allowances
and cooperative advertising arrangements, are recorded in the
year incurred. Continuing promotional programs include coupons
and volume-based sales incentive programs. The redemption cost
of consumer coupons is based on historical redemption experi-
ence by product and value. Volume-based incentive programs are
derived by estimating sales volumaes for the incentive period and
are recorded as products are sold. Promotional arrangements con-
taining customer acceptance criteria are evaluated to determine
the appropriate amounts to be deferred.

In addition, the Company enters into collaboration arrange-
ments, which contain multiple revenue generating activities. The
revenue for these arrangements is recognized as each activity is
performed or delivered, based an the relative fair value. Upiront
fees received as part of these arrangements, for which no further
performance obligations exist, are recognized as revenue on the
earlier of receipt of payment or collection is assured. If perform-
ance obligations exist, the Company will defer the upfront fees
and recognize as earned over the obligation period.




Reasonably likely changes to assumptions used to calculate  MEDICAL DEVICES AND DIAGNOSTICS SEGMENT

the accruals for rebates, returns and promotions are not antici-
pated to have a material effect on the financial statements. The
Company currently discloses the impact of changes to assump-
tions in the quarterly or annual filing in which there is a financial
statement impact.

Below are tables which show the progression of accrued

CONSUMER SEGMENT

Accrued rebates® $164 492 (439) 217
Accrued returns 92 257 (236) 113

\\
§
\\\ bates, returns, promotions, reserve for doubtful accounts and
$ srrelor e e by gt o s iy
%

Accrued promotions 211 2,249 (2,163) 297

Subtotal $467 2,998 (2,838) 627
\ Reserve for doubtful accounts 42 17 12 71
Resarve for cashdiscounts 15 278 (270) 23

Total $524 3,293 (3,096) 721

2006

Accrued rebates® $144 352 (332) 164
Accrued returms 78 117 (103) 92
Accrued promotions 172 1,555 (1,516) 211

Subtotal $394 2,024 (1,951) 467

Reserve for doubtful accounts 35 10 3 42
X Reservefor cash discounts 13 176 (174) 15

Total $442 2,210 (2,128) 524

D Includes reserve for customer rebates of $76 million ot December 30, 2007 end

$54 miltion at Decernber 31, 2006, recorded os a contra osset,

Accrued rebates® $1,233 3,175 (3,159) 1,249
Accrued retums 324 36 (15) 345
Accrued promotions 205 523 (465) 263

Subtotal $1,762 3,734 (3,639) 1,857

Reserve for doubtful accounts 30 - @ 26
Reserve for cashi discounts 29 531 (536} 24

Tota! $1,821 4,265 (4,179) 1,907

2006

Accrued rebates® $1,119 2,857 (2,743) 1233
Accrued retumns 287 67 (30) 324
Accrued promotions 160 625 (580) 205

Subtotal $1,566 3,549 (3,353) 1,762

Reserve for doubtful accounts 36 - (&) 30
Reserve for cash discaunts 29 503 (503} 29

Total 31,631 4,052 (3.862) 1.821

@ Inclides reserve for customer rebates of $321 million ot December 30, 2007 ond
3227 mitlion at December 31, 2008, recorded os a contro asset.

\
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(Dollars in Milligns)

2007

Accrued rebates® $294 1,576 (1,534) 336
Accrued returns 183 102 (55) 190
Accrued promoticns 41 136 (159) 18
Subtotal $518 1,814 (1,788) 544
Reserve for doubtful accounts 88 25 (17 96
Reserve for cash discounts 18 213 207) 24
Total $624 2,052 (2,012 664
2006

Accrued rebates® $302 1,808 (1,816) 294
Acerued retums 170 26 (13) 183
Accrued promoticns 56 104 (119) 41
Subtotal $528 1,938 (1,948) 518
Reserve for doubtful accounts 93 7 (12 88
Reserve for cash discounts 15 188 (185) 18

Total $636 2,133 (2,145) 624

W Includes raserve for custorner rebates of 3313 million at December 30, 2007 and
$277 million at December 31, 2006, recorded as o contra asset.

The Company also earns service revenue for co-promotion of cer-
tain products. For all years presented, service revenues were less
than 2% of total revenues and are included in sales to customers.

Income Taxes: Income taxes are recorded based on amounts
refundable or payable for the current year and include the results
of any difference between GAAP accounting and tax reporting,
recorded as deferred tax assets or liabilities. The Company esti-
mates deferred tax assets and liabilities based on current tax
regulations and rates. Changes in tax laws and rates may

affect recorded deferred tax assets and liabilities in the future.
Management believes that changes in these estimates would not
have a material effect on the Company's results of operations,
cash flows or financial position.

In 2007, the Company adopted FASB Interpretation 48
(FINARY, Accounting for Uncertainty in Income Taxes — an interpre-
tation of FASB Statement No. 109. This interpretation prescribes
a recognition threshold and measurement attribute for the
financial statement recognition and measurement of a tax posi-
tion taken or expected to be taken in a tax return. The interpre-
tation also provides guidance on derecognition, classification
and other matters. See Note 8 for further information regarding
income taxes.

At December 30, 2007 and December 31, 2006, the cumu-
lative amounts of undistributed international earnings were
approximately $24.2 billion and $17.9 billion, respectively. The
Company intends to continue to reinvest its undistributed
international earnings to expand its international operations;
therefore, no U.S, tax expense has been recorded to cover the
undistributed portion not intended for repatriation.
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Legal and Self Insurance Contingencies: The Company records
accruals for various contingencies including legal proceedings
and product liability cases as these arise in the normal course of
business. The accruals are based on management’s judgment as
to the probability of losses, opinions of legal counsel and, where
applicable, actuarially determined estimates. Additionally, the
Company records insurance receivable amounts from third-party
insurers when recovery is probable. As appropriate, reserves
against these receivables are recorded for estimated amounts
that may not be collected from third-party insurers.

Long-Lived and Intangible Assets: The Company assesses
changes in economic conditions and makes assumptions regard-
ing estimated future cash flows in evaluating the value of the
Company's property, plant and equipment, goodwill and intangi-
ble assets. As these assumptions and estimates may change
over time, it may or may not be necessary for the Company to
record impairment charges.

Employee Benefit Plans: The Company sponsors various retire-
ment and pension plans, including defined benefit, defined con-
tribution and termination indemnity plans, that cover most
employees worldwide. These plans are based on assumptions for
the discount rate, expected return on plan assets, expected
salary increases and health care cost trend rates. See Note 13 for
further detail on these rates and the effect a rate change would
have on the Company's results of operations.

Stock Options: During the fiscal first quarter of 2006, the
Company adopted Statement of Financial Accounting Standards
(SFAS) No. 123(R), Share Based Payment. The Company has
applied the modified retrospective transition method to imple-
ment SFAS No. 123(R). Previously reported financial statements
have been restated in accordance with the provisions of SFAS
No. 123(R). See Note 10 for further information regarding

stock options.

NEW ACCOUNTING PRONOUNCEMENTS

In June 2006, the Financial Accounting Standards Board (FASB)
issued FASB Interpretation 48 (FIN 48), Accounting for Uncer-
tainty in Income Taxes — an interpretation of FASB Statement No.
109. This interpretation prescribes a recognition threshold and
measurement attribute for the financial statement recognition
and measurement of a tax position taken or expected to be taken
in a tax return. The interpretation also provides guidance on
derecognition, classification and other matters. FIN 48 is effec-
tive for the fiscal year 2007 and the Company adopted it in the
first quarter of 2007.

In September 2006, the FASB issued SFAS No. 157, fair
Value Measurements. This statement defines fair value, estab-
lishes a framewaork for measuring fair value in generally accepted
accounting principles, and expands disclosures about fair value
measurements. The statement is effective in the fiscal first quar-
ter of 2008 except for non-financial assets and liabilities recog-
nized or disclosed at fair value on a recurring basis, for which the
effective date is fiscal years beginning after November 15, 2008.
The Company believes that the adoption of SFAS No. 157 will not
have a material effect on its results of operations, cash flows or
financial position,

In February 2007, the FASB issued SFAS No. 159, Fair Value
Option for Financial Assets and Financial Liabilities, which permits
an entity to measure certain financial assets and financial liabili-

ties at fair value. SFAS No. 159 is effective for fiscal year 2008
and the Company will adopt accordingly. The Company is
assessing the impact of the adoption of SFAS No. 159 and
currently does not believe that the adoption will have a material
impact on its results of operations, cash flows or financial
position.

In December 2007, FASB issued SFAS No.141(R),
Business Combinations, and No. 160, Noncontrolling interests in
Consolidated Financial Statements. These statements aim to
improve, simplify, and converge internationally the accounting
for business combinations and the reporting of noncontrolling
interests in consolidated financial statements. These statements
are effective for fiscal years beginning after December 15, 2008.
SFAS No. 141(R) will have a significant impact on the manner in
which the Company accounts for future acquisitions beginning in
the fiscal year 2009, Significant changes include the capitalization
of IPR&D, expensing of acquisition related restructuring actions
and transaction related costs and the recognition of contingent
purchase price consideration at fair value at the acquisition date.
The Company believes that the adoption of SFAS No. 141(R) and
SFAS No. 160 will not have a material effect on its results of
operations, cash flows or financial position.

EITF 1ssue O7-1: Accounting for Collaborative Arrangements
Related to the Development and Commercialization of Intellectual
Property. This issue is effective for financial statements issued for
fiscal years beginning after December 15, 2008. This issue
addresses the income statement classification of payments made
between parties in a collaborative arrangement. The adoption of
EITF 07-1is not expected to have a significant impact on the
Company's results of operations, cash flows or financial position.

EITF Issue O7-3: Accounting for Nonrefundable Advance Pay-
ments for Goods or Services Received for Use in Future Research and
Development Activities. This issue is effective for financial state-
ments issued for fiscal years beginning after December 15, 2007.
This issue requires nonrefundable advance payments for
research and development to be capitalized and recognized as
an expense as related goods are delivered or services are per-
formed. The adoption of EITF 07-3 is not expected to have a
significant impact on the Company’s results of operations, cash
flows or financial position.

ECONOMIC AND MARKET FACTORS

The Company is aware that its products are used in an environment
where, for more than a decade, policymakers, consumers and busi-
nesses have expressed concerns about the rising cost of health care.
In response to these concerns, The Company has a long-standing
policy of pricing products responsibly. For the period 1997-2007, in
the United States, the weighted average compound annual growth
rate of the Company's net price increases for health care products
(prescription and over-the-counter drugs, hospital and professional
products) was below the U.S, Consumer Price Index (CPI).

