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PART I — FINANCIAL INFORMATION

Item 1. Financial Statements

INTUITIVE SURGICAL, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(IN MILLIONS, EXCEPT PAR VALUES)

(UNAUDITED)
September 30, December 31,
2012 2011
ASSETS
Current assets:
Cash and cash equivalents $ 396.2 $ 4658
Short-term investments 745.2 563.4
Accounts receivable, net 336.2 297.9
Inventory 125.8 112.1
Prepaids and other current assets 42.6 20.9
Deferred tax assets 7.1 6.2
Total current assets 1,653.1 1,466.3
Property, plant and equipment, net 223.4 197.2
Long-term investments 1,559.7 1,142.6
Long-term deferred tax assets 88.1 69.1
Intangible and other assets, net 69.8 71.0
Goodwill 138.1 116.9
Total assets $ 3,732.2 $ 3,063.1
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $ 56.1 $ 45.8
Accrued compensation and employee benefits 74.9 83.1
Deferred revenue 171.8 154.2
Other accrued liabilities 62.1 37.5
Total current liabilities 364.9 320.6
Other long-term liabilities 73.8 96.9
Total liabilities 438.7 417.5
Commitments and contingencies (Note 5)
Stockholders’ equity:
Preferred stock, 2.5 shares authorized, $0.001 par value, issuable in series; no shares issued and outstanding as of
September 30, 2012 and December 31, 2011 — —
Common stock, 100.0 shares authorized, $0.001 par value, 39.8 and 39.3 shares issued and outstanding as of
September 30, 2012 and December 31, 2011, respectively — —
Additional paid-in capital 2,078.9 1,742.8
Retained earnings 1,208.8 901.9
Accumulated other comprehensive income 5.8 0.9
Total stockholders’ equity 3,293.5 2,645.6
Total liabilities and stockholders’ equity $ 3,732.2 $ 3,063.1

See accompanying Notes to Condensed Consolidated Financial Statements (Unaudited).
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INTUITIVE SURGICAL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Revenue:
Product
Service
Total revenue
Cost of revenue:
Product
Service
Total cost of revenue
Gross profit
Operating expenses:
Selling, general, and administrative
Research and development
Total operating expenses
Income from operations
Interest and other income (expense), net
Income before taxes
Income tax expense
Net income
Net income per share:
Basic

Diluted

Shares used in computing net income per share:

Basic
Diluted

Total comprehensive income

See accompanying Notes to Condensed Consolidated Financial Statements (Unaudited).

(IN MILLIONS, EXCEPT PER SHARE AMOUNTS)

(UNAUDITED)

4

Three Months Ended Nine Months Ended
September 30, Sep 30,

2012 2011 2012 2011
$450.0 $ 374.9 $1,317.5 $1,057.5
87.8 71.8 252.0 203.0
537.8 446.7 1,569.5 1,260.5
119.3 96.2 353.9 274.5
28.4 25.0 83.2 75.1
147.7 121.2 437.1 349.6
390.1 325.5 1,132.4 910.9
129.0 111.2 374.1 316.8
49.7 35.4 128.3 98.8
178.7 146.6 502.4 415.6
211.4 178.9 630.0 495.3
4.3 1.9 12.1 11.3
215.7 180.8 642.1 506.6
324 58.4 160.4 162.7
$183.3 $ 1224 $ 481.7 $ 3439
$ 4.59 $ 3.13 $ 12.10 $ 877
$ 4.46 $ 3.05 $ 11.72 $ 855
39.9 39.1 39.8 39.2
41.1 40.1 41.1 40.2
$185.5 $ 121.3 $ 486.6 $ 3438
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INTUITIVE SURGICAL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN MILLIONS)
(UNAUDITED)
Operating Activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation

Amortization of intangible assets
Accretion of discounts and amortization of premiums on investments, net
Deferred income taxes
Income tax benefits from employee stock option plans
Excess tax benefit from stock-based compensation
Stock-based compensation expense
Changes in operating assets and liabilities, net of effects of acquisitions:
Accounts receivable
Inventory
Prepaids and other assets
Accounts payable
Accrued compensation and employee benefits
Deferred revenue
Other accrued liabilities
Net cash provided by operating activities
Investing Activities:
Purchase of investments
Proceeds from sales of investments
Proceeds from maturities of investments
Purchase of property, plant and equipment, intellectual property and business
Acquisition of business, net of cash acquired
Acquisition-related restricted cash
Net cash used in investing activities
Financing Activities:
Proceeds from issuance of common stock, net
Excess tax benefit from stock-based compensation
Repurchase and retirement of common stock
Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash and cash equivalents
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

