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PART I FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS

Net sales

Costs and expenses:

Cost of products sold

Research and development expense

Selling, general, and administrative expense

MEDTRONIC, INC.

STATEMENTS OF CONSOLIDATED EARNINGS

(Unaudited)

Three months ended
January 24, January 25,
2003 2002

Nine months ended

January 24,
2003

(in millions, except per share data)

Purchased in-process research and development

(IPR&D)
Special charges

Other (income)/expense, net
Interest (income)/expense, net
Total costs and expenses
Earnings before income taxes
Provision for income taxes
Net earnings

Earnings per share:

Basic
Diluted

Weighted average shares outstanding:

Basic
Diluted

$ 1,912.5 $ 1,592.4
474.8 412.8

187.1 163.4

587.8 493.5

32.7

304

48.5 3.5

3.2 13.0

1,301.4 1,149.3

611.1 443.1

183.4 128.2

$ 427.7 $ 314.9
$ 0.35 $ 0.26
$ 0.35 $ 0.26
1,220.5 1,2124

1,232.8 1,225.5

$

5,517.4

1,349.7
560.0
1,722.5

114.2
2.5
119.6
3.4
3,871.9

1,645.5

532.8

1,112.7

0.91
0.91

1,217.2
1,227.0

January 25,
2002

4,619.3

1,195.9
476.8
1,417.5

293.0
101.6
31.0
1.7
3,517.5

1,101.8

418.7

683.1

0.56
0.56

1,210.7
1,223.7
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See accompanying notes to the condensed consolidated financial statements.
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MEDTRONIC, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

ASSETS
Current assets:

Cash and cash equivalents

Short-term investments

Accounts receivable, less allowances of $83.5 and $77.5, respectively
Inventories

Deferred tax assets, net

Prepaid expenses and other current assets

Total current assets

Property, plant, and equipment
Accumulated depreciation
Net property, plant, and equipment

Goodwill
Patents and other intangible assets, net
Long-term investments

Other assets

Total assets

LIABILITIES AND SHAREHOLDERS EOQUITY

Current liabilities:
Short-term borrowings
Accounts payable
Accrued compensation
Accrued income taxes
Other accrued expenses
Total current liabilities

Long-term debt

Deferred tax liabilities, net
Long-term accrued compensation
Other long-term liabilities

Total liabilities

Commitments and contingencies

January 24, April 26.
2003 2002

(in millions except per share data)

1,468.6 $
16.7
1,721.6
994.1
173.0
203.8
4,577.8

2,790.9
(1,249.1)
1,541.8

4,176.0
1,042.1
348.0
227.5

11,913.2 $

419.6 $
300.4
361.7
335.3
335.4
1,752.4

1,984.1
255.5
90.9
257.5
4,340.4

>

410.7
123.0
1,522.5
748.1
324.4
359.3
3,488.0

2,489.1
(1,037.3)
1,451.8

4,034.6
1,060.3
637.0
232.8

10,904.5

2,516.1
268.2
340.3
148.5
711.8

3,984.9

9.5
233.8
86.3
158.9
4,473.4
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Shareholders equity:

Common stock par value $0.10 122.0 121.5
Retained earnings 7,502.3 6,493.0
Accumulated other non-owner changes in equity (39.8) (168.0)
7,584.5 6,446.5
Receivable from employee stock ownership plan 11.7) (15.4)
Total shareholders equity 7,572.8 6,431.1
Total liabilities and shareholders equity $ 11,913.2 $ 10,904.5

See accompanying notes to the condensed consolidated financial statements.
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MEDTRONIC, INC.

CONDENSED STATEMENTS OF CONSOLIDATED CASH FLOWS

OPERATING ACTIVITIES:
Net earnings

Adjustments to reconcile net earnings to net cash provided by operating activities:

Depreciation and amortization

Purchased in-process research and development
Special charges

Deferred income taxes

Change in operating assets and liabilities:
Accounts receivable

Inventories

Accounts payable and accrued liabilities
Changes in other operating assets and liabilities

Net cash provided by operating activities

INVESTING ACTIVITIES:

Acquisitions, net of cash acquired

Additions to property, plant, and equipment
Purchases of marketable securities

Sales and maturities of marketable securities
Other investing activities, net

Net cash provided by (used in) investing activities

FINANCING ACTIVITIES:

Increase (decrease) in short-term borrowings, net
Increase in long-term debt, net

Dividends to shareholders

Issuance of common stock

Repurchase of common stock

Repayment of loan from ESOP

Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash and cash equivalents
Net change in cash and cash equivalents

Cash and cash equivalents at beginning of period

(Unaudited)

Nine months ended
January 24, January 25,
2003 2002

(in millions)

1,112.7

305.5

114.2
9.5)

173.4

(113.7)

(157.2)

(175.4)
157.1

1,407.1

(1.9)

(270.5)

(97.3)
486.0
21.4

137.7

(2,113.6)
1,972.9

(228.2)
1282

(237.9)
3.7

(474.9)

(12.0)
1,057.9

410.7

$

683.1

218.3

293.0
63.7
(3.8)