Inflation rates, even though maoderate in many parts of the
world during 2007, continue to have an effect on worldwide
economies and, conseguently, on the way companies operate.
In the face of increasing costs, the Company strives to maintain
its profit margins through cost reduction programs, productivity
improvements and periodic price increases. The Company
faces various worldwide health care changes that may result
in pricing pressures that include health care cost containment
and government legislation relating to sales, promotions
and reimbursement.
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The Company also operates in an environment which has
become increasingly hostile to intellectual property rights,
Generic drug firms have filed ANDAs seeking to market generic
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forms of most of the Company’s key pharmaceutical products,
prior to expiration of the applicable patents covering those prod-
ucts. In the event the Company is not successful in defending the
patent claims challenged in ANDA filings, the generic firms will
then introduce generic versions of the product at issue, resulting
in the potential for substantial market share and revenue losses
for that product. For further information see the discussion on
“Litigation Against Filers of Abbreviated New Drug Applications”
in Note 18,

LEGAL PROCEEDINGS

The Company is involved in numerous product liability cases in
the United States, many of which concern adverse reactions to
drugs and medical devices. The damages claimed are substan-
tial, and while the Company is confident of the adequacy of
the warnings and instructions for use which accompany such
products, it is not feasible to predict the ultimate outcome of
litigation. However, the Company believes that if any liability
results from such cases, it will be substantially covered by
existing amounts accrued in the Company's balance sheet
under its self-insurance program and by third-party product
liability insurance.

The Company is also involved in a number of patent, trade-
mark and other lawsuits, as well as investigations, incidental
toits business. The ultimate legal and financial liability of the
Company in respect to all claims, lawsuits and proceedings
referred to above cannot be estimated with any certainty. How-
ever, in the Company's opinion, based on its examination of these
matters, its experience to date and discussions with counsel, the
ultimate outcome of legal proceedings, net of liabilities already
accrued in the Company's balance sheet, is not expected to have
a material adverse effect on the Company's financial position,
although the resolution in any reporting period of one or more of
these matters could have a significant impact on the Company's
results of operations and cash flows for that period.

See Note 18 for further information regarding legal
proceedings.

o

COMMON STOCK MARKET PRICES
The Company’s common stock is listed on the New York Stock
Exchange under the symbol JNJ. The composite market price

ranges for Johnson & Johnson common stock during 2007 and
2006 were;

Vo

First quarter $68.22 59.87} 63.10 56.70
Second quarter 6545 59.95| 6200 57.32
Third quarter 6575 B59.72: 6513 59.68
Fourth quarter 68.75 6355| 6941 64.50
Year-end close $67.38 66.02
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Cautionary Factors That May Affect
Future Results

This Annual Report contains forward-looking statements.
Forward-looking statements do not relate strictly to historical

or current facts and anticipate results based on management’s
plans that are subject to uncertainty. Forward-looking state-
ments may be identified by the use of words such as "plans,”
"expects,” "will,” "anticipates,” “estimates” and other words of
similar meaning in conjunction with, among other things, discus-
sions of future operations, financial performance, the Company's
strategy for growth, product development, regulatory approval,
market position and expenditures.

Forward-looking statements are based on current expecta-
tions of future events. The Company cannot guarantee that
any forward-looking statement will be accurate, although the
Company believes that it has been reasonable in its expectations
and assumptions. Investors should realize that if underlying
assumptions prove inaccurate or that unknown risks or uncer-
tainties materialize, actual results could vary materially from the
Company's expectations and projections. Investors are therefore
cautioned not to place undue reliance on any forward-looking
statements. The Company does not undertake to update any for-
ward-looking statements as a result of new information or future
events or developments.

Risks and uncertainties include general industry conditions
and competition; economic conditions, such as interest rate and
currency exchange rate fluctuations; technological advances,
new products and patents attained by competitors; challenges
inherent in new product development, including obtaining regu-
latory approvals; challenges to patents; U.S. and foreign health
care reforms and governmental laws and regulations; trends
toward health care cost containment; increased scrutiny of the
health care industry by government agencies; product efficacy or
safety concerns resulting in product recalls or regulatory action.

The Company's report on Form 10-K for the year ended
December 30, 2007 includes, in Exhibit 99, a discussion of
additional factors that could cause actual results to differ from
expectations. The Company notes these factors as permitted
by the Private Securities Litigation Reform Act of 1995,
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Notes to Consolidated Financial Statements

1. Summary of Significant Accounting Policies
PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include the accounts of
Johnson & Johnson and subsidiaries (the “Company”). Inter-
company accounts and transactions are eliminated.

DESCRIPTION OF THE COMPANY AND BUSINESS SEGMENTS
The Company has approximately 119,200 employees worldwide
engaged in the research and development, manufacture and sale
of a broad range of products in the health care field. The Com-
pany conducts business in virtually all countries of the world and
its primary focus is on products related to human health

and well-being.

The Company is organized into three business segments:
Consumer, Pharmaceutical and Medical Devices and Diagnostics.
The Consumer segment manufactures and markets a broad range
of products used in the baby care, skin care, oral care, wound
care and women's health care fields, as well as nutritional
and over-the-counter pharmaceutical products. These products
are marketed principally to the general public and sold both to
wholesalers and directly to independent and chain retail outlets
throughout the world. The Pharmaceutical segment includes
products in the following therapeutic areas: anti-infective,
antipsychotic, cardiovascular, contraceptive, dermatology, gas-
trointestinal, hematology, immunology, neurclogy, oncology,
pain management, urclogy and virolegy. These products are
distributed directly to retailers, wholesalers and health care
professionals for prescription use by the general public. The Medical
Devices and Diagnostics segment includes a broad range of prod-
ucts used principally in the professional fields by physicians,
nurses, therapists, hospitals, diagnostic laboratories and clinics.
These products include Cordis’ circulatory disease management
products; DePuy's orthopaedic joint reconstruction and spinal
care products; Ethicon's wound care and women's health
products; Ethicon Ende-Surgery's minimally invasive surgical
products; LifeScan’s blood glucose monitoring and insulin delivery
preducts; Ortho-Clinical Diagnostics' professional diagnostic
products and Vision Care’s disposable contact lenses.

NEW ACCOUNTING PRONOUNCEMENTS

In June 2006, the Financial Accounting Standards Board (FAS8)
issued FASB Interpretation 48 (FIN 48), Accounting for Uncer-
tainty in Income Taxes — an interpretation of FASB Statement No.
105. This interpretation prescribes a recognition threshold and
measurement attribute for the financial statement recognition
and measurement of a tax position taken or expected to be taken
in a tax return. The interpretation also provides guidance on
derecognition, classification and other matters. FIN 48 is effec-
tive for the fiscal year 2007 and the Company adopted it in the
first quarter of 2007.

In September 2006, the FASB issued Statement of Financial
Accounting Standards (SFAS) No. 157, Fair Value Measurements.
This statement defines fair value, establishes a framework for
measuring fair value in generally accepted accounting principles,
and expands disclosures about fair value measurements. The
statement is effective in the fiscal first quarter of 2008 except for
non-financial assets and liabilities recognized or disclosed at fair
value on a recurring basis, for which the effective date is fiscal
years beginning after November 15, 2008. The Company believes

that the adoption of SFAS No. 157 will not have a material effect
on its results of operations, cash flows or financial position.

In February 2007, the FASB issued SFAS No. 159, Fair Value
Option for Financial Assets and Financial Liabilities, which permits
an entity to measure certain financial assets and financial liabili-
ties at fair value. SFAS No. 159 is effective for fiscal year 2008
and the Company will adopt accordingly. The Company is assessing
the impact of the adoption of SFAS No.159 and currently does not
believe that the adoption will have a material impact on its
results of operations, cash flows or financial position.

In December 2007, FASB issued SFAS No. 141(R), Business
Combinations, and No. 160, Noncontrofling Interests in Consolidated
Financial Staternents. These statements aim to improve, simplify,
and converge internationally the accounting for business combi-
nations and the reporting of noncontrolling interests in consoli-
dated financial statements. These statements are effective for
fiscal years beginning after December 15, 2008, SFAS No. 141(R)
will have a significant impact on the manner in which the Company
accounts for future acquisitions beginning in the fiscal year
2009, Significant changes include the capitalization of IPR&D,
expensing of acquisition related restructuring actions and
transaction related costs and the recognition of contingent
purchase price consideration at fair value at the acquisition
date. The Company believes that the adoption of SFAS No.
141(R} and SFAS No. 160 will not have a material effect on its
results of operations, cash flows or financial position.

EITF Issue O7-1: Accounting for Collaborative Arrangements
Related to the Development and Commercialization of Intellectual
Property. This issue is effective for financial statements issued for
fiscal years beginning after December 15, 2008, This issue
addresses the income statement classification of payments made
between parties in a collabarative arrangement. The adoption of
EITF O7-1is not expected to have a significant impact on the
Company's results of operations, cash flows or financial position,

EITF Issue 07-3: Accounting for Nonrefundable Advance Pay-
ments for Goods or Services Received for Use in Future Research and
Development Activities. This issue is effective for financial state-
ments issued for fiscal years beginning after December 15, 2007.
This issue requires nonrefundable advance payments for
research and development to be capitalized and recognized as
an expense as retated goods are delivered or services are per-
formed. The adoption of EITF 07-3 is not expected to have a sig-
nificant impact on the Company's results of operations, cash
flows or financial position.

CASH EQUIVALENTS
The Company considers securities with maturities of three
months or less, when purchased, to be cash equivalents.

INVESTMENTS

Short-term marketable securities are carried at cost, which
approximates fair value. Investments classified as available-for-
sale are carried at estimated fair value with unrealized gains and
losses recorded as a component of accumulated other compre-
hensive income. Long-term debt securities that the Company has
the ability and intent to hold until maturity are carried at amortized
cost, which also approximates fair value. Management determines
the apprepriate classification of its investment in debt and equity
securities at the time of purchase and re-evaluates such determi-
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nation at each balance sheet date. The Company periodically
reviews its investments in equity securities for impairment and
adjusts these investments to their fair value when a decline in
market value is deemed to be other than temporary.

PROPERTY, PLANT AND EQUIPMENT AND DEPRECIATION
Property, plant and equipment are stated at cost. The
Company utilizes the straight-line method of depreciation
over the estimated useful lives of the assets:

Building and building equipment 20-40 years
Land and leasehold improvements 10-20 years
Machinery and equipment 2-13 years

The Company capitalizes certain computer software and devel-
opment costs, included in machinery and equipment, when
incurred in connection with developing or obtaining computer
software for internal use. Capitalized software costs are amor-
tized over the estimated useful lives of the software, which
generally range from 3 to 5 years.

The Company reviews long-lived assets to assess recover-
ability using undiscounted cash flows. When necessary, charges
for impairments of long-lived assets are recorded for the amount
by which the present value of future cash flows is ess than the
carrying value of these assets,

REVENUE RECOGNITION

The Company recognizes revenue from product sales when the
goods are shipped or delivered and title and risk of loss pass to
the customer. Provisions for certain rebates, sales incentives,
trade promotions, product returns and discounts to customers
are accounied for as reductions in sales in the same period the
related sales are recorded.

