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INTRODUCTION 
 
 On April 30, 2004, Abbott Laboratories (�Abbott�) spun off the employees in its Hospital 

Products Division and related businesses (�HPD�) to create a new company called Hospira, Inc. 

(�Hospira�). The evidence developed in this case proves that Abbott knew that HPD�s 

demographics were skewed toward older employees with longer service than Abbott�s average, 

and that by spinning HPD, Abbott achieved its goal of reducing the number of participants in its 

Annuity Retirement Plan (�ARP�) plan and cutting out a large percentage of the more-expensive 

employees who were soon to become eligible for valuable retiree medical and early retirement 

benefits. Then, in order to preserve these cost savings, Abbott barred the employees from being 

rehired for two years, after which time they could return only as new hires, thereby cutting off 

their bridging rights under the ARP. Hospira aided Abbott�s scheme by adopting its own no-hire 

policy under which it refused to hire any retirement-eligible HPD employees who had chosen to 

retire from Abbott before the spin date. The impact of the spin, the no-hire policies, and Abbott�s 

refusal to allow Hospira employees to bridge back into the ARP was devastating to the spun 

employees, many of whom were retirement-eligible and were forced to give up their rights to 

begin receiving vested employment benefits under Abbott�s pension plan in order to be hired by 

Hospira. 

 The HPD spin depended from the very beginning on the premise that the new company 

would not offer a pension plan or retiree medical benefits, and that, in fact, it would not be 

financially capable of doing so. However, in a cynical ploy to ensure that the HPD workers went 

quietly to Hospira to provide it with a ready-made, trained workforce, Abbott concealed this 

crucial information and placated the employees by repeatedly telling them that Hospira would 

consider all the options and decide on its own retirement benefits plans after the spin date.  

 In the face of overwhelming evidence supporting plaintiffs� claims, defendants now ask 

the Court to agree that all of the material facts in this case are undisputed and that they all weigh 

in Abbott�s and Hospira�s favor. In fact, defendants go so far as to aver that Abbott never gave 

the slightest consideration to the cost of benefits when implementing the HPD spin � a position 

that defies belief, since the evidence shows that Abbott was intensely concerned with the cost of 
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benefits company-wide during the time period leading up to the spin. The record developed in 

discovery reveals that all the major factual issues in the case are heavily in dispute, and, 

moreover, that plaintiffs can prove that Abbott and Hospira violated section 510 of ERISA and 

that Abbott breached its fiduciary duties to the class.  

STATEMENT OF FACTS 

 A. Abbott was intensely concerned about the cost of benefits. 
 
 At the end of 2002, Abbott�s management began to realize that benefits costs were 

soaring and that the Board of Directors must be informed. On December 12 and 13, 2002, 

Abbott�s top mangers met with its Board for two days, at which time Abbott�s CFO, Thomas 

Freyman, presented financial updates for the company, and Abbott�s CEO, Miles White, 

discussed �challenges that the Company faces over the next few years� and presented �strategic 

options being considered by management to adequately address [them].� Abt Ex. 33 at 

A023823.1 Senior management also highlighted the �escalating [pension] costs that the Company 

faces.� Id. 

Freyman presented a lengthy analysis of the status of the company�s pension plan, 

revealing a looming pension funding crisis to the Board. Abt. Ex. 34 (�Pension Update�). He 

explained that the combination of �steadily increasing pension obligations� to participants, 

declining stock market returns, and minimal funding requirements had caused Abbott�s plan to 

go from being overfunded by $849 million in 1999 to being underfunded by $349 million in 

2001. Id. at A023293-99; Abt. Ex. 72 (Freyman Tr.) at 21-22. The bad news continued as 

Freyman told the Board that Abbott�s accumulated benefit obligations (�ABO�) to plan 

participants had risen to such an extent that the company was required to quickly take a �direct 

charge to equity� between $200 million and $300 million by year�s end. Abt. Ex. 34 at A023306. 