See accompanying Notes to Condensed Consolidated Financial Statements (Unaudited).
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Nine Months Ended
S ber 30,
2012 2011
$ 4817 $ 3439
25.2 20.9
17.2 13.1
23.8 16.0
(19.3) 8.2
54.8 36.2
(54.7) (44.9)
115.0 101.8
(34.8) (18.2)
(11.4) (21.8)
(5.5) (7.6)
6.9 7.5
(8.1) (3.2)
16.3 17.7
(10.1) (5.7)
597.0 463.9
(1,448.8) (1,176.0)
262.8 371.1
569.1 532.0
(53.1) (67.7)
(27.6) —
(15.0) —
(712.6) (340.6)
176.5 181.6
54.7 44.9
(185.1) (331.8)
46.1 (105.3)
(0.1) 0.4
(69.6) 18.4
465.8 279.8
$ 396.2 $ 2982
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INTUITIVE SURGICAL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

In this report, “Intuitive Surgical”, “Intuitive”, and the “Company” refer to Intuitive Surgical, Inc., and its wholly-owned subsidiaries.

NOTE 1. DESCRIPTION OF BUSINESS

Intuitive designs, manufactures and markets da Vinci Surgical Systems and related instruments and accessories, which taken together, are advanced surgical
systems that the Company believes represent a new generation of surgery. The Company believes that this new generation of surgery, which the Company calls da
Vinci Surgery, combines the benefits of minimally invasive surgery (“MIS”) for patients with the ease of use, precision and dexterity of open surgery. A da Vinci
Surgical System consists of a surgeon’s console, a patient-side cart and a high performance vision system. The da Vinci Surgical System translates a surgeon’s
natural hand movements, which are performed on instrument controls at a console, into corresponding micro-movements of instruments positioned inside the
patient through small incisions, or ports. The da Vinci Surgical System is designed to provide its operating surgeons with intuitive control, range of motion, fine
tissue manipulation capability and 3-D, High-Definition (“HD”) vision while simultaneously allowing them to work through the small ports of MIS.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

In the opinion of management, the accompanying unaudited Condensed Consolidated Financial Statements (“financial statements™) of Intuitive Surgical, Inc. and
its wholly-owned subsidiaries have been prepared on a consistent basis with the December 31, 2011 audited Consolidated Financial Statements and include all
adjustments, consisting of only normal recurring adjustments, necessary to fairly state the information set forth herein. The financial statements have been
prepared in accordance with the rules and regulations of the Securities and Exchange Commission (“SEC”), and, therefore, omit certain information and footnote
disclosure necessary to present the statements in accordance with U.S. generally accepted accounting principles (“U.S. GAAP”). These financial statements
should be read in conjunction with the audited Consolidated Financial Statements and Notes thereto included in the Company’s Annual Report on Form 10-K for
the fiscal year ended December 31, 2011, which was filed on February 6, 2012. The results of operations for the first nine months of fiscal 2012 are not
necessarily indicative of the results to be expected for the entire fiscal year or any future periods. Certain prior year amounts in the financial statements and notes
thereto have been reclassified to conform to the current year’s presentation.

Revenue Recognition

The Company’s revenue consists of product revenue resulting from the sales of systems, instruments and accessories, and service revenue. The Company
recognizes revenue when all four revenue recognition criteria have been met: persuasive evidence of an arrangement exists; delivery has occurred or service has
been rendered; the price is fixed or determinable; and collectability is reasonably assured. The Company’s revenue recognition policy generally results in revenue
recognition at the following points:

+  System sales. For system sales directly to end customers, revenue is recognized when acceptance occurs, which is deemed to have occurred upon the
receipt by the Company of a form executed by the customer acknowledging delivery and/or installation. For system sales through distributors,
revenue is recognized upon transfer of title and risk of loss, which is generally at the time of shipment. Distributors do not have price protection
rights. The Company’s system contracts do not allow rights of return. The Company’s system revenue contains a software component. Since the da
Vinci Surgical System’s software and non-software elements function together to deliver the System’s essential functionality, they are considered to
be one deliverable that is excluded from the software revenue recognition guidance.
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+ Instruments and accessories. Revenue from sales of instruments and accessories is generally recognized when the product has been shipped. The
Company records an allowance on instruments and accessories sales returns based on historical returns experience.