(104.1)
24.6

(76.3)
62.9

1,161.4

(3,718.2)
(282.4)
(605.0)

868.0
(116.2)

(3,853.8)

2,228.2
0.1
(209.0)
106.3
(25.5)
3.6

2,103.7

17.2
(571.5)

1,030.3
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Cash and cash equivalents at end of period $ 1,468.6 $ 458.8
Supplemental Noncash Investing and Financing Activities:

Issuance of common stock for acquisition $ 219.6 $
Issuance of stock options for acquisition $ 14.5 $ 75.2

See accompanying notes to the condensed consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Note 1 _Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with generally accepted accounting
principles for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not
include all of the information necessary for a fair presentation of results of operations, financial position, and cash flows in conformity with
generally accepted accounting principles. In the opinion of management, the consolidated financial statements reflect all adjustments (consisting
of normal recurring adjustments) considered necessary for a fair presentation of the results of Medtronic, Inc. (Medtronic or the Company) for
the periods presented. Operating results for interim periods are not necessarily indicative of results that may be expected for the fiscal year as a
whole. The preparation of financial statements in conformity with generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets, liabilities, revenues, expenses, and related disclosures at the date of the
financial statements and during the reporting period. Actual results could differ from these estimates. For further information, refer to the
consolidated financial statements and notes thereto included in the Company s Annual Report on Form 10-K for the year ended April 26, 2002.

Certain prior year amounts have been reclassified to conform to current year presentation.

Note 2 New Accounting Pronouncements

In June 2002, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards (SFAS) No. 146,

Accounting for Costs Associated with Exit or Disposal Activities . SFAS No. 146 requires that a liability for a cost associated with an exit or
disposal activity be recognized and measured initially at fair value only when the liability is incurred. Prior to the adoption of this Standard, a
liability for an exit cost, as defined by Emerging Issues Task Force Issue No. 94-3, Liability Recognition for Certain Employee Termination
Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring) , was recognized at the date of an entity s
commitment to an exit plan. SFAS No. 146 is effective for the Company for exit plans or disposal activities initiated after December 31, 2002.
Adoption did not have a material impact on the Company s consolidated earnings, financial position, or cash flows.

In December 2002, the FASB issued SFAS No.148, Accounting for Stock-Based Compensation Transition and Disclosure an Amendment of
FASB Statement No. 123 . SFAS No. 148 provides alternative methods of transition for a voluntary change to the fair value based method of
accounting for stock-based employee compensation and amends certain disclosure requirements of SFAS No. 123. The transition provisions are
effective for the Company in fiscal 2003, and the disclosure requirements are effective for the Company beginning with its April 25, 2003
consolidated financial statements. The Company currently plans to continue to apply the intrinsic value method to account for stock-based
employee compensation.

In January 2003, the Financial Accounting Standards Board issued FASB Interpretation No. (FIN) 46, Consolidation of Variable Interest
Entities . FIN 46 addresses the requirements for business enterprises to consolidate related entities, for which they do not have controlling
interests through voting or other rights, if they are determined to be the primary beneficiary as a result of variable economic interests. FIN 46
provides guidance for determining the primary beneficiary for entities with multiple economic interests. FIN 46 is effective at the time of
investment for interests obtained in a variable economic entity after January 31, 2003. Beginning in the second quarter of fiscal year 2004, FIN
46 applies to interests in variable interest entities (VIE s) acquired prior to February 1, 2003. FIN 46 is not expected to have a material impact on
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the Company s consolidated earnings, financial position, or cash flows.
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Note 3 Acquisitions

On October 11, 2002, the Company acquired all of the outstanding common shares of Spinal Dynamics Corporation (SDC). Prior to the
acquisition, the Company had a minority investment in SDC, which was accounted for under the cost method of accounting. SDC is a developer
of an artificial cervical disc that is designed to maintain mobility of the cervical spine after surgery. This acquisition is expected to complement
the Company s full suite of spinal surgery products.

The consideration paid for SDC was approximately $254.3 million. The consideration included $5.3 million in cash, approximately 5.0 million
shares of Medtronic common stock valued at $219.6 million, approximately 350,000 employee stock options valued at $14.5 million, fees and
expenses associated with the merger, and Medtronic s prior investment in SDC totaling $14.0 million. Medtronic common shares were valued
based on an average of Medtronic s trading share prices a few days before and after the date when the shares to be issued became known. Options
were valued using the Black-Scholes option-pricing model.

As part of the acquisition of SDC, the Company acquired $25.1 million of technology-based intangible assets, that have an expected useful life
of 10 years, and $114.2 million of purchased in-process research and development that was expensed on the date of acquisition. Goodwill of
$115.0 million related to this acquisition was assigned entirely to the Spinal and ENT operating segment. This goodwill is not deductible for tax
purposes.