Product discounts granted are based on the terms of
arrangements with direct, indirect and other market participants,
as well as market conditions, including prices charged by com-
petitors. Rebates, the largest being the Medicaid rebate provi-
sion, are estimated based on sales terms, historical experience,
trend analysis and projected market conditions in the various
markets served. The Company evaluates market conditions for
products or groups of products primarily through the analysis of
wholesaler and other third party sell-through and market
research data, as well as internally generated information.

Sales returns are generally estimated and recorded based on
historical sales and returns information, Products that exhibit
unusual sales or return patterns due to dating, competition or
other marketing matters are specifically investigated and analyzed
as part of the accounting for sales return accruals. Sales returns
allowances represent a reserve for products that may be returned
due to expiration, destruction in the field, or in specific areas, prod-
uct recall. The returns reserve is based on historical return trends
by product and by market as a percent to gross sales.

Promotional programs, such as product listing allowances
and cooperative advertising arrangements, are recorded in the
year incurred. Continuing promotional programs include
coupons and volume-based sales incentive programs. The
redemption cost of consumer coupons is based on historical
redemption experience by product and value. Velume-based
incentive programs are based on the estimated sales volumes for
the incentive period and are recorded as products are sold. The
Company also earns service revenue for co-promotion of certain

arrangements containing customer acceptance criteria are evalu-
ated to determine the appropriate amounts to be deferred.

In addition, the Company enters into collaboration arrange-
ments, which contain multiple revenue generating activities. The
revenue for these arrangements is recognized as each activity is
performed or delivered, based on the relative fair vatue. Upfront
fees received as part of these arrangements, for which no further
performance obligations exist, are recognized as revenue on the
earlier of receipt of payment or collection is assured. If perform-
ance obligations exist, the Company will defer the upfront fees
and recognize as earned over the obligation period.

SHIPPING AND HANDLING

Shipping and handling costs incurred were $334 million, $693 mil-
lion and $736 million in 2007, 2006 and 2005, respectively, and
are included in selling, marketing and administrative expense. The
amount of revenue received for shipping and handling is less than
0.5% of sales to customers for all pericds presented,

INVENTORIES
Inventories are stated at the lower of cost or market determined
by the first-in, first-out method.

INTANGIBLE ASSETS AND GOODWILL

SFAS No. 142 requires that goodwill and non-amortizable intan-
gible assets be assessed annually for impairment. The Company
completed the annual impairment test for 2007 in the fiscal
fourth quarter and no impairment was determined. Future
impairment tests will be perfarmed annually in the fiscal fourth
quarter, or sooner if a triggering event occurs.

Intangible assets that have finite useful lives continue to be
amortized over their useful lives, and are reviewed for impair-
ment when warranted by economic conditions. See Note 7 for
further details on Intangible Assets.

FINANCIAL INSTRUMENTS

The Company follows the provisions of SFAS No. 133, Accounting
for Derivative instruments and Hedging Activities, as amended. SFAS
No. 133 requires that all derivative instruments be recorded on the
balance sheet at fair value. Changes in the fair value of derivatives
are recorded each period in current earnings or other comprehen-
sive income, depending on whether the derivative is designated as
part of a hedge transaction, and if so, the type of hedge transaction.

The Company uses forward exchange contracts to manage
its exposure to the variability of cash flows, primarily related to
the foreign exchange rate changes of future intercompany prod-
uct and third party purchases of raw materials denominated in
foreign currency. The Company also uses currency swaps to man-
age currency risk primarily related to borrowings. Both of these
types of derivatives are designated as cash flow hedges. Addition-
ally, the Company uses forward exchange contracts to offset its
exposure to certain foreign currency assets and liabilities. These
forward exchange contracts are not designated as hedges and
therefore, changes in the fair values of these derivatives are
recognized in earnings, thereby offsetting the current earnings
effect of the related foreign currency assets and liabilities.

The designation as a cash flow hedge is made at the entrance
date into the derivative cantract. At inception, all derivatives are
expected to be highly effective. Changes in the fair value of a
derivative that is designated as a cash flow hedge and is highly
effective are recorded in accumulated other comprehensive
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income until the underlying transaction affects earnings, and are
then reclassified to earnings in the same account as the hedged
transaction. The fair vatue of a derivative instrument (i.e., forward
foreign exchange contract, currency swap) is the aggregation, by
currency, of all future cash flows discounted to its present value at
prevailing market interest rates and subsequently converted to
the U.S. Dollar at the current spot foreign exchange rate.

On an ongoing basis, the Company assesses whether each
derivative continues to be highly effective in offsetting changes
in the cash flows of hedged items. If and when a derivative is no
fonger expected to be highly effective, hedge accounting is dis-
continued. Hedge ineffectiveness, if any, is included in current
period earnings, and was insignificant in 2007, 2006 and 2005.

The Company documents all relationships between hedged
items and derivatives. The overall risk management strategy
includes reasons for undertaking hedge transactions and entering
into derivatives. The objectives of this strategy are: (1) minimize
foreign currency exposure's impact on the Company’s financial
performance; (2) protect the Company's cash flow from adverse
movements in foreign exchange rates; (3) ensure the appropriate-
ness of financial instruments; and (4) manage the enterprise risk
associated with financial institutions.

PRODUCT LIABILITY

Accruals for product liability claims are recorded, on an undis-
counted basis, when it is probable that a liability has been incurred
and the amount of the liability can be reasonably estimated based
on existing information. The accruals are adjusted periodically as
additional information becomes available. As a result of cost and
availability factors, effective November 1, 2005, the Company
ceased purchasing third-party product liability insurance. Based on
the availability of prior coverage, receivables for insurance recover-
ies related to product liability claims are recarded on an undis-
counted basis, when it is prebable that a recovery will be realized.

RESEARCH AND DEVELOPMENT

Research and development expenses are expensed as incurred.
Upfront and milestone payments made to third parties in con-
nection with research and development collaborations are
expensed as incurred up to the point of regulatory approval. Pay-
ments made to third parties subsequent to regulatory approvai
are capitalized and amortized over the remaining useful life of
the related product. Amounts capitalized for such payments are
included in other intangibles, net of accumulated amortization.

ADVERTISING

Costs associated with advertising are expensed in the year incurred
and are included in the selling, marketing and administrative
expenses, Advertising expenses worldwide, which are comprised of
television, radio, print media and Internet advertising, were $2.7 bil-
lion in 2007, $1.9 billion in 2006 and $2.1 billion in 2005.

INCOME TAXES
The Company intends to continue to reinvest its undistributed
international earnings to expand its international operations;
therefore, no U.S. tax expense has been recorded to cover
the undistributed portion not intended for repatriation, At
December 30, 2007 and December 31, 2006, the cumulative
amount of undistributed international earnings were approxi-
mately $24.2 billion and $17.9 billion, respectively.

Deferred income taxes are recognized for tax consequences
of temporary differences by applying enacted statutory tax rates,

applicable to future years, to differences between the financial
reporting and the tax basis of existing assets and liabilities.

NET EARNINGS PER SHARE

Basic earnings per share is computed by dividing net earnings
available to common shareholders by the weighted average
number of common shares outstanding for the period. Diluted
earnings per share reflects the potential dilution that could oceur
if securities were exercised or converted into common stock
using the treasury stock method.

USE OF ESTIMATES

The preparation of consolidated financial statements in
conformity with accounting principles generally accepted in the
U.S. requires management to make estimates and assumptions
that affect the amounts reported. Estimates are used when
accounting for sales discounts, rebates, allowances and incen-
tives, product liabilities, income taxes, depreciation, amortization,
employee benefits, contingencies and intangible asset and liabil-
ity valuations. For instance, in determining annual pension and
post-employment benefit costs, the Company estimates the rate
of return on plan assets, and the cost of future health care bene-
fits. Actual results may or may not differ from those estimates.

b

ANNUAL CLOSING DATE

The Company follows the concept of a fiscal year which ends on the
Sunday nearest to the end of the month of December, Normally
each fiscal year consists of 52 weeks, but every five or six years, the
fiscal year consists of 53 weeks.

2. Inventories
At the end of 2007 and 2006, inventories were comprised of:

{Dollars in Millions) 2007 2006
Raw materials and supplies $ 905 980
Goods in process 1,384 1,253
Finished goods 2,821 2,656

$5,110 4,889

3. Property, Plant and Equipment
At the end of 2007 and 2006, property, plant and equipment at
cost and accumulated depreciation were:

(Dallars in Millipns) 2007 2006
Land and land improvements $ 756 611
Buildings and building equipment 7,913 7,347
Machinery and equipment 14,554 13,108
Construction in progress 3,243 2,962
26,466 | 24,028

Less accurnulated depreciation 12,281 10,584
$14,185| 13,044

The Company capitalizes interest expense as part of the cost
of construction of facilities and equipment. Interest expense
capitalized in 2007, 2006 and 2005 was $130 million, $118 mil-
lion and $111 million, respectively.

Depreciation expense, including the amortization of capital-
ized interest in 2007, 2006 and 2005 was $1.9 billion, $1.6 billion
and $1.5 billion, respectively.
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or amortization are eliminated from the asset and accumulated
depreciation accounts, respectively. The difference, if any, between
the net asset value and the proceeds is recorded in earnings.

4, Rental Expense and Lease Commitments
Rentals of space, vehicles, manufacturing equipment and
office and data processing equipment under operating leases
were approximately $302 million in 2007, $285 million in 2006
and $248 million in 2005.

The approximate minimum rental payments required under
operating leases that have initial or remaining noncancelakle
lease terms in excess of one year at December 30, 2007 are:

(Daollars in Millions) After
2008 009 2010 201 2012 2012 - Total
$183 151 119 94 77 113 737

Commitments under capital leases are not significant.

5. Employee Related Obligations
At the end of 2007 and 2006, employee related obligations were:

(Doltars in Millions) 007 2006
Pension benefits $2,014| 2,380
Postretirement benefits 2,134 | 2,009
Postemployment benefits 1119 781
Deferred compensation 740 631

6,007 | 5,801
Less current benefits payable 605 217
Employee related obligations $5,402 | 5,584

Prepaid employee related obligations of $481 million and
$259 miillion for 2007 and 2006, respectively, are included in
other assets on the consolidated balance sheet.

6. Borrowings
The compoenents of fong-term debt are as follows:

Effective Effective

(Dollars in Millions) 2007 Rate% 2006 Rate%
3% Zero Coupon

Convertible Subordinated

Debentures due 2020 $ 178 3.00 182  3.00
4.95% Debentures due 2033 500 4.95 500 4.95
3.80% Debentures due 2013 500 3.82 500 3.82
6.95% Notes due 2029 294 714 293 7.14
6.73% Debentures due 2023 250 6.73 250 673
6.625% Notes due 2009 199 6.80 199 6.80
5.55% Debentures due 2017 1,000 555 — —
5.95% Notes due 2037 995 5.99 — -
5.50% Notes due 2024

(500 GBP19%44)@ 989 571 — —
4.75% Notes due 2019

(1B Euro 1.4573)@ 1,447 535 — —
515% Debentures due 2012 599 518 — —
Other (Includes Industrial

Revenue Bonds) 132 — 99 -

7,083 5.470 2,023 5.230
Less current portion 9 — S -
$7,074 2,014

M Weighted average effective rote.