»  Service. Service contract revenue is recognized ratably over the term of the service period. Revenue related to services performed on a time-and-
materials basis is recognized when it is earned and billable.

The Company determined that its multiple-element arrangements are generally comprised of the following elements that would qualify as separate units of
accounting: system sales, service contracts and instruments and accessories sales.

The Company offers its customers the opportunity to trade in their older systems for credit towards the purchase of a newer generation system. The Company
generally does not provide specified trade-in rights or upgrade rights at the time of system purchase. Such trade-in or upgrade transactions are separately
negotiated based on the circumstances at the time of the trade-in or upgrade and are generally not based on any pre-existing rights granted by the Company.
Accordingly, such trade-ins and upgrades are not considered as separate deliverables in the arrangement for a system sale.

As part of a trade-in transaction, the customer receives a new generation system in exchange for its older used system. The trade-in credit is negotiated at the time
of the trade-in and is applied towards the purchase price of the new generation unit. Traded-in systems can be reconditioned and resold. The Company accounts
for trade-ins consistent with the guidance in AICPA Technical Practice Aid 5100.01, Equipment Sales Net of Trade-Ins (“TPA 5100.01”). The Company applies
the accounting guidance by crediting system revenue for the negotiated price of the new generation system, and the difference between (a) the trade-in allowance
and (b) the amount determined by pricing the trade-in system at net realizable value minus a normal profit margin, is treated as a sales allowance. The value of the
traded-in system is determined as the amount to which when reconditioning costs are added, will allow a normal profit margin on the sale of the reconditioned
unit. When there is no market for the traded-in units, no value is assigned. Traded-in units are reported as a component of inventory until reconditioned and
resold, or otherwise disposed.

In addition, customers may also have the opportunity to upgrade their systems, for example, by adding a fourth arm to a three-arm system, adding a second
surgeon console for use with the da Vinci Si Surgical System or adding new vision systems to the Standard da Vinci and da Vinci S Surgical Systems. Such
upgrades are performed by completing component level upgrades at the customer’s site. Upgrade revenue is recognized when the component level upgrades are
complete and the four revenue recognition criteria are met.

In September 2009, the Financial Accounting Standards Board (“FASB”) amended the accounting standards related to revenue recognition for arrangements with
multiple deliverables and arrangements that include software elements. The new accounting principles permit prospective or retrospective adoption, and the
Company elected prospective adoption at the beginning of the first quarter of 2010.

Subsequent to the adoption of the new revenue accounting principles, for multiple-element arrangements entered into on or after January 1, 2010, revenue is
allocated to each element based on their relative selling prices. Relative selling prices are based first on vendor specific objective evidence (“VSOE”), then on
third-party evidence of selling price (“TPE”) when VSOE does not exist, and then on estimated selling price (“ESP”) when VSOE and TPE do not exist.

Because the Company has neither VSOE nor TPE for its systems, the allocation of revenue has been based on the Company’s ESPs. The objective of ESP is to
determine the price at which the Company would transact a sale if the product was sold on a stand-alone basis. The Company determines ESP for its systems by
considering multiple factors including, but not limited to, features and functionality of the system, geographies, type of customer, and market conditions. The
Company regularly reviews ESP and maintains internal controls over the establishment and updates of these estimates.

New Accounting Standards Recently Adopted

Effective January 1, 2012, the Company adopted guidance which eliminates the current option to report other comprehensive income (“OCI”) and its components
in the statement of changes in stockholders’ equity and elected to disclose OCI in a single continuous statement during interim reporting periods.
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Effective January 1, 2012, the Company adopted the new accounting guidance which allows a qualitative assessment on goodwill impairment to determine
whether a quantitative assessment is necessary. The adoption did not have any impact on the Company’s consolidated financial statements.