At the time of the acquisition of SDC, the Company began to formulate plans to shut down certain operations, to relocate and terminate certain
employees, and to terminate certain contractual obligations of SDC. Some of those plans were finalized during the current quarter, and the
remainder will be finalized during the fourth quarter of fiscal year 2003. The finalization of these plans is not expected to have a material impact
on the allocation of the purchase price. The following table summarizes the preliminary allocation of the purchase price to the estimated fair
values of the assets acquired and liabilities assumed as of October 11, 2002 (in millions):

Current assets $ 7.4
Property, plant and equipment 1.0
Intangible assets 25.1
Purchased in-process research and development 114.2
Goodwill 115.0
Deferred tax asset long term 5.2
Total assets acquired 267.9
Current liabilities 3.5
Deferred tax liability long term 10.1
Total liabilities assumed 13.6
Net assets acquired $ 254.3

On April 12, 2002, the Company acquired all of the outstanding shares of VidaMed, Inc. (VidaMed) for cash consideration of $328.6 million,
including fees and expenses associated with the merger. VidaMed manufactures and markets a transurethral needle ablation system to treat
benign prostatic hyperplasia, a condition also known as enlarged prostate. This acquisition is expected to strengthen the Company s offerings of
urological products, reduce costs through economies of scale, and foster growth by leveraging common technologies and the Company s

11
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international distribution structure.

On December 18, 2001, the Company acquired all of the outstanding shares of Endonetics, Inc. (Endonetics) for cash consideration of $67.2
million, including fees and expenses associated with the merger. Endonetics develops diagnostic and therapeutic devices for the management of
gastrointestinal diseases. The Company acquired Endonetics to accelerate the Company s entrance into the gastrointestinal
market. Through effective integration, the Company expects to be able to reduce costs through economies of scale,
and foster growth by leveraging common technologies and the Company s international distribution structure.

On August 28, 2001, the Company acquired all of the outstanding common shares of MiniMed, Inc. (MiniMed) and Medical Research Group,
Inc. (MRG) for cash consideration totaling $3,807.2 million. MiniMed is the market leader in the design, development, manufacture and
marketing of advanced medical systems for the treatment of diabetes. MRG designs and develops technologies related to implantable pumps and
sensors used in the treatment of diabetes. These acquisitions represent a new platform for the Company, offering device-based

12
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medical solutions for the treatment of diabetes. The Company expects to drive growth by leveraging common technologies and the Company s
international distribution structure and to reduce costs through economies of scale. The total acquisition cost for MiniMed was $3,377.7 million,
which includes fees and expenses associated with the merger, the cash cost of employee stock options surrendered in the acquisition, and an
estimate of the fair value of employee stock options. The total acquisition cost of MRG was $429.5 million, which includes the cash cost of
employee stock options surrendered in the acquisition, and fees and expenses associated with the merger.

In addition to the above acquisitions, on April 19, 2002, the Company acquired the remaining equity in a joint venture (Kobayashi) it had formed
with Kobayashi Pharmaceutical Co. Ltd. in 1996 to distribute the Company s spinal products in Japan. The remaining equity of Kobayashi was
purchased for $128.0 million of cash, of which $58.0 million will be paid over the next seven years. The Company expects that this purchase
will accelerate revenues and earnings growth of spinal products by increasing its operating flexibility and by reducing distribution overhead.

Results from operations of each of the above acquisitions have been included in the Company s combined results of operations since the date
each company was acquired.

The following unaudited pro forma data for the nine month period ended January 24, 2003, sets forth the combined results of operations as if the
acquisition of SDC had occurred on April 27, 2002. Since SDC reported its results based on calendar quarters, the unaudited pro forma results
of operations for the nine month period ended January 24, 2003 includes the results of operations for SDC for the six month period ended
September 30, 2002. The pro forma data gives effect to actual operating results of SDC prior to the acquisition, and adjustments to reflect
interest income foregone, increased intangible asset amortization, Medtronic shares issued, options payable in Medtronic stock that were
assumed in the transaction, and income taxes. Pro forma net earnings for the nine month period ended January 24, 2003 includes $114.2 million
of non-deductible charges related to in-process research and development expensed as a result of the SDC acquisition.

Nine Months Ended
(in millions, except per share data) January 24, 2003
Net sales $ 5,517.4
Net earnings $ 1,106.4
Earnings per common share:
Basic $ 0.91
Diluted $ 0.90

The following unaudited pro forma data for the three month period ended January 25, 2002, sets forth the combined results of operations as if
the acquisitions of SDC, VidaMed, Endonetics, and the remaining portion of Kobayashi had occurred on April 28, 2001. As each of these
acquired companies reported their results based on calendar quarters, the unaudited pro forma results of operations for the three month period
ended January 25, 2002 includes the results of operations for each acquisition for the three month period ended December 31, 2001. The pro
forma data for the three months ended January 25, 2002 gives effect to actual operating results prior to each acquisition, and adjustments to
reflect interest income foregone, increased intangible asset amortization, increased fixed asset depreciation, and income taxes. Pro forma net
earnings for the three month period ended January 25, 2002 includes $32.7 million of non-deductible charges related to assets written off as
in-process research and development.