TRES (G R E
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The Company has access to substantial sources of funds at
numerous banks worldwide. Total credit available to the
Company approximates $8.0 billion of which $6.4 billion expire
September 25, 2008, and $1.6 billion expire September 27, 2012.
Interest charged on borrowings under the credit line agreements
is based on either bids provided by banks, the prime rate or
London Interbank Offered Rates (LIBOR), plus applicable mar-
gins. Commitment fees under the agreements are not material.

The Company filed a shelf registration with the Securities
and Exchange Commission that became effective Novemnber 13,
2006 and which enables the Company to issue up to $10 billion
in debt securities and warrants to purchase debt securities. The
Company issued bonds in August 2007 for a total of $2.6 billion
and in November 2007 for a total of $2.4 billion for general
corporate purposes and the Common Stock repurchase pro-
gram in 2007. At December 30, 2007 the Company had
$5.0 billion remaining on the shelf registration.

On July 28, 2000, ALZA Corporation, a subsidiary of the
Company completed a private offering of the 3% Zero Coupon
Convertible Subordinated Debentures, which were issued at a
price of $551.26 per $1,000 principal amount at maturity. At
December 30, 2007 the outstanding 3% Debentures had a total
principal amount at maturity of $ 258.8 million with a yield to
maturity of 3% per annum, computed on a semiannual bond
equivalent basis. There are no periodic interest payments. Under
the terms of the 3% debentures, holders are entitled to convert
their debentures into approximately 15.0 million shares of
Johnson & Johnson common stock at a price of $40.102 per
share. Approximately 1.4 million shares have been issued as of
December 30, 2007, due to voluntary conversions by note hold-
ers. At the option of the holder, the 3% Debentures may be
repurchased by the Company on July 28, 2008 or 2013, at a
purchase price equal to the issue price plus accreted original
issue discount to such purchase date. The Company, at its
option, may elect to deliver either Johnson & Johnson common
stock or cash, or a combination of stock and cash, in the event of
repurchase of the 3% Debentures. The Company, at its option,
may also redeem any or all of the 3% Debentures after july 28,
2003 at the issue price plus accreted original issue discount. At
December 30, 2007 and December 31, 2006, the fair value
based on quoted market value of the 3% Debentures was $240.0
million and $250.7 million, respectively.

Short-term borrowings and the current portion of long-term
debt amounted to approximately $2.5 billion at the end of 2007,
of which $2.0 billion was raised under the Commercial Paper
Program. The remainder represents principally local borrowing
by international subsidiaries.

Aggregate maturities of long-term obligations commencing
in 2007 are:

(Dollars in Millions) After
2008 2009 2010 0m 2012 012
$9 247 5 23 628 6,171

CERTAIN BUSINESS RELATIONSHIPS

A member of the Company's Board of Directors is the former
Chief Executive Officer of a major bank. This bank has provided
services to the Company, for which the payments made were not N
significant for either the Company or the bank in 2007, 2006
or 2005. The Company plans to engage the bank to provide
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The increase in the 2006 tax rate was mainly due to the reversal
of a tax liability of $225 million reported in the 2005 tax provi-
sion which resulted from a technical correction to the American
Jobs Creation Act of 2004. This was partially offset by a benefit
reported in 2006 for the reversal of tax allowances of $134 mil-
lion associated with the international business.

Temporary differences and carry forwards for 2007 and
2006 are as follows:

3

006
Deferred Tax

Asset Liabifity

007
Deferred Tax

Asset Liability

{Doflars in Millions)

Employee related obligations $1,727 1,691
Stock based compensation 1,173 1,006
Depraciation {(463) (450}
Non-deductible intangibles (1,554) (2,263)
International R&D capitalized

for tax 1,773 1,483
Reserves & liabilities 1,155 845
Income reported for tax purpases 487 373
Miscellaneous international 1,011 (127) 663 (298}
Capitalized intangibles 89 126
Miscellaneous U.S. 708 747
Total deferred income taxes $8,123 (2,144)| 6,934 (3,011)

The difference between the net deferred tax on income per
the balance sheet and the net deferred tax above is included in
taxes on income on the balance sheet.

The Company adopted FIN No. 48, Accounting for Uncer-
tainty in Income Taxes effective January 1, 2007 which resulted in
the recognition of an additional $19 million of previously unrec-
ognized tax benefits, with the corresponding adjustment
to retained earnings. The Company had $1.3 billion of gross
unrecognized tax benefits, $1.1 billion net unrecognized tax bene-
fits, as of January 1, 2007 including the previous adjustment
mentioned above. The Company classifies liabilities for unrecog-
nized tax benefits and related interest and penalties as long-term
liabilities. Interest expense and penalties related to unrecognized
tax benefits are classified as income tax expense. During the year
ended December 30, 2007 the Company recognized $42 million
of interest income and $58 million of interest expense, with an
after-tax impact net impact of $10 million. The total amount of
accrued interest was $187 million and $171 million in 2007 and
2006, respectively.

The following table summarizes the activity related to
unrecognized tax benefits:

{Dollars in Millions)  Total

Balance as of January 1, 2007 $1,262
Increases related to current year tax pasitions 487
Increases related to prior period tax positions 77
Decreases related to prior periad tax positions (117)
Settlements (14)
Lapse of statute of limitations 42
Balance as of December 30, 2007 $1,653

Included in the unrecognized tax benefits of approximately $1.7
billion at December 30, 2007, are $1.4 billion of potential tax
benefits that, if recognized, would affect the Company’s annual
effective tax rate, The Company conducts business and files tax
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returns in numerous countries and currently has tax audits in
progress with a number of tax authorities. The U.S. Internal
Revenue Service {IRS) has completed the audit for tax years
through 1999; however, the years 1996 though 1999 remain
open while a limited number of issues are being considered at
the IRS appeals level, which the Company expects to be resolved
within the next twelve months. In other major jurisdictions where
the Company conducts business, the years remain open generally
back to the year 2001 with some jurisdictions remaining open
as far back as 1995. The Company does not expect that the total
amount of unrecognized tax benefits will significantly change
over the next twelve months. The Company does not expect a
significant payment within the next twelve months, and is not
able to provide a reasonably reliable estimate of the timing of
any future tax payments, relating to uncertain tax positions.

9. International Currency Translation

For translation of its subsidiaries operating in non-U.5. Dollar cur-
rencies, the Company has determined that the local currencies of its
international subsidiaries are the functional currencies except those
in highly inflationary economies, which are defined as those which
have had compound cumulative rates of inflation of 100% or more
during the past three years, or where a substantial portion of its
cash flows are not in the local currency.

In consolidating international subsidiaries, balance sheet
currency effects are recorded as a component of accumulated
other comprehensive income. This equity account includes the
results of translating all balance sheet assets and liabilities at cur-
rent exchange rates, except for those located in highly inflationary
economies. The translation of balance sheet accounts for highly
inflationary economies are reflected in the operating results.

An analysis of the changes during 2007, 2006 and 2005 for
foreign currency translation adjustments is included in Note 12.

Net currency transaction and translation gains and losses
included in other (income) expense were losses of $23 million,
$18 million and $32 million in 2007, 2006 and 2005, respectively.

/ /////

10. Common Stock, Stock Option Plans and
Stock Compensation Agreements
STOCK OPTIONS
At December 30, 2007, the Company had 15 stock-based com-
pensation plans. The shares outstanding are for contracts under
the Company's 1995 and 2000 Stock Option Plans, the 2005
Long-Term Incentive Plan, the 2000 Stock Compensation Plan,
the 1997 Non-Employee Directer's Plan and the Centocor, Inno-
vasive Devices, ALZA, Inverness, and Scios Stock Option Plans.
During 2007, no options or restricted shares were granted
under any of these plans except under the 2005 Long-Term
Incentive Plan.

The compensation cost recorded under SFAS No. 123(R)
that has been charged against income for these plans was
$698 million for 2007, $659 miillion for 2006 and $540 million
for 2005. The total income tax benefit recognized in the income
statement for share-based compensation costs was $238 million
for 2007, $228 million for 2006 and $189 million for 2005.
Share-based compensation costs capitalized as part of inventory
were insignificant in all periods.

Stock options expire 10 years from the date of grant and

vest over service periods that range from six months to five

//




L R



==

- [
=]
b=
~

7 \
=15
\ i~ o O
i O oy
O G| od
™ M
o
oo
ad LinS
ol ey
| D

\\\
0| | - o~ < |
24k a8 > N W W |
AR RS et o e W <r 00|
O o | eo — ~ ~ il e
i |0 ™~ M|
st wiwo o ~o o] E o m oo | o
- ~|w S MEAECIEEuli o < N W
o|en e ~ i = ala
N0 = J 9| S

NI
nN|gy o
m| = O
INTE=AE )
e~

gt n|s|lo m|oig] FHES o =
O~
N~
mlio o
N~

%
263
E| S I8
£ = i
S <f
2
2

LR o o o
|~ Nap]

w0

s B
= o~ 3

2

- |38

]~ <~ 2|7 In]| BHE= © | @
1 S e S A ol BRI~ < o< 10
E ™ 2 M wn 5| ~ [N

WWWWW
S R=oai

. nl
] o —@ w g
-2 EEx8 £
5o g =Z3§ s

8 @ g
A S H8E 3
Ecw gy

o o B = = & o
SS..uﬂ.mm..i..m.".

T E 5B
e obw

o BT = B

]

= oo £ 8 g

(SN [= -]

= = R = N -..T.Opnoo —
[ 2 o1

5 2 IIBHE.3Z2 S5l 2S5

W

= e E=- s> _ E 8 E=¢8 % M
E = he] S = @ 5 S 23 T
2 59 ® U = £ = 3
] =} S 5 & 8 94 = = 4 T
aaaaaaa




T e N A NS S e I

= '

..... = —
m..m:_mmm.mn S,m.m”..% ] G5 8 o S5 © o5 c

= m — v =

@ 5% F w002 = SREF L E wcSpg LE¢@ £ PV ECC I
2ExEt o=z E S € 6> C 5608 T 2298 EaFRIG=
= E £ = =
EL8 oz S5EC 5 = T 0 v Qe Qs C S C c &g @ .

