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For the transition period from        to

Commission File Number

A.  Full title of the plan and the address of the plan, if different from that of the issuer named below:

ABBOTT LABORATORIES STOCK RETIREMENT PROGRAM

B.  Name of issuer of the securities held pursuant to the plan and the address of its principal executive
office:

ABBOTT LABORATORIES
100 Abbott Park Road

Abbott Park, Illinois 60064-6049
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Plan Administrator and Plan Participants

Abbott Laboratories Stock Retirement Plan

Opinion on the financial statements

We have audited the accompanying statements of net assets available for benefits of Abbott Laboratories Stock Retirement Plan (the Plan) as of
December 31, 2017 and 2016, the related statement of changes in net assets available for benefits for the year ended December 31, 2017, and the
related notes (collectively referred to as the financial statements).  In our opinion, the financial statements present fairly, in all material respects,
the net assets available for benefits of the Plan as of December 31, 2017 and 2016, and the changes in net assets available for benefits for the
year ended December 31, 2017, in conformity with accounting principles generally accepted in the United States of America.

Basis for opinion

These financial statements are the responsibility of the Plan�s management. Our responsibility is to express an opinion on the Plan�s financial
statements based on our audits.  We are a public accounting firm registered with the Public Company Accounting Oversight Board (United
States) (PCAOB) and are required to be independent with respect to the Plan in accordance with the U.S. federal securities laws and the
applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB.  Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement, whether due to error or fraud.  The Plan is not
required to have, nor were we engaged to perform, an audit of its internal control over financial reporting.  As part of our audits we are required
to obtain an understanding of internal control over financial reporting but not for the purpose of expressing an opinion on the effectiveness of the
Plan�s internal control over financial reporting.  Accordingly, we express no such opinion.

Our audits included performing procedures to assess the risks of material misstatement of the financial statements, whether due to error or fraud,
and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence supporting the

3

Edgar Filing: ABBOTT LABORATORIES - Form 11-K

5



Table of Contents

amounts and disclosures in the financial statements.  Our audits also included evaluating the accounting principles used and significant estimates
made by management, as well as evaluating the overall presentation of the financial statements.  We believe that our audits provide a reasonable
basis for our opinion.

Supplemental information

The supplemental information in the accompanying schedule of assets (held at end of year) as of December 31, 2017, has been subjected to audit
procedures performed in conjunction with the audit of the Plan�s financial statements.  The supplemental information is presented for purposes of
additional analysis and is not a required part of the basic financial statements but include supplemental information required by the Department
of Labor�s Rules and Regulations for Reporting and Disclosure under the Employee Retirement Income Security Act of 1974.  The supplemental
information is the responsibility of the Plan�s management.  Our audit procedures included determining whether the supplemental information
reconciles to the basic financial statements or the underlying accounting and other records, as applicable, and performing procedures to test the
completeness and accuracy of the information presented in the supplemental information.  In forming our opinion on the supplemental
information in the accompanying schedule, we evaluated whether the supplemental information, including its form and content, is presented in
conformity with the Department of Labor�s Rules and Regulations for Reporting and Disclosure under the Employee Retirement Income Security
Act of 1974.  In our opinion, the supplemental information referred to above is fairly stated, in all material respects, in relation to the basic
financial statements taken as a whole.

/s/ Grant Thornton LLP

We have served as the Plan�s auditor since 2002.

Chicago, Illinois

June 22, 2018
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Abbott Laboratories Stock Retirement Plan

STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS

December 31, 2017 and 2016

(Dollars in thousands)

2017 2016
Assets
Cash $ 7,742 $ 1,215
Investments, at fair value 7,895,700 6,196,715
Notes receivable from participants 58,442 62,960
Accrued interest and dividend income 1,598 1,709
Due from brokers 163 940

Total assets 7,963,645 6,263,539

Liabilities
Accrued investment expenses 327 553
Due to brokers 4,521 2,433

Total liabilities 4,848 2,986

NET ASSETS AVAILABLE FOR BENEFITS $ 7,958,797 $ 6,260,553

The accompanying notes are an integral part of these statements.
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Abbott Laboratories Stock Retirement Plan

STATEMENT OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS

Year ended December 31, 2017

(Dollars in thousands)

Additions
Contributions
Employer $ 82,390
Participant 163,371
Rollovers 61,539

Total contributions 307,300

Investment income
Net appreciation in fair value of investments 1,773,688
Interest and dividends 178,632

Net investment income 1,952,320

Interest income on notes receivable from participants 2,005

Total additions 2,261,625

Deductions
Benefits paid to participants 563,241
Other expenses 140

Total deductions 563,381

NET INCREASE 1,698,244

Net assets available for benefits
Beginning of year 6,260,553

End of year $ 7,958,797

The accompanying notes are an integral part of these statements.
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Abbott Laboratories Stock Retirement Plan

NOTES TO FINANCIAL STATEMENTS

December 31, 2017 and 2016

NOTE A - DESCRIPTION OF THE PLAN

The following description of the Abbott Laboratories Stock Retirement Plan (the �Plan�) provides only general information.  Participants should
refer to the Plan document for a more complete description of the Plan�s provisions.

General

In general, United States employees of Abbott Laboratories (�Abbott�) and selected participating subsidiaries and affiliates may, after meeting
certain employment requirements, voluntarily participate in the Plan.  The Plan is intended to constitute a profit sharing plan under
Section 401(a) of the Internal Revenue Code of 1986, as amended (the �IRC�), with a cash or deferred arrangement under IRC Section 401(k), and
a portion of the Plan is intended to constitute an employee stock ownership plan that meets the applicable requirements of IRC Sections 409 and
4975(e)(7).  The Plan is subject to the Employee Retirement Income Security Act of 1974, as amended (�ERISA�).

Aon Hewitt served as the Plan�s record keeper until its parent company, Aon plc, completed the sale of its benefits administration business to
Blackstone Group LP during 2017.  The business now operates as Alight Solutions and continues to serve as the record keeper of the Plan.  The
Northern Trust Company (�Custodian� or �Trustee�) serves as the Plan�s custodian and trustee.

In January 2017, Abbott completed the acquisition of St. Jude Medical, Inc., a global medical device manufacturer.  During 2017, employees of
St. Jude Medical, LLC (the surviving entity in the acquisition) and its subsidiaries in the United States were eligible to participate in a separate
plan, not the Plan.

In February 2017, Abbott completed the sale of Abbott Medical Optics (�AMO�), its vision care business.  After the sale, AMO employees in the
United States were no longer eligible to make contributions to the Plan and were given the choice to keep their account balance in the Plan,
including continuing to repay outstanding loans, roll over their account to a personal rollover account or another qualified plan, or take a
distribution subject to any applicable taxes and penalties.

In October 2017, Abbott completed the acquisition of Alere Inc. (�Alere�), a global manufacturer of rapid point-of-care diagnostic tests.  Alere
employees were permitted to participate in the Plan following the acquisition.  Alere had previously sponsored a separate 401(k) plan, which
was terminated prior to the acquisition, and the participants in that plan were permitted to roll over their account balances into the Plan.  If a
participant in the Alere plan had an outstanding loan, Abbott offered an opportunity for the outstanding loan balance to be included in the
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Abbott Laboratories Stock Retirement Plan

NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2017 and 2016

NOTE A - DESCRIPTION OF THE PLAN - Continued

Contributions and Vesting

Contributions to the Plan are paid to the Abbott Laboratories Stock Retirement Trust (�Trust�).  The Trust is administered by the Trustee and an
investment committee (the �Committee�).

Employees are eligible to commence participation in the Plan on any entry date following their date of hire.  Except for employees described
later in the paragraph, eligible employees electing to participate contribute from 2% up to 25% of their eligible earnings, subject to certain
limitations.  Participants may choose to make their contributions from pretax earnings, after-tax earnings, or both.  The Plan also permits Roth
401(k) contributions and has a Roth 401(k) conversion feature.  Beginning March 2017, newly hired employees in certain
specified Abbott divisions and business units, participate in the Plan under a different structure (�Abbott Green�
employees). Alere employees also participate in the Plan under the �Abbott Green� structure.  Under the Abbott Green
structure, participants may defer up to 50% of eligible earnings as pre-tax or Roth contributions.

Participants who have attained age 50 before the end of the Plan year and who are making the maximum pretax contributions are eligible to
make catch-up contributions.  The pretax contributions are a pay conversion feature, which is a salary deferral option under the provisions of
Section 401(k) of the IRC.  Participants may elect to invest their contributions in any or all of the investment options available under the Plan,
except for investment options closed to new contributions.

Employer contributions to the Plan are made each payroll period based on the participating employees� eligible earnings.  The amount of the
employer contribution is determined by the Board of Directors of Abbott.  Excluding the Abbott Green employees, the employer contribution for
the year ended December 31, 2017, was 5% of the participant�s eligible earnings if the participant elected to contribute at least 2% of eligible
earnings to the Plan.  Effective with the first pay period ending after March 1, 2017, for Abbott Green employees who
were employed as of June 30, 2017, employer matching contributions are made at the rate of either (i) 100% of a 1%
deferral of eligible earnings or (ii) 5% of eligible earnings for a deferral of 2% or more of eligible earnings.  A true-up
employer matching contribution is made for eligible participants as of the end of the year if necessary to reach a full
1% or 5% employer matching contribution, as applicable.  Employer contributions are invested each pay period
according to the participant�s investment elections.
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Cash dividends on Abbott common shares are (1) paid in cash to the participants or beneficiaries, (2) paid to the Plan and distributed in cash to
participants or beneficiaries no later than 90 days after the close of the Plan year for which paid or (3) paid to the Plan and credited to the
accounts in which shares are held, as elected by each participant or beneficiary in accordance with rules established by the administrator.
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Abbott Laboratories Stock Retirement Plan

NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2017 and 2016

NOTE A - DESCRIPTION OF THE PLAN - Continued

Contributions and Vesting - Continued

On January 1, 2013, Abbott separated into two publicly traded companies � Abbott and AbbVie Inc. (�AbbVie�).  The separation of Abbott and
AbbVie was a tax-free distribution where Abbott shareholders received one share of AbbVie stock for every share of Abbott held as of the close
of business on December 12, 2012, the record date for the distribution.  Participants who received AbbVie stock through this distribution may
continue to hold the stock in their Plan accounts but may not make new contributions or transfer existing contributions or earnings to purchase
AbbVie stock in the Plan; however, participants may elect to reinvest their AbbVie dividends in AbbVie stock. If no election is made, AbbVie
dividends are invested in the Plan�s default investment option.

Participants may direct the Trustee to sell all or a portion of the Abbott and AbbVie common shares held in their accounts and reinvest the
proceeds in any of the other available investment options.

Participants are at all times fully vested in their own contributions and earnings thereon.  Vesting in employer contributions and earnings thereon
is based on the following vesting schedule for participants excluding Abbott Green participants:

Vesting
Service percentage

Less than two years 0%
Two years or more 100%

The Abbott Green matching contributions vest 20% each year, until full vesting at five years (with accelerated vesting if the participant dies,
attains age 65, or becomes disabled).

Non-vested portions of employer contributions and earnings thereon are forfeited as of an employee�s termination date.  Forfeitures are used to
(1) restore any forfeitures of participants who returned to service with Abbott within a given period of time, (2) pay Plan expenses and
(3) reduce future employer contributions if terminated participants do not return to service within the given period of time.  In 2017, forfeitures
reduced Abbott�s employer contributions by approximately $2.1 million.  Approximately $257,000 and $351,500 in forfeitures were available at
the end of 2017 and 2016, respectively.
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Abbott Laboratories Stock Retirement Plan

NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2017 and 2016

NOTE A - DESCRIPTION OF THE PLAN - Continued

Distributions and In-Service Withdrawals

Following retirement, termination or death (or for some participants from merged-in plans, upon disability), participants or their beneficiaries
may elect to receive a distribution in installments, in a single lump sum or in a partial lump sum.  Participants may elect a direct rollover of their
accounts.  Also, upon termination, participants may elect to defer distribution to a future date but, after termination of employment, distribution
must be made by the 1st of April following the year the participant reaches age 70 ½ or, if earlier, the 31st of
December following the year in which the participant dies.  Interest, dividends and other earnings will continue to
accrue on such deferred amounts.

Prior to termination, participants are permitted to withdraw their after-tax contributions (after-tax contributions made on or after
January 8, 2016 may be withdrawn from the Plan only after being held for two or more years) and rollover
contributions (including Roth rollover accounts and merged-in plan rollover accounts) and, after age 59 ½, may also
withdraw pretax contributions.  Distributions are made in cash or, to the extent contained in the participant�s account, a
participant may elect distribution of Abbott and AbbVie common shares, and in each case, subject to certain
limitations.

Notes Receivable from Participants

Participants may convert their vested account balances into one or two loans to themselves.  The borrowing may not exceed the lesser of the
current market value of the assets allocated to their vested accounts or 50% of all of their Plan accounts up to $50,000, subject to Internal
Revenue Service (�IRS�) limitations and restrictions.  Participants pay interest on such borrowings at the prime rate in effect at the time the
participant loan is made.  Loans must be repaid within five years (or by the employee�s anticipated retirement date, if sooner) unless the loan is
used for the purchase of the primary residence of the employee, in which case the repayment period can be extended to a period of fifteen years
(or until the employee�s anticipated retirement date, if sooner).  Repayment is made through periodic payroll deductions or by sending in
payments, but a loan may be repaid in a lump sum at any time.  Post-termination loan repayments are permitted.  For employees whose account
is distributed during the repayment period, the balance of the outstanding loan is netted from their Plan distribution.

10

Edgar Filing: ABBOTT LABORATORIES - Form 11-K

15



Edgar Filing: ABBOTT LABORATORIES - Form 11-K

16



Table of Contents

Abbott Laboratories Stock Retirement Plan

NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2017 and 2016

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

The financial statements have been prepared using the accrual basis of accounting.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America (�U.S.
GAAP�) requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, and changes therein,
and disclosure of contingent assets and liabilities.  Actual results may differ from those estimates.

Investment Valuation

The Plan uses the following methods and significant assumptions to estimate the fair value of investments:

Common stock, mutual funds, REITs and futures contracts - Valued at the published market price per share or unit multiplied by
the number of respective shares or units held.

Collective trust funds and Private 40-Act mutual funds - Valued at the NAV provided by the administrator of the fund.  The
NAV is used as a practical expedient to estimate fair value.  The NAV is based on the value of the underlying assets
owned by the fund, minus its liabilities, and then divided by the number of shares outstanding.  Redemption from the
funds is permitted daily.  The Private 40-Act mutual funds agree to redeem shares solely in cash up to the lesser of
$250,000 or 1% of the fund�s net assets during any 90-day period for any one shareholder.  In consideration of the best
interests of the remaining shareholders, the Private 40-Act mutual funds reserve the right to pay any redemption
proceeds exceeding this amount in whole or in part by a distribution in kind of securities held by the funds in lieu of
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cash. It is highly unlikely that shares would ever be redeemed in kind.