NOTE 3. FINANCIAL INSTRUMENTS

Cash, Cash Equivalents and Investments

The following tables summarize the Company’s cash and available-for-sale securities” amortized cost, gross unrealized gains, gross unrealized losses and
fair value by significant investment category recorded as cash and cash equivalents or short-term or long-term investments as of September 30, 2012 and

December 31, 2011 (in millions):

September 30, 2012

Cash

Level 1:
Money market funds
U.S. Treasuries & corporate equity securities

Subtotal

Level 2:
Commercial paper
Corporate securities
U.S. government agencies
Non-U.S. government securities
Municipal securities

Subtotal
Level 3:
Municipal securities
Subtotal

Total assets measured at fair value

December 31, 2011

Cash

Level 1:
Money market funds
U.S. Treasuries & corporate equity securities

Sub-total

Level 2:
Commercial paper
Corporate securities
U.S. government agencies
Non-U.S. government securities
Municipal securities

Sub-total
Level 3:
Municipal securities
Sub-total

Total assets measured at fair value

Gross Gross Cash and Short- Long-

Amortized Unrealized Unrealized Fair Cash term term
Cost Gains Losses Value Equivalents Investments Investments
$ 572 $ — $ — $ 572 $ 57.2 $ — $ —
299.1 — — 299.1 299.1 — —
205.3 0.2 — 205.5 — 155.2 50.3
504.4 0.2 — 504.6 299.1 155.2 50.3
106.5 — — 106.5 39.9 66.6 —
910.8 6.8 0.1) 917.5 — 271.7 645.8
666.5 2.9 — 669.4 — 133.7 535.7
92.0 0.7 — 92.7 — 22.8 69.9
340.6 1.6 0.1) 342.1 — 95.2 246.9
2,116.4 12.0 0.2) 2,128.2 39.9 590.0 1,498.3
13.0 — (1.9) 11.1 — — 11.1
13.0 — (1.9) 11.1 — — 11.1
$2,6901.0 $ 122 $ (21) $2,701.1 $ 3962 $ 7452  $ 1,559.7

Gross Gross Cash and Short- Long-

Amortized Unrealized Unrealized Fair Cash term term
Cost Gains Losses Value Equivalents Investments Investments
$ 516 $ — $ — $ 516 $ 51.6 $ — $ —
403.2 — — 403.2 403.2 — —
183.9 0.5 — 184.4 — 130.5 53.9
587.1 0.5 — 587.6 403.2 130.5 53.9
63.5 — — 63.5 11.0 52.5 —
586.6 3.0 (1.4) 588.2 — 162.4 425.8
521.1 1.4 0.1) 522.4 — 126.6 395.8
68.7 0.4 0.1) 69.0 — 1.3 67.7
272.1 1.1 0.1) 273.1 — 90.1 183.0
1,512.0 5.9 1.7) 1,516.2 11.0 432.9 1,072.3
20.0 — (3.6) 16.4 — — 16.4
20.0 — (3.6) 16.4 — — 16.4
$2,170.7 $ 6.4 $ (3 $2,171.8 $ 465.8 $ 5634 $ 1,142.6
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The following table summarizes the contractual maturities of the Company’s cash equivalents and available-for-sale investments, excluding corporate
equity securities, at September 30, 2012 (in millions):

Amortized Fair

Cost Value
Mature in less than one year $1,082.3 $1,083.5
Mature in one to five years 1,537.9 1,548.6
Mature after five years 13.0 11.1
Total $2,633.2 $2,643.2

During the three and nine months ended September 30, 2012, realized gains or losses recognized on the sale of investments were not significant. Net realized
gains recognized on the sale of investments during the three and nine months ended September 30, 2011 were approximately $2.5 million. As of September 30,
2012 and December 31, 2011, net unrealized gains (losses), net of tax of $6.9 million and $1.1 million, respectively, were included in accumulated other
comprehensive income in the accompanying unaudited Condensed Consolidated Balance Sheets. At September 30, 2012, the Company evaluated its gross
unrealized losses, the majority of which are from auction-rate securities (“ARS”), and determined these unrealized losses to be temporary. Factors considered in
determining whether a loss is temporary included the length of time and extent to which the investment’s fair value has been less than the cost basis; the financial
condition and near-term prospects of the issuer; extent of the loss related to credit of the issuer; the expected cash flows from the security; the Company’s intent to
sell the security and whether or not the Company will be required to sell the security before the recovery of its amortized cost.

There have been no transfers between Level 1 and Level 2 measurements since December 31, 2011, and there were no changes in the Company’s valuation
technique. Level 3 assets consist of ARS whose underlying assets are student loans which are generally backed by the federal government. Since the auctions for
these securities have continued to fail since February 2008, these investments are not currently trading and therefore do not have a readily determinable fair value.
The Company has valued the ARS using a discounted cash flow model based on Level 3 assumptions, including estimates of, based on data available as of
September 30, 2012, interest rates, timing and amount of cash flows, credit and liquidity premiums and expected holding periods of the ARS.