== 82, € 3c. 20 -t o= g Qu g s 3 £ &

~ = = = = o c e 1] <t}

- Y 0o | @ c 5 Q5 00 I.HSMWW heoco..mmanm n 3
@ L2 = 5 2 =

" = [ -
T = A & 25583
= (1 I Y Il wt S O

w 3 G EP2g 8o wdy o - & 5 = TE . :
L I R = 2 - 32c98y 2XYcTC EEeBoeEfEofEnZ
BY ¢ B >2 @8 C5 EYcEL LTS = S = 3 aOmnePerT.oo_.ri
PEQ 68T 8= 8550 wSELz 2ESQRESsZTeElvuged
R ~A= 250485 [ IR TR Ty = 2 c « o gl P SW Y sEzx EWm

o b =)

] O T = 2

nsna..n.m.ﬂeubm.mmomdt

0z = - o © 35 & > - 5}

0 @ = £ > E & a e ® n 2 = o L © © £
853 cEToxg gk §Eo8sa®cEl WWm.mnWmsmmﬂmm\&,mtmmum
= S = o .= O X o L) N ol U = @ a T a R Y B =
ﬂanm.mgn.).arvm.m.m Mw,rmmosmo mmmm,m = Aams el Z 4= =
Fad = = ¢ oo S5 oW /R = O .= a [ o el = vy —
mC c o L = c 2 < o Qg . - c w =9 — 5t ¢ c
B0ESEE2REcSf 283202 oy edi0 e IR s Tt

v e = B = s oo b= = o =1 z w w = wn

== 2 5EoRw2QPE E 5 E'E 25022585 SSugs 28

|71 B

= o = x
g O o]
mrr.HS Oee

QP = = [H [+1}

a [ ] = m meﬂ nmvmhu

i P SE2 oSS E Bl €825 C¥T5 0GTs
c .= = ] =W ar = s o [:1] = o O O (=% P P
= € 5 [ e — o % &< E [ . .

392z O £ Pw il S Pwif s ¥widg S Eow g8 8g 3

g5 S EEREs S S EEEEES Y E2ntE S o g = =

g 2= T U S aﬂzzzrﬂuc.maﬂzﬂncc.m_bann..zo

=

Apo v P = - b4
| et ' T S @£ L8 @ - S E8L£EBLE S T2 T8E T

£ L BRT BRo
o) 1]
TTTTTTTTT



%
2



b
=
=
o~

o

526__01_ﬂ...18 Tt || jelE | HNE ed | |=
NN ao |« 0 e TS <t Y il o WM < = <
~ o~ —

=

.

w

=
ol
a.
=

o
c
1]

b
s

Wl T 0 M|~
- —m

-

?/

ANONMNE RN o o oo~ o™~| m
M~ )~ = Ot~ O M~ |0 SCY<~O0 cwulm
— i wn == = M — O N M = |

T

W

Sl QMO N OO SN QMM NN = Mo
= O WML AT OMO M < v O ML oM™ |(o
WO N WO o2 =t N O Ly M had <, ™

77
.

5 8% 5%

b

%

= (=] w1

@ 9w a S 29 a o =g =

o = = = c = w B l.E VI = w|lo =
= c 8 E 2SR5 =25 © sheawnmﬂa

=

== o = o 3 §F do = = 8 5 0 COgr.tﬂoﬂsm.IgSrMMﬁmn

&= L= o = ‘™ n oo [~

kT E EfNasEg® EIESEE "TE5E T g|B2RBT ElEEE = SElae 5

|Cd.[.MP.D|

b

= . ) E © [*.] = = A =

= 1T B 82 g € almE aaaw 2o o 3 o E e e m oo O

= R Y 55 .9 g = O o g2 v 3 o\ - == e | B N g 2 = .F O
m.amm,mm MnﬂupEd.m;M.MY.Emmm.Etum "R o X s22 5 8 Elwg

= ) o w1 o = v
L7 e = E s euwraanm.._ul

= o 3O EE 2 =

Lo O£ g R m s M B oo dokmes«— 9 & e K o = =3
Sles:cc38 ey L s5|cBec88gct Eegcx 8
2 mem.lamc.WU&unmhhco,lat.weﬁhmmouo.m o =
A S|l A En <S5 O b dladdadlSalba D IH=Z2T=2L (=24




~—

@ ~ ~lo <o = o0 | 00 5 ER o 2 \

o = =] Ol oo @ Q & 1= M|~ =22 N - 3 £ \

P ] o s 5 ® nnle M~ m =)

@ M (]S TIE] £Es55 8 <o -~ I A (~ S e& 18

o ¥ S mf— O%D. v 3 K =z - =]

£ O [~ v bo = 0 - K

a o < el - 2

E c = & 5 v

u 5 ol - s oy T So5Ew 2 < B oo | 3

v E = DOy i~ 2= c =] e B

v 5 © g = — S5 ow 3 c =

QO S had = £ &P = @ N

[SU.1} © H]

“w— v [

o M + Q Q

o3 =S B |« nlo] @ 2 2 |2 = 2
Il © =} ) & o &
24 o K = MmNy = o NS ~ oo
= o ~ N g =1
= o " - A
L] ™~
- [U o A
= Il 5 <
tEH I alel - HEE (= [g] |=
s B R ULTANY B “ = | o S SN
= = ~ NS O M
—

eeeeee

=
© c

n s o ©

nnnnnn

S o=

oF f
L5 0=
o o vo

= L
N

Nl S8c5
D “in a)
rtnmn m.”

1] =
da £35

r
oo o 092 0O«
®m o0 adwm = C

= Q

]
e 2 3c
OOOOO

azE > c —
P EE8=T®

T C c
Wne cccccccc
3 L s2 @ 1 - BB EmEn_=

......
5w @S E
= c
Mo ez o OL

= c
. | = Q
Be] 5 o N h o

oo

[ [
SS9 S5 5 ©
2e28s s [ I - || | 29555
- .
Eo 255 wwm Ewo =
B5E£8E ®%5 .
e 2353 2

5 O

= ) o~

MMMMMM

CCCCC

SSSSSS

.....

= U mc3.,hamue

pn [ O
= E
e] Esgoom bt ®

[T} = Esm (=] =R T

@ 222 Elgs o) Oegl
.10; 3}
=

mmm
E © 1§ Q -~ =4 v =0 9
:2d3| 9825z T3 HEZS
s HE o

@ [T |

v




-

e

_
/ 4, Cash, Cash Equivalents and Marketable Securities
December 30, 2007 December 31, 2006
/ Amortized Unrealized Estimated Amortized Unrealized Estimated
{Dollars in Millions) Cost Gains/(Lossas) Fair Yalue Cost Gains/(Losses) Fair Value
% Current Investments
| / Cash $2,978 - 29781 1909 - 1,909
overnment securities
! and obligations 2,722 1 2,723 — —
§ Corporate debt securities 1,805 3 1,808 — -
Money market funds 407 — 407 1,116 —
/ Time depaosits 1,403 — 1,403 1,059 —
Total cash, cash equivalents and current marketable securities $9,315 4 9,319 4,084
Non-Current Investm
arketable securities

15. Financial Instruments 17. Mergers, Acquisitions and Divestitures

on derivatives included in accumulated other comprehensive statements from their respective dates of acquisition.
illi iti i i The 2007 acquisitions included: Conor Medsystems, Inc., a

been assigned to identifiable intangible assets, with any residual

-

component of other comprehensive income, are reclassified toearn-  of Conor Medsystems, Inc.
ings in the period when the forecasted transactions affect earnings.

hedges, to the Company's financial staternents was insignificant. flow projections discounted for the risk inherent in such projects.

CONCENTRATION OF CREDIT RISK sitions were accounted for by the purchase method and, accord-
The Company invests its excess cash in both deposits with major  ingly, results of operations have been included in the financial

eeeeeeeeeeeeeeeee

results subsequent to the acquisition date were not significant.

enhance the existing retirement programs covering eligible
eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee

on December 20, 2006 and the divestitures of KAOPECTATE®,
employee's contributions consistent with the provisions of the UNISOM®, CORTIZONE®, BALMEX® and ACT® products on
) < oligi ;

eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee
Company completed the divestiture of the ZANTAC® product

and the fiscal year
ended December 31, 2006, as if the Consumer Healthcare busi-
en ired as of the beginning of each
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divestitures and certain purchase accounting adjustments such
as the estimated changes in depreciation and amortization
expense on the acquired tangible and intangible assets. However,
pro forma results do not include any anticipated cost savings

or other effects of the planned integration of the Consumer
Healthcare business of Pfizer Inc. Accordingly, such amounts

are not necessarily indicative of the results if the acquisition had
occurred on the dates indicated or which may occur in the future,

Pro forma results

Year ended Year ended
December 31, January 3,
2006 2006

{Unaudited)

(Dollars in Millicns Except Per Share Data)

Net sales $57,115| 54,156
Net earnings 16,770 9,784
Diluted net earnings per share $ 3.64 3.26

During 2007, the Company completed the allocation of the
purchase price to the individual assets acquired and liabilities
assumed. The following table presents the completed allocation
of the purchase price for the Consumer Healthcare business of
Pfizer Inc. as of the date of the acquisition.

(Dollars in Miffrors)

Current assets $ 2,250
Property, plant and equipment 552
Deferred tax asset 499
Goodwilt 6,547
intangible assets 8,585
Total assets acquired $18,433
Current liabilities 1,085
Non-current liabilities 1,061
Total liabilities assumed % 2,156
et assets acquired $16,277

The acquisition of the Consumer Healthcare business of Pfizer
Inc. resulted in $6.5 billion in goodwill, which is allocated to the
Consumer segment.

The purchase price allocation to the identifiable intangible
assets before the effect of any amortization included in the
current period balance sheet is as follows:

(Dollars in Millions)

Intangible assets with determinable lives:

Brands $ 302
Patents and technology 321
Customer relationships 3,067
Total amostizable intangibles 3,690
Brands with indefinite lives 4,895
Total intangibte assets $8,585

The weighted average life of the $3,690 million of total
amortizable intangibles is approximately 31 years from the
date of acquisition.

The majority of the intangible asset valuation relates to
brands. The assessment as to brands that have an indefinite life
and those that have a determinable life was based on a number
of factors, including the competitive environment, market share,
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brand history, product life cycles, operating plan and the macro-
economic environment of the countries in which the brands

are sold. The brands that account for over 90% of the total value
of all indefinite-life brands include LISTERINE®, NICORETTE®,
NEQSPORIN®, SUDAFED®, BENADRYL®, VISINE® and
BENYLIN®, The determinable-life brands include PURELL®,
ACTIFED®, EFFERDENT® and other regional or country specific
brands. The determinable-life brands have asset lives ranging
from 5 to 40 years. The patents and technology intangibles are
concentrated in the upper respiratory, oral care, medicated skin
care, tobacco dependence and hair growth businesses and have
asset lives ranging from 5 to 20 years. The estimated customer
relationship intangible asset useful lives, ranging from 30 to 40
years, reflect the very low historical and projected customer
attrition rates among the Consumer Healthcare business of
Pfizer Inc.'s major retailer and distributor customers.