Corporate debt and government debt - Valued at the published market price or prices obtained from independent financial
services industry-recognized vendors multiplied by the number of respective units held.  Prices obtained from vendors
are on the basis of bid or mid evaluations in accordance to a region�s market convention, using factors which include
but are not limited to market quotations, yields, maturities, and the bond�s terms and conditions.  Proprietary methods
are used to arrive at the evaluated price, which represent the price a dealer would pay for a security.

Certificate of deposit - Valued at amortized cost, which approximates fair value given the instruments� short duration of
less than 130 days.
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Abbott Laboratories Stock Retirement Plan

NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2017 and 2016

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Investment Valuation - Continued

The following tables summarize the basis used to measure investments at fair value at December 31, 2017 and 2016 (dollars in thousands):

Basis of Fair Value Measurement

2017

Quoted
Prices in
Active

Markets

Significant
Other

Observable
Inputs

Significant
Unobservable

Inputs
Measured at

NAV Total

Common stock $ 3,643,267 $ � $ � $ � $ 3,643,267
Mutual funds 1,524,835 � � � 1,524,835
REITs 26,683 � � � 26,683
Collective trust funds � � � 2,155,331 2,155,331
Corporate debt � 179,984 � � 179,984
Government debt � 33,755 � � 33,755
Certificate of deposit � 7,301 � � 7,301
Private 40-Act mutual funds � � � 324,544 324,544
Total investments at fair value $ 5,194,785 $ 221,040 $ � $ 2,479,875 $ 7,895,700

Basis of Fair Value Measurement

2016

Quoted
Prices in
Active

Markets

Significant
Other

Observable
Inputs

Significant
Unobservable

Inputs
Measured at

NAV Total

Common stock $ 2,639,909 $ � $ � $ � $ 2,639,909
Mutual funds 1,271,412 � � � 1,271,412
Collective trust funds � � � 1,744,321 1,744,321
Corporate debt � 196,609 � � 196,609
Government debt � 18,451 � � 18,451
Certificate of deposit � 16,525 � � 16,525
Private 40-Act mutual funds � � � 309,488 309,488
Total investments at fair value $ 3,911,321 $ 231,585 $ � $ 2,053,809 $ 6,196,715

The Private 40-Act mutual funds are not direct filing entities.  These funds invest in fixed income instruments of varying maturities.  The
investment objective of one fund is to seek maximum current income and the other is to seek maximum total return, both being consistent with
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Abbott Laboratories Stock Retirement Plan

NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2017 and 2016

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Notes Receivable from Participants

Notes receivable from participants are measured at their unpaid balance plus any accrued but unpaid interest.  Delinquent loans are reclassified
as distributions based upon the terms of the Plan.  No allowance for credit losses has been recorded as of December 31, 2017 or 2016.

Income Recognition

Purchases and sales of securities are recorded on a trade-date basis.  Interest income is recorded on an accrual basis.  Dividends are recorded on
the ex-dividend date.  Net realized and unrealized appreciation/depreciation is recorded in the accompanying statement of changes in net assets
available for benefits as net appreciation in fair value of investments.

Administrative Expenses

Participants are charged transaction fees for loan processing and commissions on purchases and sales of Abbott shares and sales of AbbVie
stock.  Investment fees for mutual funds, collective trust, managed accounts and money market funds are charged against the net assets of the
respective fund.  Abbott pays other record-keeping and administration fees, where applicable.

Payment of Benefits

Benefits are recorded when paid.

NOTE C - INVESTMENTS
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Distributions of Abbott common shares and conversions of participants� common share account balances to participant loans or other investment
options are recorded at fair market value.

A summary of Abbott common share data as of December 31, 2017 and 2016 is presented below:

2017 2016
Abbott common shares, 29,803,690 and 31,314,205 shares, respectively (dollars in
thousands) $ 1,700,897 $ 1,202,779
Market value per share $ 57.07 $ 38.41
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Abbott Laboratories Stock Retirement Plan

NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2017 and 2016

NOTE C � INVESTMENTS - Continued

In general, the investments provided by the Plan are exposed to various risks, such as interest rate, credit and overall market volatility risks.  Due
to the level of risk associated with certain investment securities, it is reasonably possible that changes in the values of investment securities will
occur in the near term and that such changes could materially affect participant accounts and the amounts reported in the statements of net assets
available for benefits.

NOTE D - RELATED-PARTY AND PARTY-IN-INTEREST TRANSACTIONS

A significant portion of the Plan�s assets is invested in Abbott common shares.

Participants pay fees to the recordkeeper for loan transaction processing and for commissions on purchases and sales of Abbott shares and sales
of AbbVie stock.  These transactions qualify as permitted party-in-interest transactions.

NOTE E - PLAN TERMINATION

The Plan may be terminated at any time by Abbott upon written notice to the Trustee and Committee.  All participants� account balances would
become fully vested upon Plan termination.  Upon termination of the Plan, distributions of each participant�s share in the Trust, as determined by
the terms of the Plan, would be made to each participant.  At the present time, Abbott has no intention of terminating the Plan.

NOTE F - TAX STATUS

The IRS has determined and informed Abbott by a letter dated May 19, 2017, that the Plan and related Trust are designed in accordance with
applicable sections of the IRC.  The Plan has been amended since the applicable date of the determination letter.  However, the Plan
administrator believes that the Plan is designed and is currently being operated, in all material respects, in accordance with the applicable
requirements of the IRC.
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Abbott Laboratories Stock Retirement Plan

NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2017 and 2016

NOTE F - TAX STATUS - Continued

Accounting principles generally accepted in the United States of America require Plan management to evaluate tax positions taken by the Plan
and recognize a tax liability if the organization has taken an uncertain position that more likely than not would not be sustained upon
examination by the IRS or other applicable taxing authorities.  The Plan administrator has analyzed the tax positions taken by the Plan, and has
concluded that as of December 31, 2017 and 2016, there are no uncertain positions taken or expected to be taken that would require recognition
of a liability or disclosure in the financial statements.  The Plan is subject to routine audits by taxing jurisdictions.  There are currently no audits
in progress.

NOTE G � SUBSEQUENT EVENTS

The Company has evaluated subsequent events from December 31, 2017 through the date these financial statements were issued.  Other than
described below, there were no subsequent events that require recognition or additional disclosure in these financial statements.

In January 2018, certain Plan provisions affecting Abbott Green employees changed.  Specifically, effective for the first payroll period ending
on or after January 1, 2018, Abbott Green employees may defer up to 25% of eligible earnings as pre-tax contributions, after-tax contributions,
or a combination of both, and the year-end true-up matching contribution was eliminated.  On or after January 1, 2018, Abbott Green employees
fully vest in employer contributions at two years of service (with accelerated vesting if the participant dies, attains age 65, or becomes disabled).

Additionally, St. Jude Medical LLC employees in the United States became eligible to participate in the Plan as Abbott Green employees
effective for the first payroll period ending on or after January 1, 2018.

On January 19, 2018, the St. Jude Medical, Inc. Retirement Savings Plan merged with and into the Plan.  Assets totaling approximately $1.6
billion transferred into the Plan.
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SUPPLEMENTAL SCHEDULE
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Abbott Laboratories Stock Retirement Plan

SCHEDULE H, LINE 4i - SCHEDULE OF ASSETS (HELD AT END OF YEAR)

December 31, 2017

(Dollars in thousands)

Identity of party involved/ Current
Description of asset/ Rate/ Maturity Cost (a) value

Common stock - employer securities
*ABBOTT LABORATORIES, common shares $ 1,700,897

Common stock
1ST HORIZON NATL CORP 275
5TH 3RD BANCORP 1,018
ABBVIE INC. 1,778,863
ACADIA HEALTHCARE CO INC 123
ACUITY BRANDS INC 110
ADIENT PLC ADIENT PLC LTD 349
ADVANCE AUTO PTS INC 248
AECOM 274
AES CORP 338
AFFILIATED MANAGERS GROUP INC 540
AGCO CORP 227
AGILENT TECHNOLOGIES INC 778
AGIOS PHARMACEUTICALS INC 8
AGNC INVT CORP 372
AIR LEASE CORP CL A 205
AKAMAI TECHNOLOGIES INC $ 28,029 
Other comprehensive income:
Unrealized gain (loss) on pension obligation $ 6 $ (6) $ 22 $ 1 
Foreign currency translation gain 5,821 2,016 100 191 
Comprehensive income $ 23,484 $ 15,527 $ 33,005 $ 28,221 

Net income per share available to 3D System's common
stockholders' — basic $ 0.17 $ 0.16 $ 0.34 $ 0.35 
Net income per share available to 3D System's common
stockholders' — diluted $ 0.17 $ 0.16 $ 0.34 $ 0.35 

See accompanying notes to condensed consolidated financial statements.
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3D SYSTEMS CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Nine Months Ended September 30,
(in thousands) 2013 2012
Cash flows from
operating activities:
Net income $ 32,866 $ 28,029 
Adjustments to reconcile
net income to net cash
provided by operating
activities:
Provision for (benefit of)
deferred income taxes (4,274) 2,941 
Depreciation and
amortization 22,086 15,804 
Non-cash interest on
convertible notes 880 2,923 
Provision for bad debts 3,254 2,369 
Stock-based
compensation 8,464 3,656 
(Gain) loss on the
disposition of property
and equipment 133 (631)
Deferred interest income (1,018) —
Loss on conversion of
convertible debt 11,275 1,245 
Changes in operating
accounts:
Accounts receivable (25,962) (11,270)
Inventories (21,752) (10,582)
Prepaid expenses and
other current assets (4,695) 237 
Accounts payable 6,439 (4,488)
Accrued liabilities 15,838 14,298 
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Customer deposits 1,256 (1,347)
Deferred revenue 4,282 815 
Other operating assets
and liabilities (4,637) 12 
Net cash provided by
operating activities 44,435 44,011 
Cash flows from
investing activities:
Purchases of property and
equipment (5,728) (1,902)
Additions to license and
patent costs (1,502) (535)
Proceeds from disposition
of property and
equipment 1,882 —
Cash paid for
acquisitions, net of cash
assumed (113,069) (148,278)
Other investing activities (4,101) —
Net cash used in investing
activities (122,518) (150,715)
Cash flows from
financing activities:
Proceeds from issuance of
common stock 272,116 106,890 
Proceeds from exercise of
stock options and
restricted stock, net 545 4,582 
Cash disbursed in lieu of
fractional shares related
to stock split (177) —
Repayment of capital
lease obligations (3,680) (121)
Net cash provided by
financing activities 268,804 111,351 
Effect of exchange rate
changes on cash (1,224) 164 
Net increase in cash and
cash equivalents 189,497 4,811 
Cash and cash equivalents
at the beginning of the
period 155,859 179,120 
Cash and cash equivalents
at the end of the period $ 345,356 $ 183,931 

5
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(Continued) Nine Months Ended
September 30,
2013 2012

Supplemental Cash Flow Information:
Interest payments $ 1,110 $ 5,114 
Income tax payments $ 3,165 $ 1,889 
Non-cash items:
Transfer of equipment from inventory to property and equipment, net (a) $ 3,167 $ 2,228 
Transfer of equipment to inventory from property and equipment, net (b) $ 677 $ 1,365 
Stock issued for acquisitions of businesses $ 7,250 $ 7,103 
Stock issued for conversions of 5.50% senior convertible notes 5,482 11,250 
Notes redeemed for shares of common stock $ 78,420 $ 11,500 

(a) Inventory is transferred from inventory to property and equipment at cost when the Company requires additional
machines for training or demonstration or for placement into on-demand parts locations.

(b) In general, an asset is transferred from property and equipment, net into inventory at its net book value when the
Company has identified a potential sale for a used machine.

See accompanying notes to condensed consolidated financial statements.
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3D SYSTEMS CORPORATION

CONDENSED CONSOLIDATED STATEMENT OF EQUITY

(Unaudited)

Common Stock Treasury Stock

(In thousands,
except par
value) Shares

Par
Value
$0.001

Additional
Paid In
Capital Shares Amount

Accumulated
Earnings

Accumulated
Other
Comprehensive
Income
(Loss)

Total 3D
Systems
Corporation
Stockholders'
Equity

Equity
Attributable
to
Noncontrolling
Interest

Total
Stockholders'
Equity

Balance at
December 31,
2012 59,855 $ 60 $ 460,237 355 $ (240) $ 16,410 $ 3,866 480,333 $ — 480,333 
Tax benefit of
stock options
exercised — — (a) 15,843 — — — — 15,843 — 15,843 
Issuance
(repurchase) of
restricted
stock, net 621 — (a) 568 34 (22) — — 546 — 546 
Issuance of
stock for
5.50% senior
convertible
notes 4,675 5 80,749 — — — — 80,754 — 80,754 
Common stock
split 30,867 31 (177) 177 — (31) — (177) — (177)
Issuance of
stock for
acquisitions 203 — 7,250 — — — — 7,250 — 7,250 
Issuance of
stock for
equity raise 7,112 7 272,069 — — — — 272,076 — 272,076 
Stock-based
compensation

15 — 8,464 — — — — 8,464 — 8,464 
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expense
Net income — — — — — 32,883 — 32,883 (17) 32,866 
Noncontrolling
interest for
business
combinations — — — — — — — — 3,710 3,710 
Gain on
pension plan –
unrealized — — — — — — 22 22 — 22 
Foreign
currency
translation
adjustment — — — — — — 100 100 — 100 
Balance at
September 30,
2013 103,348 $ 103 $ 845,003 566 $ (262) $ 49,262 $ 3,988 (b) $ 898,094 $ 3,693 $ 901,787 

(a) Amounts not shown due to rounding.
(b) Accumulated other comprehensive gain of $3,988 consists of a cumulative unrealized loss on pension plan of $886

and a foreign currency translation gain of $4,874.

See accompanying notes to condensed consolidated financial statements.
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3D SYSTEMS CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

 (Unaudited)

(1)  Basis of Presentation

The accompanying unaudited condensed consolidated financial statements include the accounts of 3D Systems
Corporation and its subsidiaries (collectively, the “Company”). All significant intercompany transactions and balances
have been eliminated in consolidation. The unaudited condensed consolidated financial statements have been prepared
in accordance with generally accepted accounting principles in the United States of America (“GAAP”) and the rules
and regulations of the Securities and Exchange Commission (“SEC”) applicable to interim reports. Accordingly, they do
not include all the information and notes required by GAAP for complete financial statements and should be read in
conjunction with the audited financial statements included in the Company’s Annual Report on Form 10-K
(“Form 10-K”) for the year ended December 31, 2012.

In the opinion of management, the unaudited condensed consolidated financial statements contain all adjustments,
consisting of adjustments of a normal recurring nature, necessary to present fairly the financial position, results of
operations and cash flows for the periods presented. The results of operations for the quarter and nine months
ended September 30, 2013 are not necessarily indicative of the results to be expected for the full year.

The preparation of financial statements in accordance with GAAP requires management to make estimates and
assumptions that affect the amounts reported in the financial statements. Actual results may differ from those
estimates and assumptions.

Certain prior period amounts presented in the accompanying footnotes have been reclassified to conform to current
year presentation.