Three Months Ended
(in millions, except per share data) January 25, 2002
Net sales $ 1,597.4
Net earnings $ 300.3

13



Edgar Filing: MEDTRONIC INC - Form 10-Q

Earnings per common share:

Basic $ 0.25
Diluted $ 0.24

The following unaudited pro forma data for the nine month period ended January 25, 2002, sets forth the combined results of operations as if the
acquisitions of SDC, VidaMed, Endonetics, MiniMed, MRG, and the remaining portion of Kobayashi had occurred on April 28, 2001. As all of
the acquired companies reported their results based on calendar quarters, the unaudited pro forma results of operations for the nine month period
ended January 25, 2002 includes the results of operations for each acquisition for the nine month period ended

14
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December 31, 2001. The pro forma data for the nine months ended January 25, 2002 gives effect to actual operating results prior to each
acquisition, adjustments to eliminate material intercompany items between MiniMed and MRG, and adjustments to reflect increased interest
expense, interest income foregone, increased intangible asset amortization, increased fixed asset depreciation, and income taxes.

No effect has been given to cost reductions or operating synergies in this presentation. As a result, these pro forma amounts are not necessarily
indicative of the results that would have been obtained if the acquisitions had occurred as of the beginning of the periods presented or that may
occur in the future.

Pro forma net earnings for the nine month period ended January 25, 2002 includes $293.0 million of non-deductible charges related to in-process
research and development expense; $20.4 million of debt issuance costs, net of tax; $18.8 million of non-deductible merger-related costs
incurred by MiniMed prior to the acquisition; a $6.9 million after tax write-up of MiniMed inventory to fair value; and a $2.4 million after tax
charge related to a settlement agreement entered into by MiniMed prior to the acquisition.

Nine Months Ended
(in millions, except per share data) January 25, 2002
Net sales $ 4,756.0
Net earnings $ 583.9
Earnings per common share:
Basic $ 0.48
Diluted $ 0.47

In connection with the acquisitions of MiniMed and MRG, the Company formulated plans for workforce reductions, employee relocations, the
closure and consolidation of sales offices in the U.S. and Europe, and the termination of certain contractual obligations. The costs of employee
termination and relocation benefits related to the elimination or relocation of approximately 365 positions in the areas of manufacturing and
distribution, administration, engineering, and sales and marketing. Contractual obligations related to a distributor termination between MRG and
an affiliated third party, as well as the termination of MiniMed s distributors, which were located primarily in Europe and Japan.

During the current quarter, the Company completed the initiatives contemplated in these plans and reversed against goodwill remaining purchase
accounting accruals that were no longer considered necessary, as follows (in millions):

Balance at Change Balance at Change Balance at
April 26, in October 25, in January 24,
2002 Estimate Utilized 2002 Estimate Utilized 2003
Facility Reductions $ 21% $ (1.0)$ 11$ 05 $ 0.3)$ 1.3
Severance and Relocation
Costs 7.4 2.4) 5.0 (3.8) (1.1) 0.1
Contractual Obligations 13.9 0.4 (10.4) 3.9 (1.9) 2.0
Total $ 234 $ 04 $ (13.8)$ 100 $ (5.2)$ (1.4)$ 34

The change in estimate for facility reductions relates to two facilities which the Company assumed it would be able to sublease, but which it has
been unable to sublease. The remaining accrual for facility reductions at January 24, 2003 relates to remaining lease payments to be made over
the contractual life of the terminated leases. The change in estimate for severance and relocation costs relate primarily to European employees
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who were identified for termination, but who were not terminated as they were willing to take positions elsewhere with the Company. The
change in estimate for contractual obligations relates primarily to the termination of a Japanese distributor at significantly better terms than
originally anticipated. The remaining accrual for contractual obligations on January 24, 2003 relates to certain foreign distributors that have been
terminated.
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Note 4 IPR&D. Special. and Other Charges

The Company defines special charges (such as certain litigation and restructuring charges), IPR&D, and other charges as unusual charges.
These charges result from unique facts and circumstances that likely will not recur with similar materiality or frequency.

Purchased In-Process Research and Development:

In the second quarter of the current fiscal year, the Company acquired SDC. At the date of acquisition, $114.2 million of the purchase price was
expensed for purchased in-process research and development related to the Bryan Cervical Disc System® (Bryan® Disc), which had not
yet reached technological feasibility in the U.S. (technological feasibility is assumed to have been reached upon
receiving FDA approval) and had no alternative future use. The Bryan Disc is an artificial cervical disc featuring a
shock-absorbing elastomer designed to replace and mimic the functionality of natural intervertebral discs removed
from a patient during spinal surgery. Prior to this acquisition, Medtronic did not have a comparable product under
development, and the acquisition of SDC was expected to accelerate the Company s entry into the arena of artificial
cervical discs. At the time of acquisition, SDC had received approval from the FDA for an investigational device
exemption allowing SDC to proceed with human clinical studies, which must be completed before regulatory approval
can be obtained in the U.S. The Company expects to incur costs totaling $3.5 million in fiscal 2003, $3.5 million in
fiscal 2004, $1.6 million in fiscal 2005 and $0.6 million in fiscal 2006 to bring this product to commercialization in
the U.S. These costs have been and will be funded by internally generated cash flows. Total expected project costs,
including costs already incurred, are approximately $45.0 million.