The IPR&D charge related to the acquisition of the
Consumer Healthcare business of Pfizer Inc. was $320 million on
a pre-tax basis and $217 million on an after-tax basis and is pri-
marily associated with rights obtained to the switch of ZYRTEC®
from U.S. prescription to over-the-counter status. The switch
was approved by the FDA effective November 2007. The value of
the IPR&D was calculated using cash flow projections dis-
counted for the risk inherent in such projects. A probability of
success factor of 95% was used to reflect inherent regulatory
risk as of the acquisition date and the discount rate applied
was 11%.

The Company completed the analysis of integration plans,
pursuant to which the Company is incurring costs primarily
related to the elimination of certain duplicate selling, general
and administrative functions between the two companies in
areas such as global business services, corporate staff and go-
to-market support, as well as excess manufacturing capacity.

In addition to the acquisition of the Consumer Healthcare
business of Pfizer Inc., 2006 acquisitions included: Animas Cor-
poration, a leading maker of insulin infusion pumps and related
praducts; Mand Innovations LLC, a privately held manufacturer
of fracture fixation products for the upper extremities; Future
Medical Systemns S.A., a privately held company that primarily
develops, manufactures and markets arthroscopic fluid manage-
ment systems; Vascular Control Systems, Inc,, a privately held
company focused on developing medical devices to treat fibroids
and to control bleeding in obstetric and gynecologic applications;
Groupe Venddme S.A,, a privately held French marketer of adult
and baby skin care products; ColBar Lifescience Ltd., a privately
held company specializing in reconstructive medicine and tissue
engineering and Ensure Medical, Inc., a privately held company
that develops devices for post-catheterization closure of the
femaoral artery.

Excluding the acquisition of the Consumer Healthcare
business of Pfizer Inc., the excess of purchase price over the
estimated fair value of tangible assets acquired in 2006
amounted to $1,209 million and has been assigned to identifiable
intangible assets, with any residual recorded to goodwill.
Approximately $239 million has been identified as the value of
IPR&D primarily associated with the acquisitions of Hand Inno-
vations LLC, Future Medical Systems S.A., Vascular Control Sys-
tems, Inc., ColBar Lifescience Ltd. and Ensure Medical, Inc.

The IPR&D charge related to the acquisition of Hand
Innovations LLC was $22 million and is associated with fracture
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repair technologies. The value of the IPR&D was calculated using
cash flow projections discounted for the risk inherent in such
projects. Probability of success factors ranging from 38-95%
were used to reflect inherent clinical and regulatory risk and the
discount rate applied was 17%.

The IPR&D charge related to the acquisition of Future
Medical Systems S.A. was $15 million and is associated with the
NEXTRA and DUO PUMP product technologies. The value of the
IPR&D was calculated using cash flow projections discounted for
the risk inherent in such projects. A probability of success factor
of 90% for both technologies was used to reflect inherent clinical
and regulatory risk and the discount rate applied was 22%.

The IPR&D charge related to the acquisition of Vascular
Control Systems, Inc. was $87 million and is associated with the
FLOSTAT system technology. The value of the IPR&D was calcu-
fated using cash flow projections discounted for the risk inherent
in such projects, A probability of success factor of 75% was used
to reflect inherent clinical and regulatory risk and the discount
rate applied was 21%.

The IPR&D charge related to the acquisition of ColBar
Lifescience Ltd. was $49 million and is associated with the
EVOLENCE® family of products, which are biodegradable dermal
fillers. The value of the IPR&D was calculated using cash flow

projections discounted for the risk inherent in such projects.

Probability of success factors ranging from 70 - 80% were used
to reflect inherent clinical and regulatory risk and the discount
rate applied was 21%.

The IPR&D charge related to the acquisition of Ensure
Medical, Inc. was $66 million and is associated with the femoral
artery closure device, The value of the IPR&D was calculated
using cash flow projections discounted for the risk inherent in
such projects. A probability of success factor of 75% was used to
reflect inherent clinical and regulatory risk and the discount rate
applied was 22%.

Certain businesses were acquired for $987 million in cash
and $141 million of liabilities assumed during 2005. These acqui-
sitions were accounted for by the purchase method and, accord-
ingly, results of operations have been included in the financial
statements from their respective dates of acquisition.

The 2005 acquisitions included: TransForm Pharmaceuti-
cals, Inc., a company specializing in the discovery of superior for-
rmulations and novel ¢crystalfine forms of drug molecules; Closure
Medical Corporation, a company with expertise and intellectual
property in the biosurgicals market; Peninsula Pharmaceuticals,
Inc., a bicpharmaceutical company focused on developing and
commercializing antibiotics to treat life-threatening infections;
and rights to all consumer and professionally dispensed
REMBRANDT® Brand of aral care products, such as whitening
toothpastes, strips, systems and mouth rinses.

The excess of purchase price over the estimated fair value
of tangible assets acquired amounted to $720 million and has
been assigned to identifiable intangible assets, with any residual
recorded to goodwill. Approximately $362 million has been iden-
tified as the value of IPR&D primarily associated with the acqui-
sitions of TransForm Pharmaceuticals, Inc., Closure Medical
Corporation and Peninsula Pharmaceuticals, Inc.

The IPR&D charge related to the acquisition of TransForm
Pharmaceuticals Inc. was $50 million and is associated with
research related to the discovery and application of superior for-
mulations. The value of the IPR&D was calculated using cash
flow projections discounted for the risk inherent in such projects.
The discount rate applied was 10%.

The IPR&D charge related to the acquisition of Closure
Medical Corporation was $51 million and is associated with
the OMNEX™ Surgical Sealant in vascular indications outside
Europe and in other potential indications worldwide. The value
of the IPR&D was calculated using cash flow projections dis-
counted for the risk inherent in such projects. A probability of
success factor of 90% for vascular indications and 60% for
all other indications was used to reflect inherent clinical and
regulatory risk. The discount rate applied to both vascular and
other indications was 15%.

The IPR&D charge related to the acquisition of Peninsula
Pharmaceuticals, Inc. was $252 million and is associated with the
development of doripenem, which is in Phase (Il clinical trials. The
value of the IPR&D was calculated using cash flow projections
discounted for the risk inherent in such projects. A probability of
success factor of 80% was used to reflect inherent clinical and
regulatory risk and the discount rate applied was 14%.

The remaining $9 million in IPR&D was associated with the
acquisition of international commercial rights to certain patents
and know-how in the field of sedation and analgesia from Scott
Lab, Inc. The value of the IPR&D was calculated using cash flow
projections discounted for the risk inherent in such projects.

The discount rate was 17%.

With the exception of the Consumer Healthcare business of
Pfizer Inc., supplemental pro forma information for 2007, 2006
and 2005 per SFAS No. 141, Business Combinations, and SFAS No.
142, Goodwill and Other Intangible Assets, is not provided, as the
impact of the aforementioned acquisitions did not have a mate-
rial effect on the Company’s results of operations, cash flows or
financial position.

Divestitures in 2007, 2006 and 2005 did not have a mate-
rial effect on the Company’s results of operations, cash flows or
financial position.

18. Legal Proceedings

PRODUCT LIABILITY

The Company is involved in numerous product tability cases in
the United States, many of which concern adverse reactions to
drugs and medical devices. The damages claimed are substan-
tial, and while the Company is confident of the adequacy of the
warnings and instructions for use that accompany such prod-
ucts, it is not feasible to predict the uttimate outcome of litiga-
tion. However, the Company believes that if any liability results
from such cases, it will be substantially covered by existing
amounts accrued in the Company's balance sheet and, where
available, by third-party product liability insurance.
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Multiple products of Johnson & Johnson subsidiaries are
subject to numerous product liability claims and lawsuits,
including ORTHO EVRA®, RISPERDAL®, DURAGESIC® and the
CHARITE™ Artificial Disc. There are approximately 4,000
claimants who have filed lawsuits or made claims regarding
injuries allegedly due to ORTHO EVRA®, 613 claimants with
respect to RISPERDAL®, 260 with respect to CHARITE™ and

49 with respect to DURAGESIC®. These claimants seek substan-
tial compensatory and, where available, punitive damages,

With respect to RISPERDAL®, the Attarneys General of five
states and the Office of General Counsel of the Commonwealth
of Pennsylvania have filed actions seeking reimbursement of
Medicaid or other public funds for RISPERDAL® prescriptions
written for off-label use, compensation for treating their citizens
for alleged adverse reactions to RISPERDAL®, civil fines or
penalties, punitive damages, or other relief. The Attorney Gen-
eral of Texas has joined a qui tam action in that state seeking
similar relief. Certain of these actions also seek injunctive relief
relating to the promotion of RISPERDAL®. The Attorneys General
of a number of other states have indicated a potential interest
in pursuing similar litigation against the company’s Janssen
subsidiary, and have obtained a tolling agreement staying the
running of the statute of limitations while they inquire into the
issues. In addition, there are six cases filed by union health plans
seeking damages for alleged overpayments for RISPERDALE,
several of which seek certification as class actions.

Numerous ¢laims and lawsuits in the United States relating
to the drug PROPULSID®, withdrawn from general sale by the
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pending in Canada, where a class action of persons alleging
adverse reactions to the drug has been certified.

AFFIRMATIVE STENT PATENT LITIGATION

In patent infringement actions tried in Delaware Federal District
Court in late 2000, Cordis Corporation (Cordis), a subsidiary of
Johnson & Johnson, obtained verdicts of infringement and patent
validity, and damage awards against Boston Scientific Corpora-
tion (Boston Scientific} and Medtronic AVE, Inc. (Medtronic}
based on a number of Cordis vascular stent patents. In Decem-
ber 2000, the jury in the damage action against Boston Scientific
returned a verdict of $324 million and the jury in the Medtronic
action returned a verdict of $271 million. The Court of Appeals
for the Federal Circuit recently upheld liability in these cases and
returned the cases to the District Court for further proceedings,
including on damages.

Cordis also has an arbitration claim against Medtronic
accusing Medtronic of infringement by sale of stent products
introduced by Medtronic subsequent to its products subject to
the earlier action referenced above. Those subsequent products
were found to have been licensed to Medtronic pursuant to a
1997 license by an arbitration panel in March 2005. Further arbi-
tration proceedings will determine whether royalties are owed
for those products.

TORCONS
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In January 2003, Cordis filed a patent infringement action
against Boston Scientific in Delaware Federal District Court
accusing its Express2™, Taxus® and Liberte® stents of infring-
ing the Palmaz patent that expired in November 2005. The
Liberte® stent was also accused of infringing Cordis’ Gray
patent that expires in 2016. in June 2005, a jury found that the
Express2™, Taxus® and Liberte® stents infringed the Palmaz
patent and that the Liberte® stent also infringed the Gray patent.
Boston Scientific has appealed to the U.S. Court of Appeals for
the Federal Circuit.