The Company’s Board of Directors approved a three-for-two stock split, effected in the form of a 50% stock dividend,
which was paid on February 22, 2013 to stockholders of record at the close of business on February 15, 2013. The
Company’s stockholders received one additional share of common stock for every two shares of common stock owned.
This did not change the proportionate interest that a stockholder maintained in the Company. In lieu of fractional
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shares, shareholders received a cash payment based on the closing market price of DDD stock on the record date. All
share and per share amounts set forth in this report, including earnings per share and the weighted average number of
shares outstanding for basic and diluted earnings per share, for each respective period, have been adjusted to reflect
the three-for-two stock split.

All amounts presented in the accompanying footnotes are presented in thousands, except for per share information.

Recent Accounting Pronouncements

No new accounting pronouncements, issued or effective during the third quarter of 2013, have had or are expected to
have a significant impact on the Company’s consolidated financial statements.

8
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(2) Acquisitions

The Company completed four acquisitions in the third quarter of 2013, which are discussed below. During the
previous quarters of 2013, the Company completed three acquisitions which aggregated to a purchase price of
$97,449.

On July 15, 2013, the Company acquired approximately 82% of the outstanding shares and voting rights of Phenix
Systems, a leading global provider of direct metal selective laser sintering 3D Printers based in Riom, France. Phenix
Systems designs, manufactures and sells proprietary direct metal 3D printers that can print chemically pure, fully
dense metal and ceramic parts from very fine powders. The fair value of the consideration paid for this acquisition, net
of cash acquired, was approximately $14,561 based on the exchange rate at the date of acquisition, all of which was
paid in cash. Phenix’s operations have been integrated into printers and other products and services revenue.  Factors
considered in determination of goodwill include synergies, workforce, vertical integration and strategic fit for the
Company.

On August 6, 2013, the Company acquired VisPower Technology, Inc.,  a  cloud-based, collaborative design and
project management platform (“TeamPlatform”). The fair value of the consideration paid for this acquisition, net of cash
acquired, was $4,998, all of which was paid in cash. TeamPlatform’s operations have been integrated into the
Company’s professional and consumer offerings, including Geomagic Solutions and Cubify.com. Factors considered in
determination of goodwill include synergies, workforce, vertical integration and strategic fit for the Company.

On August 20, 2013, the Company acquired CRDM, Ltd. (“CRDM”), a U.K. provider of rapid prototyping and rapid
tooling services.  The fair value of the consideration paid for this acquisition, net of cash acquired, was approximately
$6,399 based on the exchange rate at the date of acquisition, all of which was paid in cash. CRDM’s operations have
been integrated into the Company’s global Quickparts Solutions custom parts and manufacturing services
revenue. Factors considered in determination of goodwill include synergies, workforce, vertical integration and
strategic fit for the Company.

On September 6, 2013, the Company acquired The Sugar Lab, a  start-up micro-design firm based in Los Angeles,
California, that is dedicated to 3D printing customized, multi-dimensional, edible confections. The fair value of the
consideration paid for this acquisition, net of cash acquired, was $1,500, of which $1,000 was paid in cash and $500
was paid in shares of the Company’s stock. These shares were issued in a private transaction exempt from registration
under the Securities Act of 1933. The Sugar Lab’s operations have been integrated into the Company’s printers and
services revenue.  Factors considered in determination of goodwill include synergies, vertical integration and strategic
fit for the Company.
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The acquisitions completed in the third quarter are not material relative to the Company’s assets or operating results;
therefore, no proforma financial information is provided.

The Company’s purchase price allocation for the acquired companies is preliminary and subject to revision as more
detailed analyses are completed and additional information about fair value of assets and liabilities becomes available.
The amounts related to the third quarter acquisitions are allocated to the assets acquired and the liabilities assumed
and are included in the Company’s condensed consolidated balance sheet at September 30, 2013 as follows:

(in thousands) 2013
Fixed assets $ 3,824 
Other intangible assets, net 9,658 
Goodwill 16,625 
Other assets, net of cash acquired 9,099 
Liabilities (11,748)
Net assets acquired $ 27,458 
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(3)  Inventories

Components of inventories, net at September 30, 2013 and December 31, 2012 were as follows:

(in thousands) 2013 2012
Raw materials $ 28,866 $ 19,785 
Work in process 3,071 477 
Finished goods and parts 34,173 21,558 
Inventories, net $ 66,110 $ 41,820 

(4)  Property and Equipment

Property and equipment at September 30, 2013 and December 31, 2012 were as follows:

(in thousands) 2013 2012 Useful Life (in years)
Land $ 541 $ 541 N/A
Building 9,315 9,315 25
Machinery and equipment 54,314 45,869 3-7
Capitalized software — ERP 3,761 3,181 5
Office furniture and equipment 3,677 3,357 5
Leasehold improvements 9,281 6,467 Life of lease (a)

Rental equipment — 57 5
Construction in progress 3,500 2,595 N/A
Total property and equipment 84,389 71,382 
Less: Accumulated depreciation and amortization (43,351) (37,029)
Total property and equipment, net $ 41,038 $ 34,353 

(a) Leasehold improvements are amortized on a straight-line basis over the shorter of (i) their estimated useful lives
and (ii) the estimated or contractual life of the related lease.
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Depreciation and amortization expense on property and equipment for the quarter and nine months ended September
30, 2013 was $2,552 and $6,984, respectively, compared to $2,151 and $6,285, respectively, for the quarter and nine
months ended September 30, 2012.
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(5)  Intangible Assets

Intangible assets other than goodwill at September 30, 2013 and December 31, 2012 were as follows:

2013 2012

(in thousands) Gross Accumulated
Amortization Net Gross Accumulated

Amortization Net Useful Life
(in years)

Intangible assets with
finite lives:
Licenses $ 5,875 $ (5,875) $  — $ 5,875 $ (5,875) $  —
Patent costs 30,088 (14,459) 15,629 27,635 (14,047) 13,588 6 - 7
Acquired technology 28,510 (13,087) 15,423 26,262 (11,852) 14,410 5 - 10
Internally developed
software 17,847 (12,503) 5,344 17,847 (11,424) 6,423 5
Customer relationships 96,215 (15,310) 80,905 60,329 (7,754) 52,575 5 - 13
Non-compete
agreements 16,521 (6,103) 10,418 14,051 (3,836) 10,215 3 - 11
Trade names 9,084 (1,819) 7,265 5,814 (723) 5,091 2 - 10
Other 12,540 (4,561) 7,979 6,356 (3,051) 3,305 <1 - 7
Intangibles with
indefinite lives:
Trademarks 2,110  — 2,110 2,770 — 2,770 N/A
Total intangible assets $ 218,790 $ (73,717) $ 145,073 $ 166,939 $ (58,562) $ 108,377 <1 - 13

For the nine months ended September 30, 2013 and 2012, the Company capitalized $1,502 and $535, respectively, of
costs incurred to acquire, develop and extend patents in the United States and various other countries.

Amortization expense for intangible assets for the quarter and nine months ended September 30, 2013 was $6,206 and
$15,102, respectively, compared to $3,079 and $9,519, respectively, for the quarter and nine months ended September
30, 2012.

Annual amortization expense for intangible assets for 2013, 2014, 2015, 2016 and 2017 is expected to be $20,517,
$20,432,  $18,649, $16,551 and $15,129, respectively.
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(6)  Accrued and Other Liabilities

Accrued liabilities at September 30, 2013 and December 31, 2012 were as follows:

(in thousands) 2013 2012
Compensation and benefits $ 13,430 $ 13,582 
Vendor accruals 5,418 3,357 
Accrued professional fees 539 533 
Accrued taxes 3,675 3,382 
Royalties payable 563 550 
Accrued interest 246 266 
Earnouts and deferred payments related to acquisitions 7,322 2,657 
Accrued other 852 462 
Total $ 32,045 $ 24,789 

Other liabilities at September 30, 2013 and December 31, 2012 were as follows:

(in thousands) 2013 2012
Defined benefit pension obligation $ 5,214 $ 5,139 
Long term tax liability 90 803 
Earnouts related to acquisitions 674 1,454 
Long term deferred revenue 4,315 2,787 
Other long term liabilities 1,061 657 
Total $ 11,354 $ 10,840 
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(7)  Hedging Activities and Financial Instruments

The Company conducts business in various countries using both the functional currencies of those countries and other
currencies to effect cross border transactions. As a result, the Company is subject to the risk that fluctuations in
foreign exchange rates between the dates that those transactions are entered into and their respective settlement dates
will result in a foreign exchange gain or loss. When practicable, the Company endeavors to match assets and liabilities
in the same currency on its balance sheet and those of its subsidiaries in order to reduce these risks. When appropriate,
the Company enters into foreign currency contracts to hedge exposures arising from those transactions. The Company
has elected not to prepare and maintain the documentation to qualify for hedge accounting treatment under ASC 815,
“Derivatives and Hedging,” and therefore, all gains and losses (realized or unrealized) are recognized in "Interest and
other expense, net”  in the condensed consolidated statements of operations and comprehensive income. Depending on
their fair value at the end of the reporting period, derivatives are recorded either in prepaid expenses and other current
assets or in accrued liabilities on the condensed consolidated balance sheet.

There were no foreign currency contracts outstanding at September 30, 2013  or at December 31, 2012. 

The total impact of foreign currency transactions on the condensed consolidated statements of operations and
comprehensive income for the quarter and nine months ended September 30, 2013 reflected a  gain of  $505 and a loss
of  $258, respectively, compared to a gain of $653 and a gain of  $138, respectively, for the quarter and nine months
ended September 30, 2012.

(8) Borrowings

5.5% senior convertible notes and interest expense

In November 2011, the Company issued $152,000 of 5.50% senior convertible notes due December 2016.  These
notes are senior unsecured obligations and rank equal in right of payment with all the Company’s existing and future
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senior unsecured indebtedness.  They are also senior in right of payment to any subordinated indebtedness that the
Company may incur in the future. 

The notes accrue interest at the rate of 5.50% per year payable in cash semi-annually on June 15 and December 15 of
each year.

The following table summarizes the principal amounts and related unamortized discount on convertible notes at
September 30, 2013 and December 31, 2012:  

(in thousands) 2013 2012
Principal amount of convertible notes $ 12,540 $ 90,960 
Unamortized discount on convertible notes (1,205) (10,429)
Net carrying value $ 11,335 $ 80,531 

These notes are convertible into shares of the Company’s Common Stock at a conversion rate equivalent to 69.9032
shares of Common Stock per $1 principal amount of notes, which represents a conversion rate of approximately
$14.31 per share of Common Stock.  The conversion rate is subject to adjustment in certain circumstances as more
fully set forth in the indenture covering the notes.  Conditions for conversion have been satisfied and the notes are
convertible. During the third quarter of 2013 note holders converted $15,000 aggregate principal amount of notes,
which converted into 1,049 shares of common stock, on a split-adjusted basis. The Company recognized a $2,022 loss
on conversion of these notes in interest and other expense, net. During the first nine months of 2013, note holders
converted $78,420 aggregate principal amount of notes, which converted into 5,482 shares of common stock, on a
split-adjusted basis. The Company recognized a $11,275 loss on conversion of these notes in interest and other
expense, net.

The remaining notes are convertible into approximately 876 shares of common stock. In certain circumstances
provided for in the indenture, the number of shares of common stock issuable upon conversion of the notes may be
increased, and with it the aggregate principal amount of the notes. Unless earlier repurchased or converted, the notes
will mature on December 15, 2016. 

The notes were issued with an effective yield of 5.96% based upon an original issue discount at 98.0%.  The net
proceeds from the issuance of these notes, after deducting original issue discount and capitalized issuance costs of
$6,634, amounted to $145,366. The capitalized issuance costs are being amortized to interest expense over the life of
the notes, or realized upon conversion of the notes.

12
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Upon certain terms and conditions, the Company may elect to satisfy its conversion obligation with respect to the
notes by paying cash, in whole or in part, for specified aggregate principal amount of the notes. In the event of certain
types of fundamental changes, the Company will increase the conversion rate by a number of additional shares, up to a
maximum of 1,118 shares, which equates to a conversion price of approximately $11.22 per share.

(9)  Stock-based Compensation Plans

The Company records stock-based compensation expense in selling, general and administrative expenses in the
condensed consolidated statements of operations and comprehensive income. Stock-based compensation expense for
the quarter and nine months ended September 30, 2013 and 2012 was as follows:

Quarter Ended
September 30,

Nine Months
Ended September
30,

(in thousands) 2013 2012 2013 2012
Restricted stock awards $ 3,118 $ 1,176 $ 8,464 $ 3,656 

The number of shares of restricted common stock awarded and the weighted average fair value per share during the
quarter and nine months ended September 30, 2013 and 2012 were as follows:

Quarter Ended September 30,
2013 2012

(in thousands, except per share amounts)
Shares
Awarded

Weighted
Average
Fair
Value

Shares
Awarded

Weighted
Average
Fair
Value

Restricted stock awards:
Granted under the 2004 Incentive Stock Plan 96 $ 49.35 80 $ 34.78 
Granted under the 2004 Restricted Stock Plan for
Non-Employee Directors 3 47.12 — —
 Total restricted stock awards 99 $ 49.29 80 $ 34.78 

Nine Months Ended September 30,
2013 2012
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(in thousands, except per share amounts)
Shares
Awarded

Weighted
Average
Fair
Value

Shares
Awarded

Weighted
Average
Fair
Value

Restricted stock awards:
Granted under the 2004 Incentive Stock Plan 385 $ 41.66 237 $ 27.78 
Granted under the 2004 Restricted Stock Plan for
Non-Employee Directors 15 48.20 11 27.42 
 Total restricted stock awards 400 $ 41.91 248 $ 27.76 

In the nine months ended September 30, 2013, the Company granted restricted stock awards covering 385 shares of
common stock pursuant to the Company’s 2004 Incentive Stock Plan. Of the 385 shares granted in the first nine
months of 2013, 27 shares were awarded to executive officers of the Company. Additionally, of the 385 shares
granted in the first nine months of 2013, 38 remained subject to acceptance at September 30, 2013. In the first nine
months of 2012, the Company granted restricted stock awards covering 237 shares of common stock pursuant to the
Company’s 2004 Incentive Stock Plan; of which 13 shares were awarded to executive officers of the Company.

In the first nine months of 2013 and 2012, respectively, the Company granted 15 and 11 shares, respectively, of
common stock pursuant to the Company’s 2004 Restricted Stock Plan for Non-Employee Directors. Stock
compensation expense for Non-Employee Directors for the first nine months of 2013 and 2012 was $727 and $300,
respectively.

13
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(10)  International Retirement Plan

The following table shows the components of net periodic benefit costs and other amounts recognized in the
condensed consolidated statements of operations and comprehensive income for the quarter and nine months
ended September 30, 2013 and 2012:

Quarter
Ended
September 30,

Nine Months
Ended
September 30,

(in thousands) 2013 2012 2013 2012
Service cost $ 37 $ 18 $ 84 $ 55 
Interest cost 78 29 175 93 
Total $ 115 $ 47 $ 259 $ 148 

(11)  Earnings Per Share

The Company presents basic and diluted earnings per share (“EPS”) amounts. Basic EPS is calculated by dividing net
income  available to common stockholders by the weighted average number of common shares outstanding during the
applicable period. Diluted EPS is calculated by dividing net income by the weighted average number of common and
common equivalent shares outstanding during the applicable period.