In the third quarter of fiscal 2002, the Company acquired Endonetics. At the date of the acquisition, $32.7 million of the purchase price was
expensed for purchased in-process research and development related to the Gatekeeper Reflux Repair System™ (Gatekeeper™), which
had not yet reached technological feasibility and had no alternative future use. The Gatekeeper is a therapeutic
medical device comprised of hydrogel prostheses that are implanted in the esophageal wall. After implantation, the
hydrogel prostheses swell in size and create a mechanical barrier that prevents stomach acids from entering the
esophagus. At the time of the acquisition, the Company did not have a therapeutic product offering in the
Gastroesophageal Reflux Disease (GERD) market. The Company believes the Gatekeeper will distinguish itself in
this market by its ease of use, ability to reduce treatment costs associated with extended drug therapies, and its less
invasive approach to treating GERD. At the time of the acquisition, the Gatekeeper was in human clinical trials. The
clinical trials must be completed before regulatory approval can be obtained in the U.S. The Company expects to
incur costs of approximately $1.5 million in each of fiscal year 2003 and 2004, and approximately $1.0 million in
fiscal year 2005 to bring this product to commercialization. Total expected project costs, including costs already
incurred, are approximately $8.4 million. These costs have been and will be funded by internally generated cash
flows.

In the second quarter of fiscal 2002, the Company acquired MiniMed. At the date of the acquisition, $35.4 million of the purchase price was
expensed for purchased in-process research and development related to a disposable pump that had not yet reached technological feasibility and
had no alternative future use. Disposable pumps are designed to be used as an infusion system that is attached to the body using an adhesive and
that delivers a pre-set constant rate of drug. At the time of the acquisition, MiniMed did not have a primary product offering in the insulin-using
Type 2 diabetes market and believed that the disposable pump would distinguish itself in the Type 2 market by its convenience and ease of use.
Subsequent to this acquisition, the Company performed an in-depth evaluation of the underlying technology related to this project. As a result of
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this evaluation, in the second quarter of fiscal 2003 the Company discontinued its current project to bring a disposable pump to
commercialization utilizing this technology. The Company intends to pursue a disposable pump project under a different technology platform.

Also in the second quarter of fiscal year 2002, the Company acquired MRG. At the date of acquisition, $224.9 million of the purchase price was
expensed for purchased in-process research and development related to a long-term glucose sensor and an implantable glucose monitoring
sensor that had not yet reached technological feasibility and had no alternative future use. At the time of the acquisition, MRG had no product
offerings in the diabetes market, and these projects were expected to enable MRG to enter this high-potential implantable market. The long-term
glucose sensor is designed to be used with an implantable pump to automatically maintain glucose levels by continuously monitoring and
adjusting the rate of insulin infusion without the need for frequent intervention by the physician or patient. At the time of the acquisition, the
long-term glucose sensor was in human clinical trials, which must be completed before regulatory approval can be obtained in the U.S. The
implantable glucose monitoring system is used by patients to monitor glucose levels. At the time of acquisition, MRG had received approval
from the FDA for the investigational device exemption allowing MRG
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to proceed with clinical studies, which must be completed before regulatory approval can be obtained in the U.S. The Company expects to incur
total costs ranging from $7.0 million to $10.0 million in fiscal years 2003, 2004, and 2005 to bring this product to commercialization. These
costs have been and will be funded by internally generated cash flows. Total expected project cost, including costs already incurred, is $33.5
million to $42.5 million. The fair values assigned to the long-term glucose sensor and to the implantable glucose monitoring system were $219.7
million and $4.4 million, respectively. Other minor product categories were valued at $0.8 million.

We are primarily responsible for the valuation of the SDC, Endonetics, MiniMed, and MRG in-process research and development charges. The
values assigned to purchased in-process research and development were based on valuation methodologies and techniques consistent with the
methodologies and techniques used by independent appraisers. All values were determined by identifying research projects in areas for which
technological feasibility had not been established. All values were determined by estimating the revenue and expenses associated with a project s
sales cycle and by estimating the amount of after-tax cash flows attributable to these projects. The future cash flows were discounted to present
value utilizing an appropriate risk-adjusted rate of return. The rate of return included a factor that takes into account the uncertainty surrounding
the successful development of the purchased in-process research and development.

The Company expects that all the acquired in-process research and development will reach technological feasibility, but there can be no
assurance that the commercial viability of these products will actually be achieved. The nature of the efforts to develop the acquired technologies
into commercially viable products consists principally of planning, designing and conducting clinical trials necessary to obtain regulatory
approvals. The risks associated with achieving commercialization include, but are not limited to, delay or failure to obtain regulatory approvals
to conduct clinical trials, delay or failure to obtain required market clearances, and patent litigation. If commercial viability were not achieved,
the Company would look to other alternatives to provide these therapies.