PATENT LITIGATION AGAINST VARIOUS

JOHNSON & JOHNSON SUBSIDIARIES

The products of various Johnsen & Johnson subsidiaries are the
subject of various patent lawsuits, the outcomes of which could
potentially adversely affect the ability of those subsidiaries to sell
those products, or require the payment of past damages and
future royalties.

In July 2005, a jury in Federal District Court in Delaware
found that the Cordis CYPHER® Stent infringed Boston Scien-
tific's Ding ‘536 patent and that the Cordis CYPHER® and BX
VELOCITY® Stents also infringed Boston Scientific's Jang ‘021
patent. The jury also found both of those patents valid. Boston
Scientific seeks substantial damages and an injunction in that
action. The District Court denied motions by Cordis to overturn
the jury verdicts or grant a new trial. Cordis has appealed to the
Court of Appeals for the Federal Circuit. The District Court indi-
cated it will consider damages, willfulness and injunctive relief
after the appeals have been decided.

Boston Scientific has brought actions in Belgium, the
Netherlands, Germany and France under its Kastenhofer patent,
which purports to cover two-layer catheters such as those used
to deliver the CYPHER® Stent, to enjoin the manufacture and
sale of allegedly infringing catheters in those countries, and to
recover damages. A hearing in the Belgian case is scheduled for
May 2008. A decision by the lower court in the Natherlands in
Baoston Scientific's favor was reversed on appeal in April 2007.
Boston Scientific has filed an appeal to the Dutch Supreme
Court. In October 2007, Boston Scientific prevailed in the nullity
action challenging the validity of the Kastenhofer patent filed by
Cordis in Germany. Cordis intends to appeal. No hearings have
been scheduled in the French action.

Trial in Boston Scientific's U.S. case based on the Kasten-
hofer patent concluded in Federal Court in California in October
2007, with a jury verdict in favor of Cordis. The jury found the
Kastenhofer patent invalid and found for Cordis with respect to
infringement of the patent asserted by Cordis in its counterclaim.
Post trial motions and appeals are anticipated.

In Germany, Boston Scientific has several actions based
on its Ding patents pending against the Cordis CYPHER® Stent.
Cordis was successful in these actions at the trial level, but
Boston Scientific has appealed.
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Patent/NDA
Holder

Janssen

Generic
Challenger

Apotex

Brand Name
Product

RISPERDAL® Cral

30-Month
Stay Expiration

100, 200, 300 mg tablet

Solution, 1 mg/ml

TOPAMAX® Ortha-McNeil Mylan D.NI 04/04 09/06
25,50,100, 200 mg tablet Cobalt D.NJ 10/05 03,08
TOPAMAX® SPRINKLE Ortho-McNeil Cobalt D.N) 12/05 05/08
15, 25 mg capsule Mylan D.NJ 10/06 03/09
ULTRACET Ortho-McNeil Apatex ND.IL 07/07 12/09
ULTRAM ER® Ortho-McNeil Par D.DE 11/08 05707 09/09

* Trial date to be established.

Trial in the action against Teva, Dr. Reddy's and Mylan with
respect to their ANDA challenges to the patent on ACIPHEX®
of Eisai Inc., the Company’s subsidiary Ortho-McNeil Pharma-
ceutical, Inc.'s (Ortho-McNeil) marketing partner, proceeded
before the District Court in New York in March 2007. In May
2007, the Court held that the ACIPHEX® compound patent is
enforceable. The Court had previously held that the patent is
valid. Teva and Dr. Reddy's have appealed both decisions to
the Court of Appeals for the Federal Circuit. Mylan withdrew
its appeal.

In the action against Apotex regarding RISPERDAL®
(risperidone) Oral Solution, the trial court dismissed Apotex's
challenge to the validity and infringement of two patents relating
to formulations for an oral solution product. Apotex appealed
this decision in October 2007.

In the actions against Mylan with respect to the patent on
TOPAMAX®, the District Court in New Jersey, in 2006, granted
the motion of Ortho-McNeil for a preliminary injunction barring
launch by Mylan of its generic versions of TOPAMAX®, In Febru-
ary 2007, the District Court granted Ortho-McNeil's motion for
summary judgment dismissing Mylan's claim that the patent
was obvious, the only remaining issue in the case. The Court
entered judgment in the case for Ortho-MciNeil, and entered an
infunction prohibiting Mylan from marketing its generic topira-
mate products until a date no earlier than patent expiration in
September 2008. Mylan has appealed this ruling. In April 2007,
the District Court entered judgment against Cobalt pursuant to
its stipulation to be bound by the outcome in the Mylan suit.
Cobalt appealed this ruling. The Court of Appeals heard argu-
ment on both appeals in November 2007. A ruling is expected
in the near term.

In the action against Perrigo regarding a patent for PEPCID
COMPLETE®, the District Court for the Southern District of New
York, in June 2007, held that the patent was invalid as cbvious.
The Company's subsidiary McNEIL-PPC, Inc. has appealed
the decision with its partners, Merck & Co., Inc., and
Johnson & Johnson*Merck Consumer Pharmaceuticals Co.

In the action against Barr and AlphaPharm with respect to
their ANDA challenges to the RAZADYNE® patent that Janssen
licenses from Synaptech, Inc., a four-day non-jury trial was held
in the District Court in Delaware in May 2007. The Court has yet
to issue its ruling in that action.

In the action against Andrx with respect to its ANDA chal-
lenge to the CONCERTA® patents, a five-day non-jury trial was
held in the District Court in Delaware in December 2007. The
Court has yet to issue its ruling in that action.

In the action against Sandoz with respect to its ANDA chal-
lenge to a RAZADYNE® ER patent that Janssen licenses from
Synaptech, Inc., the action has been stayed pending the outcome
in the above litigation in Delaware federal court. Sandoz has
challenged only one of two patents for RAZADYNE® ER, and has
certified that it will await expiration of the second patent in 2019
before marketing its generic version of RAZADYNE® ER.

in the action against Teva with respect to its ANDA chal-
lenge to an AXERT® patent that Janssen licenses from Almirall
Prodesfarma, S.A., the parties settled their dispute and the court
entered a consent judgment in January 2008.

In the weeks following the adverse ruling in the DITROPAN
XL® ANDA litigation against Mylan in September 2005,
lohnson & Johnson and ALZA received seven antitrust class
action complaints filed by purchasers of the product. They allege
that Johnson & Johnson and ALZA violated federal and state
antitrust laws by knowingly pursting baseless patent litigation,
and thereby delaying entry into the market by Mylan and Impax.
In late 2007, plaintiffs in all these cases dismissed their claims
with prejudice.

AVERAGE WHOLESALE PRICE (AWP) LITIGATION

Johnson & Johnson and several of its pharmaceutical sub-
sidiaries, along with numerous other pharmaceutical companies,
are defendants in a series of lawsuits in state and federal courts
involving allegations that the pricing and marketing of certain
pharmaceutical products amounted to fraudulent and otherwise
actionable conduct because, among other things, the companies
alleged|y reparted an inflated Average Wholesale Price (AWP)
for the drugs at issue. Most of these cases, both federal actions
and state actions removed to federal court, have been consoli-
dated for pre-trial purposes in a Multi-District Litigation (MDL)
in Federal District Court in Boston, Massachusetts. The plaintiffs
in these cases include classes of private persons or entities that
paid for any portion of the purchase of the drugs at issue based
on AWP, and state government entities that made Medicaid
payments for the drugs at issue based on AWP.

The MDL Court identified classes of Massachusetts-only
private insurers providing "Medi-gap” insurance coverage and
private payers for physician-administered drugs where payments
were based on AWP (“Class 2" and "Class 3"}, and a national
class of individuals who made co-payments for physician-
administered drugs covered by Medicare ("Class 1”). A trial of
the two Massachusetts-only class actions concluded before the
MDL Court in December 2006. In June 2007, the MDL Court
issued post-trial rulings, dismissing the Johnson & Johnson
defendants from the case regarding all claims of Classes 2 and 3,
and subsequently of Class 1 as well. Trial in the action brought by
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the Attorney General of the State of Alabama making allegations
related to AWP is expected to proceed during 2008. Additional
AWP cases brought by various Attorneys General are expected
to be set for trial in 2008,

OTHER

In July 2003, Centocor Inc., a Johnson & Johnson subsidiary
received a request that it voluntarily provide documents and
information to the criminal division of the LS. Attorney's Office,
District of New Jersey, in connection with its investigation into
various Centocor marketing practices. Subsequent requests

for documents have been received from the U.5. Attorney's
Office. Both the Company and Centocor responded, or arein
the process of responding, to these requests for documents

and information.

In December 2003, Ortho-McNeil received a subpoena
from the U.S5. Attorney’s Office in Boston, Massachusetts seeking
documents relating to the marketing, including alleged off-label
marketing, of the drug TOPAMAX® (topiramate). Additional
subpoenas for documents have been received. Ortho-McNeil is
cooperating in respending to the subpoenas. [n October 2004,
the U.S. Attorney's Office in Boston asked attorneys for Ortho-
McNeil to cooperate in facilitating the subpoenaed testimony of
several present and former Ortho-McNeil employees befare a
federal grand jury in Boston. Cooperation in securing the testi-
mony of additional witnesses before the grand jury has been
requested and is being provided.

In January 2004, Janssen received a subpoena from the
Office of the Inspector General of the U.S. Office of Personnel
Management seeking documents congerning sales and market-
ing of, any and all payments to physicians in connection with
sales and marketing of, and clinical trials for, RISPERDAL®
(risperidone) from 1997 to 2002. Documents subsequent to
2002 have also been requested. An additional subpoena seeking
information about marketing of and adverse reactions to
RISPERDAL® was received from the U.S. Attorney’s Office for the
Eastern District of Pennsylvania in November 2005, Subpoenas
seeking testimony from various witnesses before a grand jury
have also been received. Janssen is cooperating in responding to
these subpoenas.

In August 2004, fohnson & Johnson Health Care Systems,
Inc. (HCS), a Johnson & Johnson subsidiary, received a subpoena
from the Dallas, Texas LS. Attorney’s Office seeking documents
relating to the relationships between the group purchasing
organization, Novation, and HCS and other Johnson & Johnson
subsidiaries. The Company's subsidiaries involved have
responded to the subpoena.

In September 2004, Ortho Biotech Inc. (Ortho Biotech),
received a subpoena from the U.S. Office of Inspector General's
Denver, Colorado field office seeking documents directed to
sales and marketing of PROCRIT® (Epoetin alfa) from 1997 to
the present, as well as to dealings with U.S. Oncology Inc., a
healthcare services network for oncologists. Ortho Biotech has
responded to the subpoena.