The following table reconciles basic weighted average outstanding shares to diluted weighted average outstanding
shares at September 30, 2013 and 2012:

Quarter Ended
September 30,

Nine Months Ended
September 30,
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(in thousands, except per share amounts) 2013 2012 2013 2012
Numerator:
Net income attributable to 3D Systems – numerator for basic net earnings
per share $ 17,657 $ 13,517 $ 32,883 $ 28,029 
Add: Effect of dilutive securities
Interest expense on 5.50% convertible notes (after-tax) — — — —
Stock options and other equity compensation — — — —
Numerator for diluted earnings per share $ 17,657 $ 13,517 $ 32,883 $ 28,029 

Denominator:
Weighted average shares – denominator for basic net earnings per share 102,437 83,903 96,874 79,034 
Add: Effect of dilutive securities
Stock options and other equity compensation — 944 — 1,176 
5.50% convertible notes (after-tax) — — — —
Denominator for diluted earnings per share 102,437 84,847 96,874 80,210 

Earnings per share
Basic $ 0.17 $ 0.16 $ 0.34 $ 0.35 
Diluted $ 0.17 $ 0.16 $ 0.34 $ 0.35 

Interest expense excluded from diluted earnings per share calculation (a) $ 243 $ 2,508 $ 1,751 $ 7,578 
5.50% Convertible notes shares excluded from diluted earnings per
share calculation (a) 876 6,548 2,060 5,303 

(a) Average outstanding diluted earnings per share calculation excludes shares that may be issued upon conversion of
the outstanding senior convertible notes since the effect of their inclusion would have been anti-dilutive.

For the quarter ended September 30, 2013, average common shares for basic and diluted earnings per share
were 102,437 and basic and diluted earnings per share were $0.17. For the quarter ended September 30, 2012, average
common shares for basic and diluted earnings per share were 83,903 and 84,847, respectively, and basic and diluted
earnings per share were $0.16.
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For the nine months ended September 30, 2013, average common shares for basic and diluted earnings per share were
96,874,  and basic and diluted earnings per share were $0.34. For the nine months ended September 30, 2012, average
common shares for basic and diluted earnings per share were 79,034 and 80,210, respectively, and basic and diluted
earnings per share were $0.35.

(12)  Fair Value Measurements

ASC 820, “Fair Value Measurements and Disclosures,” defines fair value as the exchange price that would be received
for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the asset or
liability in an orderly transaction between market participants on the measurement date. ASC 820 also establishes a
fair value hierarchy which requires an entity to maximize the use of observable inputs that may be used to measure
fair value:

· Level 1 - Quoted prices in active markets for identical assets or liabilities;

· Level 2 - Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities; quoted
prices in markets that are not active; or other inputs that are observable or can be corroborated by observable market
data for substantially the full term of the assets or liabilities; or

· Level 3 - Unobservable inputs that are supported by little or no market activity and that are significant to the fair
value of the assets or liabilities.

For the Company, the above standard applies to cash equivalents and senior convertible notes. The Company utilizes
the market approach to measure fair value for its financial assets and liabilities. The market approach uses prices and
other relevant information generated by market transactions involving identical or comparable assets or liabilities.

Assets and liabilities measured at fair value on a recurring basis are summarized below:

Fair Value Measurements as of September 30,
2013
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(in thousands) Level 1 Level 2 Level 3 Total
Description
Cash equivalents (a) $ 289,219 $ — $ — $ 289,219 

(a) Cash equivalents include funds held in money market instruments and are reported at their current carrying value,
which approximates fair value due to the short-term nature of these instruments and are included in cash and cash
equivalents in the consolidated balance sheet.

The Company did not have any transfers of assets and liabilities between Level 1 and Level 2 of the fair value
measurement hierarchy during the quarter and nine months ended September 30, 2013.

The carrying value of the senior convertible notes as of September 30, 2013 and December 31, 2012 was $11,335 and
$80,531, respectively, net of the unamortized discount. As of September 30, 2013 and December 31, 2012, the
estimated fair value of the senior convertible notes was $12,188 and $86,981, respectively, based on quoted market
prices. The Company determined the fair value of the convertible notes utilizing transactions in the listed markets for
identical or similar liabilities. As such, the fair value of the senior convertible notes is considered Level 2.

In addition to the financial assets included in the above table, certain of our non-financial assets and liabilities are to
be initially measured at fair value on a non-recurring basis. This includes items such as non-financial assets and
liabilities initially measured at fair value in a business combination (but not measured at fair value in subsequent
periods) and non-financial, long-lived assets measured at fair value for an impairment assessment. In general,
non-financial assets and liabilities including goodwill, other intangible assets and property and equipment are
measured at fair value when there is an indication of impairment and are recorded at fair value only when impairment
is recognized. The Company has not recorded any impairments related to such assets and has had no other significant
non-financial assets or non-financial liabilities requiring adjustments or write-downs to fair value as of September 30,
2013 or December 31, 2012.
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(13)  Income Taxes

The Company’s effective tax rates  were 31.9%  and 30.8%  for the quarter and nine months ended September 30,
2013, respectively, compared to 16.9%  and 17.1%  for the quarter and nine months ended September 30, 2012.

The Company has not provided for any taxes on the unremitted earnings of its foreign subsidiaries, as the Company
intends to permanently reinvest all such earnings outside of the U.S. We believe a calculation of the deferred tax
liability associated with these undistributed earnings is impracticable.

Tax years 2009 to 2012 remain subject to examination by the U.S. Internal Revenue Service. The Company has
utilized U.S. loss carryforwards incurred during the 1997-2008 period and these years are subject to examination. The
Company files income tax returns (which are open to examination beginning in the year shown in parentheses) in
France (2006), Germany (2006), Japan (2007), Korea (2010), Italy (2007), Switzerland (2007), the United Kingdom
(2009), the Netherlands (2007), India (2012), China (2013) and Australia (2008).

(14)  Segment Information

The Company operates in one reportable business segment. The Company conducts its business through subsidiaries
in the United States, a subsidiary in Switzerland that operates a research and production facility, and sales and services
offices, including Quickparts services, operated by subsidiaries in Europe (France, Germany, the United Kingdom,
Italy and the Netherlands) and in Asia-Pacific (Australia, China, Japan and Korea). The Company has historically
disclosed summarized financial information for the geographic areas of operations as if they were segments in
accordance with ASC 280, “Segment Reporting.” Financial information concerning the Company’s geographical
locations are based on the location of the selling entity.

Summarized financial information concerning the Company’s geographical operations is shown in the following
tables:
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Quarter Ended
September 30,

Nine Months Ended
September 30,

(in thousands) 2013 2012 2013 2012
Revenue from unaffiliated customers:
United States $ 74,427 $ 48,828 $ 199,450 $ 141,498 
Germany 11,039 11,608 36,236 28,927 
Other Europe 21,728 13,991 56,966 42,036 
Asia Pacific 28,523 16,105 65,931 39,601 
Total $ 135,717 $ 90,532 $ 358,583 $ 252,062 

The Company’s revenue from unaffiliated customers by type was as follows:

Quarter Ended
September 30,

Nine Months Ended
September 30,

(in thousands) 2013 2012 2013 2012
Printers and other products $ 59,841 $ 34,069 $ 153,754 $ 84,859 
Materials 33,179 25,482 91,183 76,364 
Services 42,697 30,981 113,646 90,839 
Total revenue $ 135,717 $ 90,532 $ 358,583 $ 252,062 
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Intercompany sales were as follows:

Quarter Ended September 30, 2013
Intercompany Sales to

(in thousands)
United
States Germany

Other
Europe

Asia
Pacific Total

United States $  — $ 5,617 $ 3,186 $ 1,286 $ 10,089 
Germany 355  — 794  — 1,149 
Other Europe 7,398 420 347 442 8,607 
Asia Pacific 1,732  —  — 492 2,224 
Total $ 9,485 $ 6,037 $ 4,327 $ 2,220 $ 22,069 

Quarter Ended September 30, 2012
Intercompany Sales to

(in thousands) 
United
States Germany

Other
Europe

Asia
Pacific Total

United States $  — $ 5,577 $ 3,065 $ 802 $ 9,444 
Germany 94 — 504 — 598 
Other Europe 3,714 78 113 29 3,934 
Asia Pacific 127 — — — 127 
Total $ 3,935 $ 5,655 $ 3,682 $ 831 $ 14,103 

Nine Months Ended September 30, 2013
Intercompany Sales to

(in thousands)
United
States Germany

Other
Europe

Asia
Pacific Total

United States $  — $ 16,058 $ 11,024 $ 3,485 $ 30,567 
Germany 1,059  — 2,600  — 3,659 
Other Europe 16,621 1,377 1,522 566 20,086 
Asia Pacific 2,604 641 67 915 4,227 
Total $ 20,284 $ 18,076 $ 15,213 $ 4,966 $ 58,539 

Nine Months Ended September 30, 2012
Intercompany Sales to

(in thousands) 
United
States Germany

Other
Europe

Asia
Pacific Total

United States $  — $ 8,270 $ 6,004 $ 1,539 $ 15,813 
Germany 128 — 1,033 177 1,338 
Other Europe 6,661 52 139 122 6,974 
Asia Pacific 44 7 — — 51 
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Total $ 6,833 $ 8,329 $ 7,176 $ 1,838 $ 24,176 
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All revenue between geographic areas is recorded at prices that provide for an allocation of profit (loss) between
entities. Income from operations,  assets, and cash for each geographic area was as follows:

Quarter Ended
September 30,

Nine Months Ended
September 30,

(in thousands) 2013 2012 2013 2012
Income from operations:
United States $ 17,833 $ 11,601 $ 40,745 $ 24,607 
Germany (56) 133 287 949 
Other Europe 1,601 793 3,602 4,225 
Asia Pacific 9,309 5,909 19,102 12,528 
Subtotal 28,687 18,436 63,736 42,309 
Inter-segment elimination (117) — (851) 96 
Total $ 28,570 $ 18,436 $ 62,885 $ 42,405 

September
30,

December
31,

(in thousands) 2013 2012
Assets:
United States $ 832,344 $  501,157 
Germany 35,189 24,264 
Other Europe 126,925 86,494 
Asia Pacific 69,024 65,527 
Total $ 1,063,482 $ 677,442 
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September
30,

December
31,

(in thousands) 2013 2012
Cash and cash equivalents:
United States $ 324,399 $  132,890 
Germany 1,569 5,846 
Other Europe 12,443 10,247 
Asia Pacific 6,945 6,876 
Total $ 345,356 $ 155,859 
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(15)  Commitments and Contingencies

The Company leases office space under various non-cancelable operating leases. Rent expense under operating leases
was $2,122 and $4,940 for the quarter and nine months ended September 30, 2013 compared to $1,217 and $3,553 for
the quarter and nine months ended September 30, 2012.

The Company has supply commitments with third party assemblers for printer assemblies that total $17,613 at
September 30, 2013, compared to $10,894 at December 31, 2012.

For certain of the acquisitions, the Company is obligated for deferred purchase price commitments. At September 30,
2013, these commitments total $5,980, which are due through 2014, compared to obligations of $1,465 at December
31, 2012. Certain of the Company’s recent acquisitions contain earnout provisions under which the sellers of the
acquired businesses can earn additional amounts. The total liabilities recorded for these earnouts as of September 30,
2013 and December 31, 2012 was $2,016 and $2,647, respectively. See Note 2 for details of acquisitions and related
commitments. 

Litigation

In 2008, DSM Desotech Inc. filed a complaint, which it has subsequently amended, in an action titled DSM Desotech
Inc. v. 3D Systems Corporation and 3D Systems, Inc. in the United States District Court for the Northern District of
Illinois (Eastern Division) asserting that the Company engaged in anticompetitive behavior with respect to resins used
in certain of its stereolithography machines. The complaint further asserted that the Company is infringing upon two
of DSM Desotech’s patents relating to stereolithography machines.

On January 31, 2013, the Court granted the Company summary judgment for all seven of the counts alleging
anticompetitive behavior. On February 28, 2013, the parties filed a stipulation of dismissal of the remaining counts,
and the Court dismissed those counts in connection with the settlement of these portions of the litigation. On March
29, 2013, DSM Desotech filed a notice of appeal to the United States Court of Appeals for the Federal Circuit
regarding the Court’s granting of summary judgment in favor of the Company on all seven counts of alleged
anticompetitive behavior. DSM Desotech filed its opening appellate brief on May 28, 2013. The Company filed its
response appellate brief on July 11, 2013 and DSM Desotech filed its reply appellate brief on August 12, 2013.  The
Company intends to continue to vigorously contest all the claims asserted by DSM Desotech.

Edgar Filing: ABBOTT LABORATORIES - Form 11-K

57



On November 20, 2012, the Company filed a complaint in an action titled 3D Systems, Inc. v. Formlabs, Inc. and
Kickstarter, Inc. in the United States District Court for the District of South Carolina (Rock Hill Division) asserting
that Formlabs’ and Kickstarter’s sales of the Form 1 3D printer infringed one of the Company’s patents relating to
stereolithography machines. Formlabs and Kickstarter filed a motion to dismiss or transfer venue on February 25,
2013, and the Company filed a first amended complaint on March 8, 2013. On May 8, 2013, the Court granted the
parties’ joint motion to stay the case until September 3, 2013 to enable the parties to continue settlement discussions.
No settlement has been reached and the Company intends to pursue claims for damages against Formlabs and
Kickstarter.

The Company is also involved in various other legal matters incidental to its business. The Company believes, after
consulting with counsel, that the disposition of these other legal matters will not have a material effect on our
consolidated results of operations or consolidated financial position.

Indemnification

In the normal course of business the Company periodically enters into agreements to indemnify customers or suppliers
against claims of intellectual property infringement made by third parties arising from the use of the Company’s
products. Historically, costs related to these indemnification provisions have not been significant and we are unable to
estimate the maximum potential impact of these indemnification provisions on our future results of operations.

To the extent permitted under Delaware law, the Company indemnifies directors and officers for certain events or
occurrences while the director or officer is, or was serving, at the Company’s request in such capacity, subject to
limited exceptions. The maximum potential amount of future payments we could be required to make under these
indemnification obligations is unlimited; however, the Company has directors and officers insurance coverage that
may enable the Company to recover future amounts paid, subject to a deductible and the policy limits. There is no
assurance that the policy limits will be sufficient to cover all damages, if any.
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(16)  Accumulated Other Comprehensive Income  (Loss)

The changes in the balances of accumulated other comprehensive income by component are as follows:

(in thousands)

Foreign
currency
translation
adjustment

Defined
benefit
pension
plan Total

Balance at December 31, 2012 $ 4,774 $ (908) $ 3,866 
Other comprehensive income 100 22 122 
Amounts reclassified to net income — — —
Net other comprehensive income 100 22 122 
Balance at September 30, 2013 $ 4,874 $ (886) $ 3,988 

The amounts presented above are included in other comprehensive income and are net of taxes. For additional
information about foreign currency translation, see Note 7. For additional information about the pension plan, see
Note 10.