Foreign currency derivatives

The Company had $2.2 million of derivative liabilities recorded as other accrued liabilities in the Condensed Consolidated Balance Sheets at September 30, 2012,
compared to $3.5 million of derivative assets recorded as prepaid and other assets at December 31, 2011. The derivative assets and liabilities are measured using
Level 2 fair value inputs.

Cash Flow Hedges
The Company enters into currency forward contracts as cash flow hedges to hedge certain forecasted revenue transactions denominated in currencies other than

the U.S. dollar, primarily the European Euro (“Euro or €7), the British Pound (“GBP or £”) and the Korean Won (“KRW”).

As of September 30, 2012, the Company had notional amounts of €19.4 million and KRW1.6 billion of outstanding currency forward contracts entered into to
hedge Euro and KRW denominated sales, compared to none at December 31, 2011. The net gains (losses) reclassified to revenue related to the hedged revenue
transactions for the three and nine months ended September 30, 2012 and 2011 were not significant. Other impacts of derivative instruments designated as cash
flow hedges were not significant for the three and nine months ended September 30, 2012 and 2011.

Other Derivatives Not Designated as Hedging Instruments

Other derivatives not designated as hedging instruments consist primarily of forward contracts that the Company uses to hedge intercompany balances and other
monetary assets or liabilities denominated in currencies other than the U.S. dollar, primarily the Euro, the GBP, the Swiss Franc (“CHF”) and the KRW.
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As of September 30, 2012, the Company had notional amounts of €21.7 million, £2.3 million, CHF(1.5) million and KRW6,327.0 million of outstanding currency
forward contracts that were entered into to hedge non-functional currency denominated net monetary assets and liabilities, compared to €35.0 million, £1.8
million and CHF(1.7) million at December 31, 2011. For the three months ended September 30, 2012 and 2011, the Company had recognized gains (losses) of
approximately $(0.2) million and $0.8 million, respectively, in interest and other income (expense), net, related to derivative instruments used to hedge against
balance sheet foreign currency exposures. This was offset by approximately $0 and $(1.7) million of net foreign exchange gains (losses) during the three months
ended September 30, 2012 and 2011, respectively, primarily related to the re-measurement of non-functional currency denominated net monetary assets and
liabilities. For the nine months ended September 30, 2012 and 2011, the Company had recognized gains (losses) of approximately $0.4 million and $(2.4) million,
respectively, in interest and other income (expense), net, related to derivative instruments used to hedge against balance sheet foreign currency exposures. This
was offset by approximately $(0.6) million and $1.5 million of net foreign exchange gains (losses) during the nine months ended September 30, 2012 and 2011,
respectively.

NOTE 4. BALANCE SHEET DETAILS
Inventory

The following table provides inventory details (in millions):

September 30, December 31,
2012 2011
Inventory
Raw materials $ 37.2 $ 34.8
Work-in-process 3.1 2.5
Finished goods 85.5 74.8
Total $ 125.8 $ 112.1

Goodwill and intangible and other assets

The increases in goodwill and intangible assets as of September 30, 2012 compared with December 31, 2011 were primarily related to the acquisition of the
Company’s Korean distributor on January 11, 2012. The intangible assets acquired are primarily being amortized over seven years.