In September 2004, plaintiffs in an employment discrimina-
tion litigation initiated against the Company in 2001 in Federal
District Court in New Jersey moved to certify a class of ail
African American and Hispanic salaried employees of the Com-
pany and its affiliates in the U.S., who were employed at any time
from November 1997 to the present. Plaintiffs seek monetary

damages for the period 1997 through the present (including
punitive damages) and equitable relief. The Court denied plain-
tiffs’ class certification motion in December 2006 and their
rmotion for reconsideration in April 2007. Plaintiffs are seeking to
appeal these decisions.

In March 2005, DePuy Orthopaedics, Inc. (DePuy}, a
Johnson & Johnson subsidiary, received a subpoena from the
U.S. Attorney's Office, District of New Jersey, seeking records
cancerning contractual relationships between DePuy and sur-
geons or surgeons-in-training involved in hip and knee replace-
ment and reconstructive surgery. This investigation was resolved
by DePuy and the four other leading suppliers of hip and knee
implants in late September 2007 by agreements with the U.S.
Attorney's Office for the District of New Jersey. The settlements
include an 18-month Deferred Prosecution Agreement (DPA),
acceptance by each company of a monitor to assure compliance
with the DPA and, with respect to four of the five companies,
payment of settlement monies and entry into five year Corporate
Integrity Agreements. DePuy paid $85 million as its settlement,
In November 2007, the Attorney General of the Commonwealth
of Massachusetts issued a civil investigative demand to DePuy
seeking information regarding financial relationships between a
number of Massachusetts-based orthopedic surgeons and
providers and DePuy, which relationships had been publicly dis-

closed by DePuy pursuant to the DPA. In February 2008, DePuy
received a written request for information from the United States
Senate Special Committee on Aging, as a follow-up to earlier

inquiries, concerning a number of aspects of the DPA. Depuy is
responding to both requests.

In June 2005, the U.5. Senate Committee on Finance
requested the Company to produce information regarding use
by several of its pharmaceutical subsidiaries of educational

grants. A similar request was sent to other major pharmaceutical
companies. In July 2005, the Committee specifically requested /

.
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information about educational grants in connection with the
drug PROPULSID®. A follow up request was received from the
Committee for additional information in January 2006. On
QOctober 30, 2007 another letter was received from the U.S.
Senate Committee on Finance requesting information concern-
ing payments to a list of physicians, and specification as to
whether any such payments were for continuing medical
education, honoraria, research support, eic.

In July 2005, Scios Inc. (Scios), a Johnson & Johnson sub-
sidiary, received a subpoena from the U.5. Attorney’s Office,
District of Massachusetts, seeking documents related to the
sales and marketing of NATRECOR®, Scios is responding to the
subpoena. In early August 2005, Scios was advised that the
investigation would be handled by the U.5. Atterney’s Gifice for
the Nerthern District of California in San Francisco.

In September 2005, Johnson & Johnson received a sub-
poena from the U.S, Attorney's Office, District of Massachusetts,
seeking documents related to sales and marketing of eight drugs
to Omnicare, Inc., a manager of pharmaceutical benefits for long-
term care facilities. The Johnson & Johnson subsidiaries involved
are responding to the subpoena. Several employees of the Com-
pany's pharmaceutical subsidiaries have been subpoenaed to
testify before a grand jury in connection with this investigation.

In November 2005, Amgen filed suit against Hoffmann-
LaRoche, Inc. inthe U.S. District Court for the District of
Massachusetts seeking a declaration that the Roche product
CERA, which Roche has indicated it will seek to introduce into

.




the United States, infringes a number of Amgen patents con-
cerning EPO. Amgen licenses EPO for sale in the United States
to Ortho Biotech for non-dialysis indications. Trial in this action
concluded in October with a verdict in Amgen's favor. Roche is
expected to appeal.

In late December 2005 and early 2006, three purported
class actions were filed on behalf of purchasers of ende-mechan-
ical instruments against the Company and its wholly-owned
subsidiaries, Ethicon, Inc., Ethicon Endo-Surgery, Inc., and
lohnson & Johnson Health Care Systems, Inc. These challenge
suture and endo-mechanical contracts with Group Purchasing
Organizations and hospitals, in which discounts are predicated
on a hospital achieving specified market share targets for both
categories of products. These actions have been filed in the Fed-
eral District Court for the Central District of California.

In February 2006, Johnson & Johnson received a subpoena
from the U.S. Securities & Exchange Commission (SEC) request-
ing documents relating to the participation by several
Johnson & Johnson subsidiaries in the United Nations fraq Gil for
Food Program. The subsidiaries are cooperating with the SEC and U.S.
Department of Justice (DOJ) in producing responsive docurnents.

In June 2006, DePuy received a subpoena from the DOY's
Antitrust Division, requesting documents related to the manu-
facture, marketing and sale of orthopaedic devices, and had
search warrants executed in connection with the investigation,
DePuy has responded to the request for documents. In the wake
of publicity about the subpoena, DePuy was served with five civil
antitrust class actions. All of those cases have been disrnissed
without prejudice to the right to file them in the future.

In September 2006, Janssen received a subpoena from the
Attorney General of the State of California seeking documents
regarding sales and marketing and side-effects of RISPERDAL®,
as well as interactions with State officials regarding the State's
formulary for Medicaid-reimbursed drugs. Janssen has responded
to the subpoena.

In November 2006, Centocor received a subpoena seeking
documents in connection with an investigation being conducted
by the Office of the United States Attorney for the Central
District of California regarding Centocor's Average Selling Price
(ASP) calculations for REMICADE® under the company's
Contract Purchase Program. Centocor produced material
responsive to the subpoena. Centocor has been advised that
this investigation has been closed.

In February 2007, Johnson & Johnson voluntarily disclosed
to the DOJ and the SEC that subsidiaries outside the United
States are believed to have made improper payments in connec-
tion with the sale of medical devices in two small-market coun-
tries, which payments may fall within the jurisdiction of the
Foreign Corrupt Practices Act (FCPA). In the course of continuing
dialogues with the agencies, other issues potentially rising to the
level of FCPA violations in additional markets have been brought
to the attention of the agencies by the Company. The Company
has provided and will continue to provide additional information
to DOJ and SEC, and will cooperate with the agencies’ reviews of
these matters.

In March 2007, Cordis received a letter request for docu-
ments from the Committee on Oversight and Government
Reform of the U.5. House of Representatives regarding marketing
and safety of drug-eluting stents. Cordis is cooperating in
responding to the request.

QIES A FNAN CEALRST i

In March 2007, the Company received separate subpoenas
from the U.S. Attorney's Office in Philadelphia, the U.S. Attor-
ney's Office in Boston and the U.S. Attorney’s Office in San
Francisco. The subpoenas relate to investigations by these three
offices referenced above concerning, respectively, sales and mar-
keting of RISPERDAL® by Janssen, TOPAMAX® by Ortho-McNeil
and NATRECOR® by Scios. The subpoenas request information
regarding the Company's corporate supervision and oversight of
these three subsidiaries, including their sales and marketing of
these drugs. The Company is cooperating in responding to these
requests. In addition, the U.S. Attorney's office in Boston has
issued subpoenas to several employees of Johnson & Johnson,

In March 2007, the Company received a letter from the
Committee on Energy and Commerce of the U.S. House of
Representatives seeking answers to several questions regarding
marketing and safety of PROCRIT®, the erythropoietin product
sold by Ortho-Biotech. In May 2007, Senator Grassley, the rank-
ing member of the United States Senate Committee on Finance,
sent the Company a letter seeking information relating to
PROCRIT®, The Company provided its initial response in July
2007. In May 2007, the New York State Attorney General issued
a subpoena seeking information relating to PROCRIT®. Like the
House and Senate requests, the subpoena asks for materials
relating to PROCRIT® safety, marketing and pricing. The Com-
pany is responding to these requests.

In April 2007, the Company received two subpoenas from
the Office of the Attorney General of the State of Delaware. The
subpoenas seek documents and information relating to nominal
pricing agreements. For purposes of the subpoenas, nominal
pricing agreements are defined as agreements under which the
Company agreed to provide a pharmaceutical product for less
than ten percent of the Average Manufacturer Price for the
product. The Company is responding to the subpoenas and will
cooperate with the inquiry.

In August 2007, the Company received a request for docu-
ments and interviews of witnesses from the Committee on
Energy and Commerce of the U.S. House of Representatives con-
cerning GMP (Good Manufacturing Practice) issues involving
the CYPHER® Stent. The letter states that FDA inspectors in
2003 identified "numerous systemic violations” of GMP's in
connection with CYPHER® manufacturing but nonetheless
allowed Cordis to continue marketing CYPHER® Stents. Cordis
is cooperating in responding to this request.

In October 2007, the Company received a request for docu-
ments from Senator Grassley on behalf of the Committee on
Finance of the U.S. Senate concerning continuing medical educa-
tion payments to specific physicians. The Company is in the
process of complying with the request,

In December 2007, the Company and its subsidiary
Janssen received a request from Senator Grassley on behalf of
the Committee on Finance of the UL.5. Senate for documents
and information concerning the marketing and promotion of
RISPERDAL® for use by nursing home patients. The companies
are in the process of collecting responsive documents and
obtaining the relevant information.

With respect to all the above matters, the Company and its
subsidiaries are vigorously contesting the allegations asserted
against them and otherwise pursuing defenses to maximize the
prospect of success. The Company and its subsidiaries involved
in these matters continually evaluate their strategies in manag-
ing these matters and, where appropriate, pursue settlements
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OUR CREDO

We believe our first responsibility is to the doctors, nurses and patients, to mothers and
fathers and all others who use our products and services. In meeting their needs, everything
we do must be of high quality. We must constantly strive to reduce our costsinorderto
maintain reasonable prices. Customers’ orders must be serviced promptly and accurately.
Our suppliers and distributors must have an opportunity to make a fair profit.

We are responsible to our employees, the men and women who work with us throughout
the world. Everyone must be considered as an individual. We must respect their dignity
and recognize their merit. They must have a sense of security in their jobs. Compensation
must be fair and adequate, and working conditions clean, orderly and safe. We must
be mindful of ways to help our employees fulfill their family responsibilities. Employees
must feel free to make suggestions and complaints. There must be equal opportunity
for employment, development and advancement for those qualified. We must provide
competent management, and their actions must be just and ethical.

We are responsible to the communities in which we live and work and to the world community
as well. We must be good citizens—support good works and charities and bear our fair
share of taxes. We must encourage civic improvements and better health and education.
We must maintain in good order the property we are privileged to use,
protecting the environment and natural resources.

Our final responsibility is to our stockholders. Business must make a sound profit.
We must experiment with new ideas. Research must be carried on, innovative
programs developed and mistakes paid for. New equipment must be purchased,
new facilities provided and new products launched. Reserves must be created to
provide for adverse times. When we operate according to these principles,
the stockholders should realize a fair return.

One Johnson & Johnson Plaza

New Brunswick, New Jersev 08933