(17)  Noncontrolling Interest

On July 15, 2013, the Company acquired approximately 82% of the outstanding shares and voting rights of Phenix
Systems, a global provider of direct metal selective laser sintering 3D printers based in Riom, France. Phenix’s
operating results are included in these condensed consolidated financial statements. In accordance with ASC 810,
“Consolidation,” the carrying value of the noncontrolling interest is reported in the condensed consolidated balance
sheets as a separate component of equity and consolidated net income has been adjusted to report the net loss
attributable to the noncontrolling interest.
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(18)  Subsequent Event

On October 15, 2013, the Company launched the tender offer for the remaining 18.18% of Phenix Systems
outstanding shares. The offered price is 13 euros per share.  The offer is open between October 18, 2013 and
November 8, 2013, and the results will be disclosed on November 13, 2013 by the stock market authority (Autorité
des Marchés Financiers).  Should the Company hold more than 95% of the outstanding shares of Phenix Systems after
the tender offer, it will launch a compulsory acquisition procedure, and ultimately, Phenix Systems will be delisted
from Alternext stock exchange.
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Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations.

This discussion should be read in conjunction with the unaudited condensed consolidated financial statements and the
notes thereto included in Item 1 of this Quarterly Report on Form 10-Q (“Form 10-Q”).

We are subject to a number of risks and uncertainties that may affect our future performance that are discussed in
greater detail in the sections entitled “Forward-Looking Statements” and “Cautionary Statements and Risk Factors” at the
end of this Item 2 and that are discussed or referred to in Item 1A of Part II of this Form 10-Q.

Business Overview

We are a global provider of three-dimensional (“3D”) content-to-print solutions including 3D printers, print materials
and on-demand custom parts services for professionals and consumers with materials ranging from thermoplastics,
metals, ceramics, and edible sugar. We also provide CAD modeling, reverse engineering and inspection software tools
and consumer 3D printers, applications and services. Our integrated solutions replace and complement traditional
methods and reduce the time and cost of designing and manufacturing products.  Our solutions are used to rapidly
design, create, communicate, prototype or produce real, functional parts, empowering customers to manufacture the
future.

We derive our consolidated revenue primarily from the sales of our printers, the sales of the related print materials and
services, the sales of our Quickparts brand on-demand parts services and the sales of design reverse engineering and
inspection software tools.

Recent Developments 

We have continued to execute on our strategic initiatives, including growing our Quickparts on-demand parts services,
accelerating 3D printer penetration, expanding our healthcare solutions offerings, building 3D consumer and retail
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products and services and expanding our integrated 3D authoring solutions platform.

In July, we completed the acquisition of 82% of the shares of Phenix Systems, a global provider of direct metal
selective laser sintering 3D printers based in Riom, France. Phenix Systems designs, manufactures and sells
proprietary direct metal 3D printers that can print chemically pure, fully dense metal and ceramic parts from very fine
powders and from materials including stainless steel, tool steel, super alloys, non-ferrous alloys, precious metals and
alumina for a variety of aerospace, automotive and patient-specific medical device applications. Phenix adds
proprietary, direct metals printing capabilities to our advanced manufacturing portfolio.

In July, we also announced the availability of VisiJet® M3 Black, a new plastic injection molding-like material for
use in our ProJet® 3500/3510 professional 3D printers. VisiJet® M3 Black further expands the range of use cases of
our ProJet® printers into more demanding, functional, end use parts and products.

In August, we announced the acquisition of VisPower Technology, Inc., a cloud-based, collaborative design and
project management platform (“TeamPlatform”). TeamPlatform allows product design, engineering services and
manufacturing companies to easily manage hundreds of small or large projects with data being shared and used
concurrently, and strengthens our consumer and professional design and communications capabilities.

In August, as part of our Quickparts initiative, we acquired CRDM, Ltd., a U.K.-based provider of rapid prototyping
and rapid tooling services. CRDM designs, prototypes and manufactures parts and tooling for a variety of automotive,
aerospace, medical device and motorsports applications. CRDM extends our offerings and our footprint in the U.K.

In September, we acquired The Sugar Lab, a start-up micro-design firm based in Los Angeles, California, that is
dedicated to 3D printing customized, edible confections in real sugar. The Sugar Lab used our Color Jet Printing
technology and adapted it to print on a sugar bed using different flavored edible binders that meet all food safety
requirements. Current applications for printable sugar include high-complexity, sculptural cakes for weddings and
special events, as well as customizable confections for bake shops and restaurants. 
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Results of Operations

Summary of 2013 financial results

Our operating activities generated $44.4 million of cash during the first nine months of 2013, which is discussed in
further detail below. We used $122.5 million to fund our strategic investing activities, including acquisitions of
businesses. Financing activities during the first nine months of 2013 provided $268.8 million of cash. In total, our
unrestricted cash balance at September 30, 2013 was $345.4 million compared to $155.9 million at December 31,
2012. 

During the third quarter of 2013 we reported improved revenue and profits as compared to the third quarter of 2012 as
our worldwide businesses continued to expand both organically and through acquisitions. Revenue for the third
quarter of 2013 increased by 49.9% over the third quarter of 2012.  This increase in revenue was led by a $25.8
million, or 75.6%, increase in sales of printers and other products together with a $7.7 million, or 30.1%, increase in
print material sales and a $11.7 million, or 37.8%, increase in services revenue year-over-year. Higher revenue offset
by increased selling, general and administrative expenses primarily related to compensation and acquisition expenses,
higher R&D expenses and the loss on conversions of the convertible notes resulted in net income of $17.7 million for
the third quarter of 2013, compared to net income of $13.5 million for the same period in 2012. 

Printers and other products revenue increased by $25.8 million from the third quarter of 2012, to $59.8 million, both
organically and from acquired software products.

Print materials sales for the third quarter of 2013 were $33.2 million, an increase of $7.7 million from the third quarter
of 2012 as revenue from materials was  favorably impacted by continued expansion of printers installed over past
periods.   

Revenue from services increased by $11.7 million to $42.7 million in the third quarter of 2013 from $31.0 million in
the same quarter in 2012. The increase in services revenue reflects increased revenue from our printer services and
Quickparts services.   
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For the third quarter of 2013, healthcare solutions revenue made up 12.4%, or $16.9 million, of our total revenue
compared to 13.3%, or $12.1 million, in the third quarter of 2012, primarily due to our increased penetration and
growth in healthcare applications.  Healthcare solutions revenue includes sales of printers, print materials, and
services for hearing aid, dental, personalized medical devices and other health-related applications.

Consumer solutions revenue includes sales of Cube® and Cube XTM consumer 3D printers and their related print
materials and other Cubify.com products and services. For the third quarter of 2013, consumer solutions revenue was
$13.5 million, or 9.9% of our total revenue, compared to $3.3 million, or 3.7% of revenue, in the third quarter of 2012.
For the nine months ended September 30, 2013, consumer solutions revenue was $25.8 million, or 7.2% of our total
revenue, compared to $7.9 million, or 3.1% of revenue, in the 2012 period.

We calculate organic growth by comparing last year’s total revenue for the period to this year’s total revenue for the
period, excluding the revenue recognized for all acquired businesses that we have owned for less than 12 months.
Once we have owned a business for one year, the revenue is included in organic growth and organic growth is
calculated based on our prior year total revenue. In the third quarter of 2013, our organic growth was 29.7% compared
to 26.2% for the third quarter of 2012. For the nine months ended September 30, our organic growth was 27.5% in
2013 compared to 24.0% in 2012.

Our gross profit in the third quarter of 2013 improved by $24.6 million, primarily due to our higher level of revenue
from increases across all revenue categories, including increased revenue from our higher gross profit margin print
materials and services. Our gross profit margin increased to 52.6% in the third quarter of 2013 from 51.8% in the third
quarter of 2012 due to product mix with increased sales of higher margin print materials and services and
improvements in our cost structure.

Our total operating expenses increased by $14.5 million in the third quarter of 2013 to $42.9 million from
$28.4 million in the same 2012 quarter. The increase reflected higher selling, general and administrative expenses
primarily due to higher commissions, compensation and sales and marketing expenses. The increase also reflected a
$5.3 million increase in research and development expenses related to our new product developments, expanded
portfolio and acquired R&D expenses.

Our operating income for the third quarter of 2013 increased to $28.6 million from $18.4 million in the same 2012
quarter. This improvement in operating income is due to higher revenue and increased gross profit, partially offset by
higher operating expenses, as discussed below.
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Third quarter comparison of revenue by class of product and service

Table 1 sets forth our change in revenue by class of product and service for the third quarter of 2013 compared to the
third quarter of 2012:

Table 1

(Dollars in thousands)
Printers and Other
Products Print Materials Services Totals

Revenue – 3rd quarter
2012 $ 34,069 37.7 % $ 25,482 28.1 % $ 30,981 34.2 % $ 90,532 100 %
Change in revenue:
Volume
Core products and
services 171,728 504.1 12,982 51.0 10,415 33.6 195,125 215.5 
New products and
services 24,778 72.7 2,749 10.8 1,138 3.7 28,665 31.6 
Price/Mix (170,399) (500.2) (7,711) (30.3) — — (178,110) (196.7)
Foreign currency
translation (335) (1.0) (323) (1.3) 163 0.5 (495) (0.5)
Net change 25,772 75.6 7,697 30.2 11,716 37.8 45,185 49.9 
Revenue – 3rd quarter
2013 $ 59,841 44.1 % $ 33,179 24.4 % $ 42,697 31.5 % $ 135,717 100 %

We earn revenues from the sale of printers and other products, print materials and services. On a consolidated basis,
revenue for the third quarter of 2013 increased by $45.2 million, or 49.9%, compared to the third quarter of 2012
primarily due to increased sales of printers, coupled with acquired software revenue.

The $25.8 million increase in revenue from printers and other products compared to the third quarter of 2012 is
primarily due to increased printer unit sales volume for the third quarter of 2013, driven by increased demand for
consumer and professional printers, coupled with acquired software revenue from Rapidform and Geomagic. Printers
revenue increased $20.6 million, or 66.3%, compared to the third quarter of 2012. As we have introduced new printers
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and price points, the professional and production printer capabilities have converged. Revenue from professional
printers, including production printers, increased 42.2% and consumer printers revenue increased 353.2% over 2012.
In connection with the rapid expansion of our professional and retail channels, certain resellers may purchase stock
inventory in the ordinary course of business. For the third quarter of 2013, we estimate that revenue related to reseller
inventory amounted to less than 6% of total revenue. These transactions were reviewed for revenue recognition
criteria and these sales met all the requirements of our revenue recognition policy.

Other products revenue includes Vidar digitizers, software products and Sensable haptic devices, which totaled $8.1
million of revenue for the third quarter of 2013, including $5.1 million of software products revenue compared to $3.0
million of other products revenue in 2012, including $0.4 million of software revenue.

Due to the relatively high price of certain professional printers and a corresponding lengthy selling cycle and
relatively low unit volume of the higher priced professional printer sales in any particular period, a shift in the timing
and concentration of orders and shipments of a few printers from one period to another can significantly affect
reported revenue in any given period. Revenue reported for printers sales in any particular period is also affected by
timing of revenue recognition under rules prescribed by generally accepted accounting principles. The increase in
printer revenue is consistent with our ongoing plan to accelerate printer adoption in the marketplace by introducing
lower priced printers, expanded capabilities and increased printing speeds.

The $7.7 million increase in revenue from print materials was aided by the improvement in printers sales and by the
continued expansion of printers installed over past periods. Sales of integrated materials represented 72.6% of total
materials revenue in the third quarter of 2013 compared to 63.2% in the third quarter of 2012.  

The increase in service revenue primarily reflects revenue from our Quickparts solutions, coupled with the addition of
software maintenance revenue. Service revenue from Quickparts services was $28.0 million, or 65.6% of total service
revenue, for the third quarter of 2013 compared to $20.0 million, or 64.7%, of total service revenue in the 2012
period. Services revenue from software maintenance services added $1.9 million of revenue.   

At September 30, 2013 our backlog was $14.4 million, compared to backlogs of $11.4 million at December 31, 2012
and $9.3 million at September 30, 2012. Production and delivery of our printers is generally not characterized by long
lead times, backlog is more dependent on timing of customers requested delivery. In addition, Quickparts services
lead time and backlog depends on whether orders are for rapid prototyping or longer-range production runs. The
backlog at September 30, 2013 includes $8.7 million of Quickparts services orders, compared to $5.5 million at
September 30, 2012.
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In addition to changes in sales volumes, including the impact of revenue from acquisitions, there are two other
primary drivers of changes in revenues from one period to another: the combined effect of changes in product mix and
average selling prices, sometimes referred to as price and mix effects, and the impact of fluctuations in foreign
currencies.

As used in this Management’s Discussion and Analysis, the price and mix effects relate to changes in revenue that are
not able to be specifically related to changes in unit volume. Among these changes are changes in the product mix of
our materials and our printers as the trend toward smaller, lower-priced printers has continued and the influence of
new printers and print materials on our operating results has grown.

Change in third quarter revenue by geographic region

Each geographic region contributed to our higher level of revenue in third quarter of 2013. Table 2 sets forth the
change in revenue by geographic area for the third quarter of 2013 compared to the third quarter of 2012:

Table 2

(Dollars in
thousands) U.S. Europe Asia-Pacific Total

Revenue – 3rd
quarter 2012 $ 48,828 53.9 % $ 25,599 28.3 % $ 16,105 17.8 % $ 90,532 100 %
Change in revenue:
Volume 42,238 86.5 94,090 367.6 87,462 543.1 223,790 247.2 
Price/Mix (16,639) (34.1) (87,883) (343.3) (73,588) (456.9) (178,110) (196.8)
Foreign currency
translation — — 961 3.8 (1,456) (9.0) (495) (0.5)
Net change 25,599 52.4 7,168 28.1 12,418 77.2 45,185 49.9 
Revenue – 3rd
quarter 2013 $ 74,427 54.9 % $ 32,767 24.1 % $ 28,523 21.0 % $ 135,717 100 %

Revenue from U.S. operations in the third quarter of 2013 increased by $25.6 million, or 52.4%, to $74.4 million in
2013 from $48.8 million in the third quarter of 2012. The increase was due to higher volume, partially offset by the
unfavorable combined effect of price and mix.
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Revenue from non-U.S. operations in the third quarter of 2013 increased by $19.6 million, or 47.0%, to $61.3 million
from $41.7 million in 2012. Revenue from non-U.S. operations as a percent of total revenue was 45.2% and 46.1%,
respectively, at September 30, 2013 and 2012. The increase in non-U.S. revenue, excluding the effect of foreign
currency translation, was 48.2% in the third quarter of 2013 compared to  70.3% in the third quarter of 2012.

Revenue from European operations increased by $7.2 million, or 28.1%, to $32.8 million from $25.6 million in the
prior year period. This increase was due to a $94.1 million increase in volume, a $1.0 million favorable impact of
foreign currency translation, partially offset by an $87.9 million unfavorable combined effect of price and mix.