Special charges:

There were no special charges for the three months ended January 24, 2003. Special charges for the nine months ended January 24, 2003
consisted of a $15.0 million litigation settlement, and other special charges totaling $10.5 million, net. The litigation charges were offset by a
$23.0 million reversal for a final adjustment to a previously recognized settlement with a competitor on the rapid exchange perfusion delivery
system.

The other special charges relate to the Vascular facility consolidation initiatives in our operations, partially offset by the reversal of unused
portions of previously recognized charges for other restructuring initiatives. In connection with the Vascular facility consolidation initiative,
which occurred during the first quarter of fiscal year 2003, the Company reorganized its Vascular research and development, clinical, regulatory
and manufacturing functions, closed 7 facilities in California and one in Florida, and identified 685 employees for termination. In connection
with this initiative, the Company recorded a restructuring charge of $10.8 million, an $8.9 million write-down of assets which will no longer be
utilized, including accelerated depreciation of assets held and used, and $5.3 million of other restructuring related charges. The $10.8 million
restructuring charge consisted of $4.6 million for lease cancellations and $6.2 million for severance costs. The $5.3 million of other
restructuring-related charges related to incremental expenses incurred as a direct result of the Vascular restructuring initiative, primarily
retention and productivity bonuses for services rendered by the employees prior to July 26, 2002, and equipment and facility moves. All other
restructuring-related charges were incurred during the quarter the initiative was announced. The Vascular restructuring initiatives, which are
expected to be completed within one year, are expected to produce annualized operating savings of approximately $35.0 to $40.0 million, and
annualized tax savings of approximately $8.0 million. Of the 685 employees identified for termination, 615 have been terminated as of January
24, 2003. This charge was offset by reversals of reserves no longer considered necessary. The first reversal of $8.9 million, which included $1.7
million for asset write-downs, related to restructuring initiatives from the fourth quarter of fiscal 2001 and the first quarter of fiscal 2002. The
outcome of these initiatives was favorable compared to our initial estimates for two reasons. Several employees, who were identified for
termination, were not terminated as they found other jobs within the Company, and two sales offices that were initially identified for closure,
ultimately did not close. The second reversal of $5.6 million related to distributor termination costs accrued in connection with the merger of
PercuSurge, Inc. (PercuSurge). The outcome of the PercuSurge distributor terminations was favorable to our original estimates as a result of
anticipated contractual commitments that did not materialize. These reserves were no longer considered necessary, as the initiatives have been
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completed.

Special charges for the three months ended January 25, 2002 consisted of a $19.6 million charge related to a non-product related legal settlement
pertaining to business matters which occurred in prior years and which is

10
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protected by a confidentiality agreement, a $36.8 million gain on an equity investment which was contributed to the Medtronic Foundation, and
a $47.6 million charge reflecting the market value of the equity investment contributed to the Medtronic Foundation.

Special charges for the nine months ended January 25, 2002 include those discussed above for the third quarter of fiscal 2002 as well $9.1
million related to a legal settlement, and $27.0 million as a result of a patent infringement case brought by a competitor with respect to the rapid
exchange perfusion delivery system. The patent infringement case was decided in a July 2001 arbitration panel ruling. As a result of this ruling,
the Company stopped selling the rapid exchange perfusion delivery systems in U.S. markets in September 2001. The $27.0 million charge
related to sales of a next generation product, which was not part of the arbitration ruling in July 2001, as well as sales in fiscal 2002 of the rapid
exchange perfusion delivery system covered under the arbitration award. Additionally, in the first quarter of fiscal 2002, the Company recorded
a charge of $35.1 million to finalize initiatives that were announced in the fourth quarter of fiscal 2001. These initiatives related to (i) the
restructuring of certain neurological sales organizations, (ii) the reduction and consolidation of certain manufacturing operations, and (iii) the
rationalization and reorganization of European sales organizations to further integrate acquisitions. In connection with the first initiative, the
restructuring of certain neurological sales operations, the Company consolidated certain of our U.S. sales forces, resulting in the closure of 16
sales offices throughout the United States, and the termination of 102 employees. This initiative also included the termination of two distributor
relationships in Asia and Australia, where the Company elected to sell through its own sales force. In connection with the second initiative, the
reduction and consolidation of certain manufacturing operations, the Company closed two manufacturing operations in Asia that manufactured
products for its Cardiac Surgery business, moved certain manufacturing activities for its Cardiac Rhythm Management business from Minnesota
to Arizona, and closed two European manufacturing facilities that manufactured products for its Neurological and Diabetes business. The
closure of these manufacturing operations resulted in the termination of approximately 210 employees. In connection with the third initiative,
the rationalization and reorganization of European sales offices, we closed 23 facilities that were merged into existing Medtronic operations, and
terminated nine distributor arrangements. The majority of these 23 facility closures reduced redundant operations that existed since the
acquisitions of Physio Control and Sofamor Danek in fiscal year 1999, and Xomed in fiscal year 2000. Distributor agreements were terminated
in order to sell direct, utilizing our existing distribution infrastructure. The rationalization and reorganization of European sales offices related to
our Cardiac Rhythm Management and Spine and ENT businesses and resulted in the termination of approximately 150 employees. These
restructuring initiatives resulted in annualized savings of approximately $35.0 to $40.0 million. Included in fiscal 2002 special charges is $6.9
million of write-downs for assets which will no longer be utilized and a reversal of a $1.0 million reserve related to the fiscal 2000 Latin
America restructuring initiatives no longer considered necessary as the restructuring initiatives had been completed. The actual outcome of the
Latin America restructuring initiative was favorable to the original estimate mainly as a result of certain assets held for disposal, which were
disposed of at more favorable terms than originally estimated.