NOTE 5. CONTINGENCIES

On August 6, 2010, a shareholder purported class action lawsuit entitled Perlmutter v. Intuitive Surgical et al., No. CV10-3451, was filed against the Company
and seven of the Company’s current and former officers and directors in the United States District Court for the Northern District of California. The lawsuit seeks
unspecified damages on behalf of a putative class of persons who purchased or otherwise acquired the Company’s common stock between February 1, 2008 and
January 7, 2009. The complaint alleges that the defendants violated federal securities laws by making allegedly false and misleading statements and omitting
certain material facts in the Company’s filings with the Securities and Exchange Commission. On February 15, 2011, the Police Retirement System of St. Louis
was appointed Lead Plaintiff in the case pursuant to the Private Securities Litigation Reform Act of 1995. An amended complaint was filed on April 15, 2011,
making allegations substantially similar to the allegations described above. On May 23, 2011 the Company filed a motion to dismiss the amended complaint. On
August 10, 2011 that motion was granted and the action was dismissed; the plaintiffs were given 30 days to file an amended complaint. On September 12, 2011,
plaintiffs filed their amended complaint. The allegations contained therein are substantially similar to the allegations in the prior complaint. The Company filed a
motion to dismiss the amended complaint. A hearing occurred on February 16, 2012, and on May 22, 2012 the Company’s motion was granted. The complaint
was dismissed with prejudice, and a final judgment was entered in the Company’s favor on June 1, 2012. Plaintiffs filed a notice of appeal on June 20, 2012. That
appeal remains pending.
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On August 19, 2010, an alleged stockholder caused a purported stockholder’s derivative lawsuit entitled Himmel v. Smith et al., No. 1-10-CV-1804186, to be filed
in the Superior Court of California for the County of Santa Clara naming the Company as a nominal defendant, and naming 14 of the Company’s current and
former officers and directors as defendants. The lawsuit seeks to recover, for the Company’s benefit, unspecified damages purportedly sustained by the Company
in connection with allegedly misleading statements and/or omissions made in connection with the Company’s financial reporting for the period between
February 1, 2008 and January 7, 2009. It also seeks a series of changes to the Company’s corporate governance policies and an award of attorneys’ fees. On
September 15, 2010, another purported stockholder filed an essentially identical lawsuit entitled Applebaum v. Guthart et al., No. 1-10-CV-182645, in the same
court against 15 of the Company’s current and former officers and directors. On October 5, 2010, the court ordered that the two cases be consolidated for all
purposes. By agreement with the plaintiffs, all activity in the case has been stayed pending the results of the appeal in the purported shareholder class action
lawsuit discussed above.

Due to the uncertainty surrounding the litigation process, the Company is unable to reasonably estimate the ultimate outcome of the above cases at this time, and
therefore no amounts have been accrued related to the outcome of the cases above. Based on currently available information, the Company believes that it has
meritorious defenses to the above actions and that the resolution of these cases is not likely to have a material adverse effect on the Company’s business, financial
position or results of operations.

The Company is also a party to various other legal actions that arose in the ordinary course of its business. The Company does not believe that any of these other
legal actions will have a material adverse impact on its business, financial position or results of operations.

NOTE 6. STOCKHOLDERS’ EQUITY
Share Repurchase Program

As of September 30, 2012, the total amount of share repurchases authorized by the Company’s Board of Directors (the “Board”) and the cumulative share
repurchases made to date were $1,248.7 million and $865.6 million, respectively. As of September 30, 2012, the remaining authorized amount of share
repurchases that may be made under the Board-authorized share repurchase program was approximately $383.1 million.

The following table provides the share repurchase activities during the three and nine months ended September 30, 2012 and 2011 (in millions, except per share
amounts):

Three Months Ended September 30, Nine Months Ended September 30,
2012 2011 2012 2011
Shares repurchased 0.3 0.5 0.4 1.0
Average price per share $ 495.09 $ 344.36 $ 497.28 $ 344.72
Value of shares repurchased $ 169.8 $ 181.1 $ 185.1 $ 331.8
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NOTE 7. STOCK-BASED COMPENSATION
Stock Option Plans

A summary of stock option activity under all stock plans for the nine months ended September 30, 2012 is presented as follows (in millions, except per share
amounts):

Stock Options Outstanding

Shares Weighted Average
Available Number Exercise Price
for Grant Outstanding Per Share
Balance at December 31, 2011 1.6 4.7 $ 254.19
Options authorized 1.4 — —
Options granted 1.4 1.4 512.50
Options exercised — 0.7) 214.82
Options forfeited/expired 0.1 0.2) 361.44
Balance at September 30, 2012 1.7 5.2 $ 324.59

As of September 30, 2012, 2.7 million options were exercisable at a weighted-average price of $247.29 per share.

New Option Grant Practice

In the past, annual stock option awards were granted on February 15th (or the next business day if February 15th was not a business day). These stock option
awards typically vested 1/8 at the end of six months and 1/48 per month thereafter through a four-year period and had a ten-year term. Beginning in 2012, stock
options have been awarded to employees bi-annually on February 15th and August 15th (or the next business day if the date is not a business day). The
February 15th stock option awards are subjected to a four-year vesting period, while the August 15th stock option awards are subjected to a 3.5-year vesting
period, with 7/48 vesting at the end of one month and 1/48 per month thereafter.

Employee Stock Purchase Plan

Under the Employee Stock Purchase Plan (“ESPP”), employees purchased approximately 0.1 million shares for $27.8 million and 0.1 million shares for $18.5
million during the nine months ended September 30, 2012 and 2011, respectively.

Stock-based Compensation

The following table summarizes stock-based compensation charges (in millions):

Three Months Ended Nine Months Ended
September 30, September 30,
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