Revenue from Asia-Pacific operations increased by $12.4 million, or 77.2%, to $28.5 million from $16.1 million in
the prior year period due primarily to the favorable $87.5 million increase in volume, partially offset by a $73.6
million unfavorable combined effect of price and mix and a $1.5 million unfavorable impact of foreign currency
translation.

Gross profit and gross profit margins

Table 3 sets forth gross profit and gross profit margins for our products and services for the third quarters of 2013 and
2012:

Table 3

Quarter Ended September 30,
2013 2012

(Dollars in thousands)
Gross
Profit

Gross
Profit
Margin

Gross
Profit

Gross
Profit
Margin

Printers and other products $ 26,933 45.0 % $ 15,412 45.2 %
Print materials 24,481 73.8 17,410 68.3 
Services 20,023 46.9 14,057 45.4 
Total $ 71,437 52.6 % $ 46,879 51.8 %
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On a consolidated basis, gross profit for the third quarter of 2013 increased by $24.5 million to $71.4 million from
$46.9 million in the third quarter of 2012, primarily as a result of higher sales from all revenue categories and an
increase in our gross profit margin, as discussed below.

Consolidated gross profit margin in the third quarter of 2013 increased by 0.8 percentage points to 52.6% of revenue
from 51.8% of revenue for the 2012 quarter. The higher gross profit margin reflected improvements in print materials
and services gross profit margin, which was primarily due to continued cost containment, overhead absorption and
capacity utilization. 

Printers and other products gross profit for the third quarter of 2013 increased by $11.5 million, or 74.8%, to
$26.9 million from $15.4 million for the 2012 quarter due to higher revenue. Gross profit margin for printers and other
products decreased by 0.2 percentage points to 45.0% from 45.2% in the 2012 quarter. The increase in gross profit
margin due to sales of higher margin software products was more than offset by the increased sales of lower margin
products.

Print materials gross profit for the third quarter of 2013 increased by $7.1 million, or 40.6%, to $24.5 million from
$17.4 million for the 2012 quarter, and gross profit margin for print materials increased by 5.5 percentage points to
73.8% from 68.3% in the 2012 quarter primarily due to the favorable shift of the mix of materials towards higher
gross profit margin consumer and professional print materials and integrated materials. 

Gross profit for services for the third quarter of 2013 increased by $5.9 million, or 42.4%, to $20.0 million from
$14.1 million for the  2012 quarter, and gross profit margin for services increased by 1.5 percentage points to 46.9%
from 45.4% in the 2012 quarter. The increase in gross profit was due primarily to higher levels of revenue. The
increase in the gross profit margin was due to a 2.6 percentage point increase in Quickparts gross profit margin to
45.1% for the third quarter of 2013 from 42.5% in the third quarter of 2012, primarily due to the mix of products, and
the recent completions of the CRDM and RPDG acquisitions. Printer services has a gross profit margin of 52.0% for
the third quarter of 2013, compared to 48.8% for the third quarter of 2012.

Operating expenses

As shown in Table 4, total operating expenses increased by $14.5 million, or 50.7%, to $42.9 million in the third
quarter of 2013 from $28.4 million in the third quarter of 2012.  This increase was due to higher selling, general and
administrative expenses and higher research and development expenses, both of which are discussed below.
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Table 4

Quarter Ended September 30,
2013 2012

(Dollars in thousands) Amount
%
Revenue Amount

%
Revenue

Selling, general and administrative expenses $ 32,054 23.6 % $ 22,900 25.3 %
Research and development expenses 10,813 8.0 5,543 6.1 
Total operating expenses $ 42,867 31.6 % $ 28,443 31.4 %

Selling, general and administrative expenses increased by $9.2 million to $32.1 million in the third quarter of 2013
compared to $22.9 million in the third quarter of 2012, and decreased to 23.6% of revenue in 2013 compared to 25.3%
for 2012. The increase was due primarily to a $3.1 million increase in amortization expense combined with a $2.9
million increase in compensation costs due to commissions on higher revenues, increased staffing and continued
investment in expanding our product portfolio, a $1.0 million increase in occupancy expense, a $0.8 million increase
in travel expense, a $0.4 million increase in consulting, a $0.2 million increase in legal fees and a $0.2 million
increase in bad debt expense.

Research and development expenses increased by $5.3 million, or 95.1%, to $10.8 million in the third quarter of 2013
from $5.5 million in the third quarter of 2012. This increase was primarily due to a $2.6 million increase in
compensation expenses related to new products and our expanded portfolio of products and services, a $1.6 million
increase in R&D materials, a $0.3 increase in consulting fees and a $0.2 million increase in travel expenses.

Income from operations

Our income from operations of $28.6 million for the third quarter of 2013 improved from $18.4 million in 2012. See
Gross profit and gross profit margins and Operating expenses above.
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The following table sets forth operating income by geographic area for the third quarter of 2013 compared to 2012:

Table 5

Quarter Ended
September 30,

(Dollars in thousands) 2013 2012
Income (loss) from operations
United States $ 17,833 $ 11,601 
Germany (56) 133 
Other Europe 1,601 793 
Asia Pacific 9,309 5,909 
Subtotal 28,687 18,436 
Inter-segment elimination (117) —
Total $ 28,570 $ 18,436 

With respect to the U.S., in 2013 and 2012, the changes in operating income by geographic area reflected the same
factors discussed above in Gross profit and gross profit margins and Operating expenses.

As most of our operations outside the U.S. are conducted through sales and marketing subsidiaries, the changes in
operating income in our operations outside the U.S. in 2013 and 2012 resulted primarily from changes in transfer
pricing, which is a function of revenue levels. Asia Pacific operating income also benefitted from our revenue growth
and the Rapidform acquisition completed in the fourth quarter of 2012.

Interest and other expense, net

Interest and other expense, net was $2.7 million in the third quarter of 2013 compared with $2.2 million in the 2012
quarter. The higher interest and other expense primarily reflected the loss on conversion of convertible notes of $2.0
million and interest related to the senior convertible notes, which amounted to $0.4 million of interest expense, of
which $0.1 million represents non-cash amortization. Interest and other expense, net in the third quarter of 2013 also
reflected a foreign exchange gain of $0.5 million. The $2.2 million of interest and other expense, net in the third
quarter of 2012 primarily reflected the interest related to the senior convertible notes, which amounted to $3.2 million
of interest expense, of which $1.0 million represents non-cash amortization; and also reflected a foreign exchange gain
of $0.7 million.
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Provision for income taxes

We recorded an $8.3 million provision for income taxes in the third quarter of 2013 and a $2.8 million provision for
income taxes in the third quarter of 2012. Our 2013 provision for income taxes reflects income taxes in U.S. and
non-U.S. jurisdictions. The 2012 provision for income taxes primarily reflects deferred U.S. income taxes associated
with the use of net operating loss carryforwards and tax expense associated with income taxes in non-U.S.
jurisdictions.

Net income

Our net income for the third quarter of 2013 increased $4.2 million to $17.7 million compared to $13.5 million in the
third quarter of 2012.  The principal reasons for the increase, which are discussed in more detail above, were:

• the $10.2 million increase in operating income; partially offset by

• the $5.5 million increase in our tax provision; and

• the $0.5 million increase in interest and other expense.

For the quarter ended September 30, 2013, average common shares for basic and diluted earnings per share were
102.4 million and  basic and diluted earnings per share were $0.17. For the quarter ended September 30, 2012,
average common shares for basic and diluted earnings per share were 83.9 million and 84.8 million, respectively, and
basic and diluted earnings per share were $0.16.
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Results of Operations – Nine Months Comparison

Nine months comparison of revenue by class of product and service

Table 6 sets forth our change in revenue by class of product and service for the first nine months of 2013 compared to
the first nine months of 2012:

Table 6

(Dollars in
thousands)

Printers and Other
Products Print Materials Services Total

Revenue – nine
months 2012 $ 84,859 33.7 % $ 76,364 30.3 % $ 90,839 36.0 % $ 252,062 100 %
Change in revenue:
Volume
Core products and
services 279,766 329.7 30,550 40.0 19,255 21.2 329,571 130.7 
New products and
services 63,089 74.3 508 0.7 3,413 3.8 67,010 26.6 
Price/Mix (273,524) (322.3) (15,157) (19.8) — — (288,681) (114.5)
Foreign currency
translation (436) (0.5) (1,082) (1.4) 139 0.2 (1,379) (0.5)
Net change 68,895 81.2 14,819 19.5 22,807 25.2 106,521 42.3 
Revenue – nine
months 2013 $ 153,754 42.9 % $ 91,183 25.4 % $ 113,646 31.7 % $ 358,583 100 %

We earn revenues from the sale of printers and other products, print materials and services. On a consolidated basis,
revenue for the first nine months of 2013 increased by $106.5 million, or 42.3%, compared to the first nine months of
2012 across all revenue categories, from acquired and organic growth.
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Printers and other products revenue increased by $68.9 million from the first nine months of 2012, to $153.8 million,
both organically and from acquired software products.

The $68.9 million increase in revenue from printers and other products compared to the first nine months of 2012 is
primarily due to increased printer unit sales volume for the first nine months of 2013, driven by increased demand for
consumer and professional printers, coupled with acquired software revenue from Rapidform and Geomagic. Printers
revenue increased $52.6 million, or 68.9%, compared to the first nine months of 2012. Revenue from professional
printers, including production printers, increased 52.5% and consumer printers revenue increased 269.7% over 2012.

Due to the relatively high price of certain professional printers and a corresponding lengthy selling cycle and
relatively low unit volume of these higher priced professional printer sales in any particular period, a shift in the
timing and concentration of orders and shipments of a few printers from one period to another can significantly affect
reported revenue in any given period. Revenue reported for printers sales in any particular period is also affected by
revenue recognition rules prescribed by generally accepted accounting principles.  The increase in printer revenue is
consistent with our ongoing plan to accelerate printer adoption in the marketplace by introducing lower priced
printers.

Other products revenue includes Vidar digitizers, software products and Sensable haptic devices, which totaled $24.9
million for the first nine months of 2013, including $14.3 million of software products revenue, compared to $8.6
million of other products revenue in 2012, including $1.3 million of  software revenue.

The $14.8 million increase in revenue from print materials was aided by the improvement in printers sales and by the
continued expansion of printers installed over past periods. Sales of integrated materials represented 70.2% of total
materials revenue in the first nine months of 2013 compared to 62.7% in the first nine months of 2012.  

The increase in services revenue primarily reflects revenue growth from our Quickparts services and acquisitions,
coupled with the addition of software maintenance revenue. Service revenue from Quickparts solutions was $72.6
million, or 63.9% of total service revenue for the first nine months of 2013 compared to $58.3 million, or 64.1% of
total service revenue in the 2012 period. Services revenue from software maintenance services added $4.6 million of
revenue in 2013.
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In addition to changes in sales volumes, including the impact of revenue from acquisitions, there are two other
primary drivers of changes in revenues from one period to another: the combined effect of changes in product mix and
average selling prices, sometimes referred to as price and mix effects, and the impact of fluctuations in foreign
currencies.

As used in this Management’s Discussion and Analysis, the price and mix effects relate to changes in revenue that are
not able to be specifically related to changes in unit volume. Among these changes are changes in the product mix of
our materials and our printers as the trend toward smaller, lower-priced printers has continued and the influence of
new printers and print materials on our operating results has grown.

Change in first nine months revenue by geographic region

Each geographic region contributed to our higher level of revenue in first nine months of 2013. Table 7 sets forth the
change in revenue by geographic area for the first nine months of 2013 compared to the first nine months of 2012:

Table 7

(Dollars in
thousands) U.S. Europe Asia-Pacific Total

Revenue – nine
months 2012 $ 141,498 56.1 % $ 70,963 28.2 % $ 39,601 15.7 % $ 252,062 100 %
Change in
revenue:
Volume 126,682 89.5 144,506 203.6 125,393 316.6 396,581 157.3 
Price/Mix (68,730) (48.6) (123,621) (174.2) (96,330) (243.3) (288,681) (114.5)
Foreign currency
translation — — 1,354 1.9 (2,733) (6.9) (1,379) (0.5)
Net change 57,952 40.9 22,239 31.3 26,330 66.4 106,521 42.3 
Revenue – nine
months 2013 $ 199,450 55.6 % $ 93,202 26.0 % $ 65,931 18.4 % $ 358,583 100 %
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Revenue from U.S. operations increased by $58.0 million, or 40.9%, to $199.5 million in 2013 from $141.5 million in
the first nine months of 2012. The increase was due to higher volume, partially offset by the unfavorable combined
effect of price and mix.

Revenue from non-U.S. operations in the first nine months of 2013 increased by $48.5 million, or 43.9%, to
$159.1 million from $110.6 million in 2012. Revenue from non-U.S. operations as a percent of total revenue was
44.4% and 43.9%, respectively, for the first nine months of  2013 and 2012. The increase in non-U.S. revenue,
excluding the effect of foreign currency translation, was 45.2% in the first nine months of 2013 compared to 49.9% in
the first nine months of 2012.

Revenue from European operations increased by $22.2 million, or 31.3%, to $93.2 million from $71.0 million in the
prior year period. This increase was due to a $144.5 million increase in volume and a $1.4 million favorable impact of
foreign currency translation, partially offset by $123.6 million unfavorable combined effect of price and mix.

Revenue from Asia-Pacific operations increased by $26.3 million, or 66.4%, to $65.9 million from $39.6 million in
the prior year period due primarily to the favorable $125.4 million increase in volume, partially offset by a $96.3
million unfavorable combined effect of price and mix and a $2.7 million unfavorable impact of foreign currency
translation.

Gross profit and gross profit margins

Table 8 sets forth gross profit and gross profit margin for our products and services for the first nine months of 2013
and 2012:

Table 8

Nine Months Ended September 30,
2013 2012

(Dollars in thousands)
Gross
Profit

Gross
Profit
Margin

Gross
Profit

Gross
Profit
Margin

Printers and other products $ 69,463 45.2 % $ 36,222 42.7 %
Print materials 66,907 73.4 51,381 67.3 
Services 51,127 45.0 41,097 45.2 
Total $ 187,497 52.3 % $ 128,700 51.1 %
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On a consolidated basis, gross profit for the first nine months of 2013 increased by $58.8 million, or 45.7%, to
$187.5 million from $128.7 million in the first nine months of 2012, primarily as a result of higher sales from all
revenue categories and helped by an increase in our gross profit margin, as discussed below.

Consolidated gross profit margin in the first nine months of 2013 increased by 1.2 percentage points to 52.3% of
revenue from 51.1% of revenue for the first nine months of 2012. The higher gross profit margin reflected
improvements in printers and other products gross profit margin which was primarily due to continued cost
containment and margin expansion on printers coupled with the addition of higher gross profit margin software
products. The higher gross profit margin also reflected improvements in print materials margins, partially offset by
lower service gross profit margins. 

Printers and other products gross profit for the first nine months of 2013 increased by $33.3 million, or 91.8%, to
$69.5 million from $36.2 million for the 2012 period. Gross profit margin for printers and other products increased 2.5
percentage points to 45.2% from 42.7% in the 2012 period, primarily due to the addition of higher gross profit margin
software products coupled with our continued cost containment and margin expansion on professional printers, which
more than offset the impact of increased sales of lower margin printers.