During the third quarter of fiscal year 2001 and in connection with the merger of PercuSurge, the Company recorded a restructuring charge of
$9.4 million related to integration. The $9.4 million restructuring charge consisted of $7.6 million related to the termination of 15 distributor
arrangements that PercuSurge had in Europe, and of $1.8 million for severance to terminate 13 employees of PercuSurge in Europe. The U.S.
Distributor relationships were terminated in order to integrate PercuSurge s product line offerings with the Company s existing distribution
infrastructure. All employees who were identified for termination have been terminated. As discussed above, a portion of these charges was
reversed during the first quarter of fiscal 2003.

A summary of the activity related to the previously discussed restructuring initiatives during the six months ended October 25, 2002 and three
months ended January 24, 2003 is as follows (in millions):

Balance at Balance at Balance at
April 26, New Change in Charges Oct. 25, Charges Jan. 24,
2002 Charges Estimate Utilized 2002 Utilized 2003
Facility Reductions $ 32 4.6 4.0)$ 3.8 0.6)$ 32
Severance 11.8 6.2 6.1) ©.1) 2.8 (1.9) 0.9
Contractual Obligations 95 6.7) (2.2) 0.6 0.6
Total $ 245 10.8 (12.8) (15.3) $ 7.2 258 47
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Reserve balances at January 24, 2003 include amounts necessary to complete the Vascular restructuring initiatives announced in the first quarter
of fiscal year 2003.

11
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Acquisition-Related Debt Issue Costs:

During the three month and nine month periods ended January 25, 2002, the Company recorded $6.5 million and $32.0 million of debt issuance
costs, which are included in interest expense, associated with the contingent convertible debentures issued in connection with the acquisitions of
MiniMed and MRG.

Note 5 _Inventories

Inventories consisted of the following (in millions):

January 24, 2003 April 26, 2002
Finished goods $ 623.8 $ 418.5
Work in process 139.1 120.1
Raw materials 231.2 209.5
Total $ 994.1 $ 748.1

Note 6 Goodwill and Other Intangible Assets

There were no goodwill impairment charges during the three months and nine months ended January 24, 2003 or the three months and nine
months ended January 25, 2002. The Company completed its annual impairment test of goodwill during the current quarter. Intangible asset
amortization during the three months ended January 24, 2003 and January 25, 2002 was $27.8 million and $21.4 million, respectively.
Intangible asset amortization during the nine months ended January 24, 2003 and January 25, 2002 was $77.4 million and $42.6 million,
respectively. Intangible asset amortization is included in Other (income)/expense on the Statement of Consolidated Earnings.

Note 7 Comprehensive Income and Accumulated Other Non-owner Changes to Equity

In addition to net earnings, comprehensive income includes changes in unrealized gains and losses on available-for-sale marketable securities,
unrealized gains and losses on derivative instruments qualifying and designated as cash flow hedges, and foreign currency translation
adjustments. Comprehensive income for the three months ended January 24, 2003 and January 25, 2002 was $491.9 million and $309.8 million,
respectively. Comprehensive income for the nine months ended January 24, 2003 and January 25, 2002 was $1,240.9 million and $703.1
million, respectively.

The balance sheet components of accumulated other non-owner changes in equity are as follows (in millions):

January 24, 2003 April 26, 2002
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Unrealized loss on investments $ 8.1) $ 9.2)
Translation adjustment 26.9 (179.7)
Unrealized gain (loss) on derivatives (58.6) 20.9
Total $ (39.8) $ (168.0)

The tax benefit (expense) on the unrealized gain (loss) on investments in the nine month period ended January 24, 2003 and the fiscal year ended
April 26, 2002 was $(0.6) million and $11.9 million, respectively. The tax benefit (expense) on the unrealized gain (loss) on derivatives in the
nine month period ended January 24, 2003 and the fiscal year ended April 26, 2002 was $34.9 million and $(11.3) million, respectively.
Translation adjustments are not adjusted for income taxes as substantially all translation adjustments relate to amounts permanently reinvested in
non U.S. subsidiaries.