To make matters worse, the acceleration of benefit costs was expected to continue for the 

                                                 
 1Wherever possible, in order to avoid filing duplicate materials, plaintiffs cite to exhibits or 
statements of fact already on file by Abbott or Hospira. Such citations are designated as follows: �Abt. Ex. 
__� (Abbott�s exhibits); �Abt SMF ¶ __� (Abbott�s Statement of Material Facts); �Hsp Ex. __� (Hospira�s 
exhibits); and �Hsp SMF ¶ __� (Hospira�s Statement of Material Facts). Citations to Plaintiffs� Statement 
of Additional Material Facts are designated as �SAMF ¶ __,� and citations to plaintiffs� exhibits are 
designated as �Pl. Ex. __.� 
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foreseeable future: Abbott�s required annual cash contributions to its pension plan were expected 

to mushroom from $100 million in 2002 to over $400 million in 2004 and each year thereafter 

during the course of Abbott�s Long Range Plan, causing pension funding to absorb between 8% 

and 9% of Abbott�s cash flow between 2004 and 2006. Id. at A023304.  

While unveiling Abbott�s benefits woes to the Board of Directors, White and Freyman 

also assured the Board that Abbott management was considering �strategic options� to address 

the challenges the company faced. As White testified, he and Freyman had already begun to 

examine Abbott�s business units, and by December 2002, they had concluded that Abbott�s mix 

of business �may require shaping.� Abt. Ex. 87 (White Tr.) at 18-23.  

 B. Abbott simultaneously launched its efforts to reduce the cost of benefits and  
  to analyze the potential spin-off of a large part of its workforce. 
 

The Board of Directors was not pleased with the cloudy outlook on benefits costs 

presented by Abbott management. As Judy Whinfrey, who managed the Abbott account for 

Hewitt Associates (�Hewitt�), explained to her staff, �the Abbott Board revolted on pension costs 

in December board meeting.� Pl. Ex. 1 at X011717. The Board meeting prompted senior 

management to quickly step up its efforts to look for benefits cost savings. Pl. Ex. 2 (Williams 

Tr.) at 103-105. 

By January 2003, Abbott, with Hewitt�s assistance, had begun a �retirement strategy 

project� aimed at cutting benefits costs. Pl. Ex. 3 at X002623-26; Pl. Ex. 1 at X011717, 11723-

25. In late January 2003, Hewitt reported to Abbott on the current state of its pension plans, 

noting that demographics revealed an aging workforce. Pl. Ex. 11 at HEW000284. Hewitt 

warned that the demographics of the workplace and the growing number of participants in the 

ARP were putting cost pressure on the benefits plans, and it provided Abbott with a graphic 

depiction of the increase in the value of benefits under Abbott�s pension plan when employees 

turn 50 and become eligible for early retirement. As the following excerpt from the Hewitt report 

shows, costs fairly leap off the charts: 
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Id. at HEW000309.  

Abbott’s goal was to reduce benefits to levels that would place Abbott between the 25th 

and 50th percentile of its competitors. Pl. Ex. 4 at HEW002175; Pl. Ex. 5 at HEW2035. Despite 

aiming for mediocrity, Miles White intended to convey the message that Abbott had historically 

emphasized to employees: “ [w]e have richer benefits than most”  and “ [o]ur benefits will 

continue to be among the best vs. other companies.”  Pl. Ex. 6 at HEW001987; see also Pl. Ex. 2 

(Williams Tr.) at 134-138. Abbott’s efforts culminated in a variety of cost-saving changes to the 

pension and retiree medical plans, including requiring retirees to contribute more in copayments 

for retiree medical care and increasing the early retirement age from 50 to 55. Pl. Ex. 7. 

At the same time that Abbott was investigating and implementing the reductions to its 

benefits programs, White and Freyman were analyzing potential spin candidates. Hewitt had 

identified three major factors contributing to Abbott’s retirement woes: headcount, interest rates, 

and rate of return on investments. Pl. Ex. 43 at HEW000250. One of those factors – headcount – 

was within Abbott’s control,2 and between December 2002 and June 2003, White and Freyman 

focused on four so-called “slow-growing businesses” : Abbott’s Diagnostic Division (“ADD”), 

Ross, a joint venture with a Japanese company called TAP, and HPD. Pl. Ex. 8 at A016317; Pl. 

Ex. 9 (White Tr.) at 36-37. Abbott analyzed the cost of benefits with respect to these potential 

spin candidates. See Pl. Ex. 32 (evaluation of the benefits implications of “Project Apple,”  which 

                                                 
 2The Hewitt report showed that Abbott’ s total headcount had grown from 47,209 in 2000 to 
55,179 in 2003. Spinning the 14,000 employees would therefore cut Abbott’ s headcount by a quarter. 
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