Print materials gross profit for the first nine months of 2013 increased by $15.5 million, or 30.2%, to $66.9 million
from $51.4 million for the first nine months of 2012, and gross profit margin for print materials increased by
6.1 percentage points to 73.4% from 67.3% in the 2012 period, primarily due to the favorable shift of the mix of
materials towards consumer and professional print materials and integrated materials.

Gross profit for services for the first nine months of 2013 increased by $10.0 million, or 24.4%, to $51.1 million from
$41.1 million for the 2012 period, and gross profit margin for services decreased by 0.2 percentage points to 45.0%
from 45.2% in the first nine months of 2012. Quickparts services gross profit margin increased by 0.1 percentage
points to 42.9% for the first nine months of 2013 from 42.8% in the first nine months of 2012 primarily due to
favorable mix and expanding margins, partially offset by the acquisition of CRDM and RPDG during the period.
Printer services has a gross profit margin of 50.2% compared to 48.3% for the first nine months of 2012.

Operating expenses

As shown in Table 9, total operating expenses increased by $38.3 million, or 44.4%, to $124.6 million in the first nine
months of 2013 from $86.3 million in the first nine months of 2012. This increase was due to higher selling, general
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and administrative expenses and higher research and development expenses, both of which are discussed below.

Table 9

Nine Months Ended September 30,
2013 2012

(Dollars in thousands) Amount
%
Revenue Amount

%
Revenue

Selling, general and administrative expenses $ 97,697 27.2 % $ 70,898 28.1 %
Research and development expenses 26,915 7.5 15,397 6.1 
Total operating expenses $ 124,612 34.7 % $ 86,295 34.2 %

Selling, general and administrative expenses increased by $26.8 million to $97.7 million in the first nine months of
2013 compared to $70.9 million in the first nine months of 2012, and decreased to 27.2% of revenue in 2013
compared to 28.1% for 2012. The increase was due primarily to a $9.6 million increase in compensation costs due to
commissions on higher revenues, higher staffing related to marketing, and our expanding product portfolio. SG&A
expenses were also impacted by a $5.5 million increase in amortization expense due to acquired intangibles, a $2.0
million increase in occupancy costs related to additional acquired locations, a $1.6 million increase in travel expenses,
a $1.2 million increase in marketing expenses, a $0.9 million increase in bad debt expenses, a $0.6 million increase in
franchise taxes, a $0.5 million increase in outside agent commissions and a $0.5 increase in insurance expenses.

Research and development expenses increased by $11.5 million, or 74.8%, to $26.9 million in the first nine months of
2013 from $15.4 million in the first nine months of 2012, primarily due to a $5.5 million increase in compensation
expense, a $1.3 million increase in consultants expense and a $1.2 million increase in R&D materials.
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Income from operations

Our income from operations of $62.9 million for the first nine months of 2013 improved from $42.4 million in 2012.
See Gross profit and gross profit margins and Operating expenses above.

The following table sets forth operating income by geographic area for the first nine months of 2013 compared to
2012:

Table 10

Nine Months Ended
September 30,

(Dollars in thousands) 2013 2012
Income from operations
United States $ 40,745 $ 24,607 
Germany 287 949 
Other Europe 3,602 4,225 
Asia Pacific 19,102 12,528 
Subtotal 63,736 42,309 
Inter-segment elimination (851) 96 
Total $ 62,885 $ 42,405 

With respect to the U.S., in 2013 and 2012, the changes in operating income by geographic area reflected the same
factors discussed above in Gross profit and gross profit margins and Operating expenses.

As most of our operations outside the U.S. are conducted through sales and marketing subsidiaries, the changes in
operating income in our operations outside the U.S. in 2013 and 2012 resulted primarily from changes in transfer
pricing, which is a function of revenue levels. 

Interest and other expense, net
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Interest and other expense, net was $15.4 million in the first nine months of 2013 compared with $8.6 million in the
2012 period. The higher interest and other expense, net in 2013 primarily reflected a loss on conversion of convertible
notes of $11.3 million, the interest related to the senior convertible notes, which amounted to $2.6 million of interest
expense, of which $0.9 million represents non-cash amortization, partially offset by $1.0 million of interest income
and a $0.6 million gain that was deferred in a prior year and recognized upon settlement of a long-term note
receivable. Interest and other expense, net in the first nine months of 2013 also reflected a foreign exchange loss of
$0.3 million. The $8.6 million of expense, net in the first nine months of 2012 reflected $9.5 million of interest
expense primarily related to the senior convertible notes and a $0.1 million foreign exchange gain

Provision for income taxes

We recorded a $14.6 million provision for income taxes in the first nine months of 2013 and a $5.8 million provision
for income taxes in the first nine months of 2012. Our 2013 provision for income taxes reflects income taxes in U.S.
and non-U.S. jurisdictions. The 2012 provision for income taxes primarily reflects tax expense associated with income
taxes in non-U.S. jurisdictions and deferred U.S. income taxes associated with the use of net operating loss
carryforwards.

Net income

Our net income for the first nine months of 2013 increased $4.9 million to $32.9 million compared to $28.0 million in
the first nine months of 2012. The principal reasons for the increase, which are discussed in more detail above, were:

• the $20.5 million increase in operating income as discussed above; partially offset by

• the $8.9 million increase in our tax provision; and

• the $6.7 million increase in interest and other expense, net.

For the nine months ended September 30, 2013, average common shares for basic and diluted earnings per share were
96.9 and basic and diluted earnings per share were $0.34. For the nine months ended September 30, 2012, average
common shares for basic and diluted earnings per share were 79.0 million and 80.2 million, respectively,  and basic
and diluted earnings per share were $0.35.
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Other Financial Information

In addition to our results determined under U.S. generally accepted accounting principles (“GAAP”) discussed above,
management believes  non-GAAP financial measures, which adjust net income and earnings per share are useful to
investors in evaluating our operating performance.

We use non-GAAP financial measures of adjusted net income and adjusted earnings per share to supplement our
unaudited condensed consolidated financial statements presented on a GAAP basis to facilitate a better understanding
of the impact that several strategic acquisitions had on our financial results.

These non-GAAP financial measures have not been prepared in accordance with GAAP and may be different from
non-GAAP financial measures used by other companies and they are subject to inherent limitations as they reflect the
exercise of judgments by our management about which costs, expenses and other items are excluded from our GAAP
financial statements in determining our non-GAAP financial measures. We have sought to compensate for these
limitations by analyzing current and expected future results on a GAAP basis as well as a non-GAAP basis and also
by providing GAAP financial statements as required in our public disclosures as well as reconciliations of our
non-GAAP financial measures of adjusted net income and adjusted earnings per share to our GAAP financial
statements.

The presentation of our non-GAAP financial measures which adjust net income and earnings per share are not meant
to be considered in isolation or as a substitute for the directly comparable financial measures prepared in accordance
with GAAP. These non-GAAP financial measures are meant to supplement, and be viewed in conjunction with,
GAAP financial measures. We urge investors to review the reconciliation of our non-GAAP financial measures to the
comparable GAAP financial measures included below, and not to rely on any single financial measure to evaluate our
business.

Our non-GAAP financial measures, which adjust net income and earnings per share, are adjusted for the following:

· Non-cash stock-based compensation expenses.  We exclude the tax-effected stock-based compensation expenses
from operating expenses  primarily because they are non-cash.

·
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Amortization of intangibles.  We exclude the tax-effected amortization of intangible assets from our cost of sales
and operating expenses. The increase in recent periods is primarily in connection with acquisitions of businesses.

· Acquisition and severance expenses.  We exclude the tax-effected charges associated with the acquisition of
businesses and the related severance expenses from our operating expenses.

· Non-cash interest expenses. We exclude tax-effected non-cash interest expenses, primarily related to the costs
associated with our outstanding senior convertible notes, from interest and other expenses, net.  

· Loss on conversion of convertible notes.  We exclude the tax-effected loss on conversion of convertible notes from
interest and other expenses, net.

· Net (gain) loss on litigation and tax settlements. We exclude the tax-effected net gain or loss on litigation and tax
settlements from interest and other expenses, net.
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Reconciliation of GAAP Net Income to Non-GAAP Financial Measures

Table 11

Quarter Ended
September 30,

Nine Months Ended
September 30,

(in thousands, except per share amounts) 2013 2012 2013 2012
GAAP net income $ 17,657 $ 13,517 $ 32,883 $ 28,029 
Cost of sales adjustments:
Amortization of intangibles 65 54 190 154 
Operating expense adjustments:
Amortization of intangibles 6,141 3,024 14,912 9,365 
Acquisition and severance expenses 655 264 5,357 3,323 
Non-cash stock-based compensation expense 3,118 1,177 8,464 3,656 
Other expense adjustments:
Non-cash interest expense 127 981 880 2,924 
Loss on convertible notes 2,022 1,245 11,275 1,245 
(Gain) loss on litigation and tax settlements 457 (1,473) 2,457 (1,473)
Tax effect (4,027) (633) (12,402) (1,941)
Non-GAAP net income $ 26,215 $ 18,156 $ 64,016 $ 45,282 

Non-GAAP basic earnings per share $ 0.26 $ 0.22 $ 0.66 $ 0.57 
Non-GAAP diluted earnings per share $ 0.26 $ 0.21 $ 0.66 $ 0.57 

Financial Condition and Liquidity

Table 12

(Dollars in thousands)
September
30, 2013

December
31, 2012

Cash and cash equivalents $ 345,356 $ 155,859 
Working capital $ 436,816 $ 212,285 
Total stockholders’ equity $ 901,787 $ 480,333 
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Our unrestricted cash and cash equivalents increased by $189.5 million to $345.4 million at September 30, 2013 from
$155.9 million at December 31, 2012. We generated $44.4 million of cash from operating activities. Cash from
operations consisted of $32.9 million net income, including $40.8 million of non-cash charges and $29.2 million of
cash used by net changes in operating accounts.  We used $122.5 million of cash in investing activities.  Cash from
financing activities provided $268.8 million of cash, including $272.1 million of net proceeds from our common stock
offering completed in May 2013.  See Cash flow and Capitalized lease obligations below. 

Cash and cash equivalents and September 30, 2013 includes $21.0 million of cash held overseas, compared to $23.0
million at December 31, 2012. Cash held overseas is used in our foreign operations for working capital purposes and
is considered to be permanently invested; consequently, we have not provided for any taxes on repatriation.

Cash equivalents comprise funds held in money market instruments and are reported at their current carrying value,
which approximates fair value due to the short-term nature of these instruments. We minimize our credit risk by
investing primarily in investment grade, liquid instruments and limit exposure to any one issuer depending on credit
quality.

Our net working capital increased by $224.5 million to $436.8 million at September 30, 2013 from $212.3 million at
December 31, 2012, primarily due to the factors discussed below.
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Accounts receivable, net, increased by $34.1 million to $114.0 million at September 30, 2013 from $79.9 million at
December 31, 2012. Gross accounts receivable increased by $37.3 million from December 31, 2012. With a greater
portion of our revenue mix shifting to resellers and retailers, as part of our planned business model, a larger proportion
of our sales are transacted on standard credit terms. This shift in our business model was exacerbated by the combined
effect of the timing and concentration of orders during the third month of the quarter as a result of increasing demand,
meaningful contributions from new products and the impact of the CRDM and RPDG acquisitions during the period,
which has driven days sales outstanding to 77 days for the September 2013 quarter from 72 days at December 31,
2012. Accounts receivable more than 90 days past due increased to 10.2% of gross receivables from 6.4% at
December 31, 2012. 

Inventories, net increased by $24.3 million to $66.1 million at September 30, 2013 from $41.8 million at December
31, 2012. This increase resulted primarily from a $12.6 million increase in finished goods inventory due to the timing
of sales and revenue recognition at quarter-end, which also impacts our backlog, and a  $9.1 million increase in raw
materials inventory.  We maintained $3.8 million of inventory reserves at September 30, 2013 and $3.5 million of
such reserves at December 31, 2012.    

The majority of our inventory consists of finished goods, including primarily printers, print materials and service
parts. Inventory also consists of raw materials and spare parts for the in-house assembly and support service for
consumer and professional 3D printers.  We outsource the assembly and refurbishment of production printers;
therefore, we generally do not hold in inventory most parts for production printer assembly or refurbishment. 

Accounts payable increased by $14.4 million to $46.5 million at September 30, 2013 from $32.1 million at December
31, 2012. The increase is primarily related to the normal timing of our scheduled expense payments and acquired
payables.

Accrued and other liabilities increased by $7.2 million to $32.0 million at September 30, 2013 from $24.8 million at
December 31, 2012.  This increase is primarily due to a $3.9 million increase in earnouts and deferred payments
related to acquisitions.

The changes in the first nine months of 2013 that make up the other components of working capital not discussed
above arose in the ordinary course of business.
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Differences between the amounts of working capital item changes in the cash flow statement and the balance sheet
changes for the corresponding items are primarily the result of foreign currency translation adjustments.

We have relied on our unrestricted cash,  cash flow from operations and capital markets transactions to meet our cash
requirements for working capital, capital expenditures and acquisitions; however, it is possible that we may need to
raise additional funds to finance our activities beyond the next twelve months or to consummate significant
acquisitions of other businesses, assets, products or technologies.  If needed, we may be able to raise such funds by
issuing equity or debt securities to the public or selected investors, or by borrowing from financial institutions, selling
assets or restructuring debt. 

Cash flow

The table below summarizes the cash provided by or used in operating activities, investing activities and financing
activities, as well as the effect of changes in foreign currency exchange rates on cash, for the first nine months of 2013
and 2012.

Table 13

Nine Months Ended
September 30,
2013 2012

(Dollars in thousands)
Cash provided by operating activities $ 44,435 $ 44,011 
Cash used in investing activities (122,518) (150,715)
Cash provided by financing activities 268,804 111,351 
Effect of exchange rate changes on cash (1,224) 164 
Net increase in cash and cash equivalents $ 189,497 $ 4,811 
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Cash flow from operating activities

For the nine months ended September 30, 2013, our operating activities provided $44.4 million of net cash. This
source of cash consisted primarily of net income plus the effects of non-cash items and changes in working capital,
which are described above. Our cash from operations fluctuates from quarter to quarter due to the timing of
transactions and receipts and payments of cash, including the payment of the accrued interest on our senior
convertible notes, which is paid in June and December each year. 

For the nine months ended September 30, 2012, our operating activities provided $44.0 million of net cash. This
source of cash consisted primarily of net income plus the effects of non-cash items and changes in working capital.

Cash flow from investing activities

Net cash used in investing activities in the first nine months of 2013 decreased to $122.5 million from $150.7 million
for the first nine months of 2012. This decrease was primarily due to $113.1 million of cash paid for acquisitions in
the first nine months of 2013 compared to $148.3 million paid for acquisitions in the 2012 period. Cash flow used in
investing activities also includes minority investments of less than 20% made through 3D Ventures in promising
enterprises that we believe will benefit from or be powered by our technologies. During the first nine months of 2013,
we invested $4.1 million in three enterprises.