12
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Note 8 Earnings Per Share

Basic earnings per share is computed based on the weighted average number of common shares outstanding. Diluted earnings per share is
computed based on the weighted average number of common shares outstanding adjusted by the number of additional shares that would have
been outstanding had the potentially dilutive common shares been issued and reduced by the number of shares the Company could have
repurchased from the proceeds of the potentially dilutive shares. Potentially dilutive shares of common stock include stock options and other
stock-based awards granted under stock-based compensation plans and shares committed to be purchased under the employee stock purchase
plan. Presented below is a reconciliation between basic and diluted weighted average shares outstanding (in millions):

Three months ended Nine months ended
January 24, January 25,  January 24, January 25,
2003 2002 2003 2002

Basic 1,220.5 1,212.4 1,217.2 1,210.7
Effect of dilutive securities:

Employee stock options 10.9 11.2 8.7 11.1
Stock purchase plans and other 14 1.9 1.1 1.9
Diluted 1,232.8 1,225.5 1,227.0 1,223.7

Note 9 Interest (Income)Expense

Interest (income) and interest expense for the three month and nine month periods ended January 24, 2003 and January 25, 2002 were as
follows:

Three months ended Nine months ended
January 24, January 25, January 24, January 25,
2003 2002 2003 2002
Interest income 9.7) (8.8) (31.6) (59.8)
Interest expense 12.9 21.8 35.0 61.5
Interest (income)/expense, net 3.2 13.0 34 1.7

Note 10 Segment and Geographic Information

The Company operates its business in five operating segments, which are aggregated into one reportable segment the manufacture and sale of
device-based medical therapies. Each of the Company s operating segments has similar economic characteristics, technology, manufacturing
processes, customers, distribution and marketing strategies, regulatory environments, and shared infrastructures. Net sales by operating segment
were as follows (in millions):

Three months ended Nine months ended
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January 24, January 25, January 24, January 25,
2003 2002 2003 2002
Cardiac Rhythm Management $ 905.0 $ 732.1 $ 2,607.3 $ 2,112.2
Neurological and Diabetes 343.5 289.2 085.8 704.5
Spinal and ENT 344.5 253.4 952.4 731.5
Vascular 181.8 189.8 569.5 696.0
Cardiac Surgery 137.7 127.9 402.4 375.1
$ 1,912.5 $ 1,592.4 $ 55174  $ 4,619.3
13
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Geographic information:

Certain historical revenue amounts by geography have been reclassified to reflect current management presentations (in millions):

Three months ended January 24, United Asia Other

2003 States Europe Pacific Foreign Eliminations Consolidated

Net sales from external customers ¢ 1,3482 $ 356.0 $ 168.6 $ 397 $ $ 1,912.5

Intergeographic sales 236.2 187.8 0.4 0.2 (424.6)

Total net sales $ 1,584.4 $ 543.8 $ 169.0 $ 399 $ (424.6) $ 1,912.5

Three months ended January 25, United Asia Other

2002 States Europe Pacific Foreign Eliminations Consolidated

Net sales from external customers ¢ 1,102.0 $ 293.0 $ 160.5 $ 369 $ $ 1,592.4

Intergeographic sales 185.3 108.0 2.6 (295.9)

Total net sales $ 12873 $ 401.0 $ 160.5 $ 395 $ (295.9)$ 1,592.4
United Asia Other

Nine months ended January 24, 2003 States Europe Pacific Foreign Eliminations Consolidated

Net sales from external customers ¢ 3,886.7 $ 997.6 $ 5120 $ 121.1 $ $ 5517.4

Intergeographic sales 662.8 508.0 1.0 42 (1,176.0)

Total net sales $ 45495 $ 1,505.6 $ 513.0 $ 1253 $ (1,176.0) $ 5,517.4
United Asia Other

Nine months ended January 25, 2002 States Europe Pacific Foreign Eliminations Consolidated

Net sales from external customers g 3,190.5 $ 830.1 $ 4884 $ 1103 $ $ 4,619.3

Intergeographic sales 502.4 290.8 8.4 (801.6)

Total net sales $ 3,692.9 $ 1,1209 $ 488.4 $ 1187 $ (801.6) $ 4,619.3
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
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Our Business

We are a world-leading medical technology company, providing lifelong solutions for people with chronic disease. Primary products include
medical devices and technology to treat bradycardia, tachyarrhythmia, heart failure, atrial fibrillation, coronary and peripheral vascular disease,
heart valve disease, malignant and non-malignant pain, diabetes, urological disorders, gastroenterological ailments, movement disorders, spinal
disorders, neurodegenerative disorders, and ear, nose, and throat (ENT) disorders.

Financial Trends

Throughout these financial sections, you will read about transactions or events that materially contribute to or reduce earnings and materially
affect financial trends. We define purchased in-process research and development (IPR&D), certain litigation, restructuring, and other charges as
unusual charges. These charges result from unique facts and circumstances that likely will not recur with similar materiality or frequency. See
page 22 of this report and Note 4 to the consolidated condensed financial statements for more information regarding unusual charges.
Management commonly considers the impact of these charges when comparing prior period financial results and when projecting financial
trends. We have provided additional disclosure regarding these items to better enable users of these financial statements to perform similar
evaluations. While these items are important in understanding and evaluating our financial trends, it is also important to consider that it is likely
other unusual transactions or events will occur and may have a material impact on future financial results. A comple