Cash flow from financing activities

Net cash provided by financing activities increased to $268.8 million for the nine months ended September 30, 2013
compared to $111.4 million in the 2012 period. Cash from financing activities in the first nine months of 2013 was
from $272.1 million net proceeds from common stock offering and $0.5 million of stock-based compensation
proceeds, partially offset by $0.2 million of cash paid in lieu of fractional shares and capital lease payments. Cash
from financing activities in the nine months ended September 30, 2012 included $106.9 million of net proceeds
resulting from our Common Stock offering in the third quarter of 2012 and $4.6 million of stock-based compensation
proceeds, partially offset by capital lease payments. 

Contractual commitments and off-balance sheet arrangements
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In November 2011, we issued 5.50% Senior Convertible Notes due 2016 (“the Notes”) in an aggregate principal amount
of $152.0 million. The Notes bear interest at a fixed rate of 5.50% per annum, payable June 15 and December 15 of
each year while they are outstanding, beginning June 15, 2012. The net proceeds of the Notes were used to fund the
acquisition of Z Corp and Vidar and for general corporate purposes.

Adjusted for the 3-for-2 stock split completed in February 2013, the Notes have a conversion rate of 69.9032 shares of
Common Stock per $1,000 principal amount of Notes, which amounts to a conversion price of $14.31 per common
share.  Upon conversion, the Company has the option to pay cash or issue Common Stock, or a combination thereof.
The aggregate principal amount of these Notes then outstanding matures on December 15, 2016, unless earlier
converted or repurchased in accordance with the terms of the Notes.

Conditions for conversion have been satisfied and the Notes are convertible. During the third quarter of 2013 Note
holders converted $15 million aggregate principal amount of Notes, which converted into 1.0 million shares of
common stock. The Company recognized a $2.0 million loss on conversion of these Notes. For the nine months ended
2013, Note holders converted $78.4 million aggregate principal amount of notes, which converted into 5.5 million
shares of common stock, on a split-adjusted basis. The Company recognized a $11.3 million loss on conversion of
these Notes in interest and other expense, net.

The Notes contain a number of covenants covering, among other things, payment of Notes, reporting, maintenance of
existence and payment of taxes. Failure to comply with these covenants, or any other event of default, could result in
acceleration of the principal amount and accrued and unpaid interest on the Notes. We were in compliance with all
covenants as of September 30, 2013.   See Note 8 to the unaudited condensed consolidated financial statements. 

Capitalized lease obligations

Our principal contractual commitments consist of capitalized lease obligations. Our capitalized lease obligations,
which primarily relate to a lease agreement that we entered into during 2006 with respect to our Rock Hill facility,
which covers the facility itself,  decreased to $7.5 million at September 30, 2013 from $7.6 million at December 31,
2012 primarily due to scheduled payments of principal on capital lease installments.    
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Our outstanding capitalized lease obligations carrying values at September 30, 2013 and December 31, 2012 were as
follows:

Table 14

(Dollars in thousands)
September
30, 2013

December 
31, 2012

Capitalized lease obligations:
Current portion of capitalized lease obligations $ 184 $ 174 
Capitalized lease obligations, long-term portion 7,329 7,443 
Total capitalized lease obligations $ 7,513 $ 7,617 

Other contractual commitments

For certain of our recent acquisitions we are obligated for the payment of deferred purchase price totaling $6.0
million, due through 2014, compared to $1.5 million at December 31, 2012. Certain of our recent acquisitions contain
earnout provisions under which the sellers of the acquired businesses can earn additional amounts. The total amount
of liabilities recorded for these earnouts at September 30, 2013 and December 31, 2012 was $2.0 million and $2.6
million, respectively. See Note 2 and Note 15 for details of acquisitions and related commitments. 

As of September 30, 2013, we have supply commitments related to printer assemblies that total $17.6 million
compared to $10.9 million at December 31, 2012.

Off-balance sheet arrangements

We have no off-balance sheet arrangements and do not utilize any “structured debt,” “special purpose,” or similar
unconsolidated entities for liquidity or financing purposes.

Financial instruments
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We conduct business in various countries using both the functional currencies of those countries and other currencies
to effect cross border transactions. As a result, we are subject to the risk that fluctuations in foreign exchange rates
between the dates that those transactions are entered into and their respective settlement dates will result in a foreign
exchange gain or loss. When practicable, we endeavor to match assets and liabilities in the same currency on our
balance sheet and those of our subsidiaries in order to reduce these risks. We also, when we consider it to be
appropriate, enter into foreign currency contracts to hedge exposures arising from those transactions.

We do not hedge or trade for speculative purposes, and our foreign currency contracts are generally short-term in
nature, typically maturing in 90 days or less.  We have elected not to prepare and maintain the documentation to
qualify for hedge accounting treatment under ASC 815, “Derivatives and Hedging,” and therefore, we recognize all
gains and losses (realized or unrealized) in interest and other expense, net in our unaudited condensed consolidated
statements of operations and comprehensive income.

There were no foreign exchange contracts at September 30, 2013 or December 31, 2012.  See Note 7 of the unaudited
condensed consolidated financial statements.

Changes in the fair value of derivatives are recorded in interest and other expense, net, in our unaudited condensed
consolidated statements of operations and comprehensive income. Depending on their fair value at the end of the
reporting period, derivatives are recorded either in prepaid and other current assets or in accrued liabilities in our
unaudited condensed consolidated balance sheets.

The total impact of foreign currency related items on our unaudited condensed consolidated statements of operations
and comprehensive income was a $0.3 million loss for the nine months ended September 30, 2013 and a $0.1 million
gain for the nine months ended September 30, 2012 and a $0.1 million increase in other comprehensive income for the
nine months ended September 30, 2013 compared to a $0.2 million increase for the first nine months of 2012.

Recent Accounting Pronouncements

For information with respect to recent accounting pronouncements and the impact of these pronouncements on our
condensed consolidated financial statements, see Note 1 to the unaudited condensed consolidated financial statements.
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Critical Accounting Policies and Significant Estimates

For a discussion of our critical accounting policies and estimates, refer to “Management’s Discussion and Analysis of
Financial Condition and Results of Operations – Critical Accounting Policies and Significant Estimates” in our Annual
Report on Form 10-K for the year ended December 31, 2012.

Forward-Looking Statements

Certain statements made in this Form 10-Q that are not statements of historical or current facts are forward-looking
statements within the meaning of the Private Securities Litigation Reform Act of 1995. Forward-looking statements
include the cautionary statements and risk factors set forth below as well as other statements made in the Form 10-Q
that may involve known and unknown risks, uncertainties and other factors that may cause our actual results,
performance or achievements to be materially different from historical results or from any future results expressed or
implied by such forward-looking statements.

In addition to statements that explicitly describe such risks and uncertainties, readers are urged to consider statements
in future or conditional tenses or that include terms such as “believes,” “belief,” “expects,” “intends,” “anticipates” or “plans” to be
uncertain and forward-looking. Forward-looking statements may include comments as to our beliefs and expectations
as to future events and trends affecting our business. Forward-looking statements are based upon management’s
current expectations concerning future events and trends and are necessarily subject to uncertainties, many of which
are outside of our control. The factors stated under the heading “Cautionary Statements and Risk Factors” set forth
below and those described in our other SEC reports, including our Form 10-K for the year ended December 31, 2012,
as well as other factors, could cause actual results to differ materially from those reflected or predicted in
forward-looking statements.

Any forward-looking statements are based on management’s beliefs and assumptions, using information currently
available to us. We assume no obligation, and do not intend, to update these forward-looking statements.

If one or more of these or other risks or uncertainties materialize, or if our underlying assumptions prove to be
incorrect, actual results may vary materially from those reflected in or suggested by forward-looking statements. Any
forward-looking statement you read in this Form 10-Q reflects our current views with respect to future events and is
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subject to these and other risks, uncertainties and assumptions relating to our operations, results of operations, growth
strategy and liquidity. All subsequent written and oral forward-looking statements attributable to us or individuals
acting on our behalf are expressly qualified in their entirety by this paragraph. You should specifically consider the
factors identified or referred to in this Form 10-Q and our other SEC reports, including our Annual Report on
Form 10-K for the year ended December 31, 2012, which would cause actual results to differ from those referred to in
forward-looking statements.

Cautionary Statements and Risk Factors

We recognize that we are subject to a number of risks and uncertainties that may affect our future performance. The
risks and uncertainties described in Item 1A in our Annual Report on Form 10-K for the year ended December 31,
2012 are not the only risks and uncertainties that we face. Additional risks and uncertainties not currently known to us
or that we currently deem not to be material also may impair our business operations. If any of these risks actually
occur, our business, results of operations and financial condition could suffer. In that event the trading price of our
common stock could decline, and you may lose all or part of your investment in our common stock. The risks
discussed in Item 1A in our Annual Report on Form 10-K for the year ended December 31, 2012 also include
forward-looking statements, and our actual results may differ substantially from those discussed in these
forward-looking statements.

Except as required by the federal securities laws, we undertake no obligation to publicly update or revise any
forward-looking statement, whether as a result of new information, future events or otherwise.

Item 3.  Quantitative and Qualitative Disclosures About Market Risk.

For a discussion of market risks at December 31, 2012, refer to Item 7A, “Quantitative and Qualitative Disclosures
about Market Risk,” in our Annual Report on Form 10-K for the year ended December 31, 2012. During the first nine
months of 2013, there were no material changes or developments that would materially alter the market risk
assessment performed as of December 31, 2012.
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Item 4.  Controls and Procedures.

Evaluation of disclosure controls and procedures

As of September 30, 2013, we carried out an evaluation, under the supervision and with the participation of our
management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and
operation of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”) pursuant to Rules 13a-15 and 15d-15 under the Exchange Act.
These controls and procedures were designed to provide reasonable assurance that the information required to be
disclosed in the reports that we file or submit under the Exchange Act is recorded, processed, summarized and
reported within the time periods specified in the SEC’s rules and forms and that such information is accumulated and
communicated to our management, including our Chief Executive Officer and Chief Financial Officer, in a manner to
allow timely decisions regarding required disclosures. Based on this evaluation, including an evaluation of the rules
referred to above in this Item 4, management has concluded that our disclosure controls and procedures were effective
as of September 30, 2013 to provide reasonable assurance that the information required to be disclosed in the reports
we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods
specified in the SEC’s rules and forms and that such information is accumulated and communicated to management,
including our Chief Executive Officer and Chief Financial Officer, in a manner to allow timely decisions regarding
required disclosures.

Changes in Internal Controls over Financial Reporting

There were no material changes in our internal controls over financial reporting during the period covered by this
Form 10-Q that have materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.
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PART II — OTHER INFORMATION

Item 1.  Legal Proceedings.

The information set forth in Note 15 of the unaudited condensed consolidated financial statements in Part I, Item 1 of
this Form 10-Q is incorporated herein by reference.

Item 1A.  Risk Factors.

There have been no material changes from the risk factors as previously disclosed in our Annual Report on Form 10-K
for the year ended December 31, 2012.

Item 6.  Exhibits.

The following exhibits are included as part of this filing and incorporated herein by this reference:

3.1 Certificate of Incorporation of Registrant. (Incorporated by reference to Exhibit 3.1 to Form 8-B filed on August
16, 1993, and the amendment thereto, filed on Form 8-B/A on February 4, 1994.)

3.2 Amendment to Certificate of Incorporation filed on May 23, 1995. (Incorporated by reference to Exhibit 3.2 to
Registrant’s Registration Statement on Form S-2/A, filed on May 25, 1995.)

3.3 Certificate of Designation of Rights, Preferences and Privileges of Preferred Stock. (Incorporated by reference to
Exhibit 2 to Registrant’s Registration Statement on Form 8-A filed on January 8, 1996.)

3.4
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Certificate of Designation of the Series B Convertible Preferred Stock, filed with the Secretary of State of
Delaware on May 2, 2003. (Incorporated by reference to Exhibit 3.1 to Registrant’s Current Report on Form 8-K,
filed on May 7, 2003.)

3.5 Certificate of Elimination of Series A Preferred Stock filed with the Secretary of State of Delaware on March 4,
2004. (Incorporated reference to Exhibit 3.6 of Registrant’s Annual Report on Form 10-K for the year ended
December 31, 2003, filed on March 15, 2004.)

3.6 Certificate of Elimination of Series B Preferred Stock filed with the Secretary of State of Delaware on
September 9, 2006. (Incorporated reference to Exhibit 3.1 of Registrant’s Current Report on Form 8-K, filed on
September 9, 2006.)

3.7 Certificate of Amendment of Certificate of Incorporation filed with Secretary of State of Delaware on May 19,
2004. (Incorporated by reference to Exhibit 3.1 of the Registrant’s Quarterly Report on Form 10-Q for the
quarterly period ended March 31, 2004, filed on August 5, 2004.)

3.8 Certificate of Amendment of Certificate of Incorporation filed with Secretary of State of Delaware on May 17,
2005. (Incorporated by reference to Exhibit 3.1 of the Registrant’s Quarterly Report on Form 10-Q for the
quarterly period ended March 31, 2005, filed on August 1, 2005.)

3.9 Certificate of Amendment of Certificate of Incorporation filed with the Secretary of State of Delaware on
October 7, 2011.  (Incorporated by reference to Exhibit 3.1 to Form 8-K filed on October 7, 2011.)

3.10 Certificate of Designations, Preferences and Rights of Series A Preferred Stock, filed with the Secretary of State
of Delaware on December 9, 2008. (Incorporated by reference to Exhibit 3.1 of Registrant’s Current Report on
Form 8-K, filed on December 9, 2008.)

3. 11 Certificate of Elimination of Series A Preferred Stock, filed with the Secretary of State of Delaware on
November 14, 2012. (Incorporated by reference to Exhibit 3.1 of Registrant’s Current Report on Form 8-K, filed
on November 15, 2012.)
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3.12 Amended and Restated By-Laws. (Incorporated by reference to Exhibit 3.2 of Registrant’s Current Report
on Form 8-K filed on December 1, 2006.)

3.13 Certificate of Amendment of Certificate of Incorporation filed with the Secretary of State of Delaware on
May 21, 2013. (Incorporated by reference to Exhibit 3.1 of the Registrant’s Current Report on Form 8-K,
filed on May 22, 2013.)

31.1 Certification of Principal Executive Officer filed pursuant to Section 302 of the Sarbanes-Oxley Act of
2002 dated October 29, 2013.

31.2 Certification of Principal Financial Officer filed pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
dated October 29, 2013.

32.1 Certification of Principal Executive Officer filed pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 dated October 29, 2013.

32.2 Certification of Principal Financial Officer filed pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 dated October 29, 2013.

101.INS XBRL Instance Document.

101.SCH XBRL Taxonomy Extension Schema Document.

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document.

101.DEF XBRL Taxonomy Extension Definition Linkbase Document.

101.LAB XBRL Taxonomy Extension Label Linkbase Document.

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

3D Systems Corporation

By /s/ Damon J. Gregoire
Damon J. Gregoire
Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)
(Duly Authorized Officer)

Date: October 29, 2013

40

Edgar Filing: ABBOTT LABORATORIES - Form 11-K

100


