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Forward-Looking Statements

This Quarterly Report on Form 10-Q includes forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934 (Exchange Act). Forward-looking
statements include all statements that do not relate solely to historical or current facts, and can generally be identified
by the use of words such as “may,” “believe,” “will,” “expect,” “project, plan,
expressions.

In particular, information appearing under “Management's Discussion and Analysis of Financial Condition and Results
of Operations” includes forward-looking statements. Forward-looking statements inherently involve many risks and
uncertainties that could cause actual results to differ materially from those projected in these statements. Where, in

any forward-looking statement, we ("Lilly" or the "company") express an expectation or belief as to future results or
events, it is based on management's current plans and expectations, expressed in good faith and believed to have a
reasonable basis. However, we can give no assurance that any such expectation or belief will result or will be achieved
or accomplished.

More information on factors that could cause actual results or events to differ materially from those anticipated is
included from time to time in our reports filed with the Securities and Exchange Commission (SEC), including our
Annual Report on Form 10-K for the year ended December 31, 2013, and our Quarterly Reports on Form 10-Q for the
periods ended March 31, 2014 and June 30, 2014, particularly under the captions “Forward-Looking Statements” and
“Risk Factors.”

All forward-looking statements speak only as of the date of this report and are expressly qualified in their entirety by
the cautionary statements included in or incorporated by reference into this report. Except as is required by law, we
expressly disclaim any obligation to publicly release any revisions to forward-looking statements to reflect events

after the date of this report.
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PART I. Financial Information

Item 1. Financial Statements

Consolidated Condensed Statements of Operations
(Unaudited)

ELI LILLY AND COMPANY AND SUBSIDIARIES
(Dollars and shares in millions, except per-share data)

Three Months Ended Nine Months Ended
September 30, September 30,
2014 2013 2014 2013
Revenue $4,875.6 $5,772.6 $14,494.3 $17,304.3
Cost of sales 1,267.0 1,198.1 3,679.4 3,521.6
Research and development 1,243.2 1,377.4 3,547.9 4,055.9
Marketing, selling, and administrative 1,672.1 1,652.4 4,820.9 5,172.0
Acquired in-process research and development (Note 3) 95.0 — 95.0 —
Asset impairment, restructuring, and other special 36.3 . 677 852
charges (Note 5)
Other—net, (income) expense (Note 13) (93.5 ) 31.3 (203.3 ) (509.8
4,220.1 4,259.2 12,007.6 12,3249
Income before income taxes 655.5 1,513.4 2,486.7 4,979.4
Income taxes (Note 9) 154.9 310.3 524.7 1,022.1
Net income $500.6 $1,203.1 $1,962.0 $3,957.3
Basic earnings per share:
WelghteFI—aVF:rage I.lum.ber of common shares 1.069.6 1,080.2 1.071.4 1.082.8
outstanding, including incremental shares
Basic earnings per share $0.47 $1.11 $1.83 $3.65
Diluted earnings per share:
Weighted-average number of common shares
outstanding, including incremental shares and stock 1,074.4 1,084.2 1,075.7 1,086.7
options
Diluted earnings per share $0.47 $1.11 $1.82 $3.64
Dividends paid per share $0.49 $0.49 $1.47 $1.47

See Notes to Consolidated Condensed Financial Statements.
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Consolidated Condensed Statements of Comprehensive Income
(Unaudited)

ELI LILLY AND COMPANY AND SUBSIDIARIES

(Dollars in millions)

Three Months Ended

September 30,

2014 2013
Net income $500.6 $1,203.1
Other comprehensive income (loss), net of tax (Note 12) (616.3 ) 384.6
Comprehensive income (loss) $(115.7 ) $1,587.7

See Notes to Consolidated Condensed Financial Statements.
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Nine Months Ended
September 30,

2014 2013
$1,962.0 $3,957.3
(548.9 ) 233.0
$1,413.1 $4,190.3
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Consolidated Condensed Balance Sheets
ELI LILLY AND COMPANY AND SUBSIDIARIES
(Dollars in millions)

Assets

Current Assets

Cash and cash equivalents (Note 6)

Short-term investments (Note 6)

Accounts receivable, net of allowances for doubtful accounts
of $55.2 (2014) and $62.2 (2013)

Other receivables

Inventories

Prepaid expenses and other

Total current assets

Other Assets

Investments (Note 6)

Goodwill and other intangibles, net (Notes 3 and 4)
Sundry

Total other assets

Property and Equipment

Land, buildings, equipment, and construction in progress
Accumulated depreciation

Property and equipment, net

Total assets

Liabilities and Equity

Current Liabilities

Short-term borrowings and current maturities of long-term debt
Accounts payable

Employee compensation

Sales rebates and discounts

Dividends payable

Income taxes payable

Deferred income taxes

Other current liabilities

Total current liabilities

Other Liabilities

Long-term debt

Accrued retirement benefits (Note 10)

Long-term income taxes payable

Other noncurrent liabilities

Total other liabilities

Commitments and Contingencies (Note 11)

Eli Lilly and Company Shareholders’ Equity (Notes 7 and 8)
Common stock

Additional paid-in capital

Retained earnings

Employee benefit trust

Accumulated other comprehensive loss (Note 12)

September 30,
2014
(Unaudited)

$3,165.8
1,644.1

3,053.5

581.1
2,844.5
821.5
12,110.5

7,405.5
4,750.8
2,338.7
14,495.0

16,081.5
(8,038.2
8,043.3
$34,648.8

$313.0
1,023.3
701.1

1,970.6
153.5

1,352.5
2,060.6
7,574.6

5,292.6
1,524.1
932.8

1,642.2
9,391.7

696.6
5,222.0
17,406.9
(3,013.2
(2,551.6

December 31,
2013

$3,830.2
1,567.1

3,434.4

588.4
2,928.8
755.8
13,104.7

7,624.9
4,331.1
2,212.5
14,168.5

15,646.7

) (7,671.2
7,975.5
$35,248.7

$1,012.6
1,119.3
943.9
1,941.7
523.5
254.4
792.8
2,328.4
8,916.6

4,200.3
1,549.4
1,078.7
1,863.0
8,691.4

698.5

5,050.0

16,992.4
) (3,013.2
) (2,002.7
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Cost of common stock in treasury 91.4 ) (93.6
Total Eli Lilly and Company shareholders’ equity 17,669.3 17,631.4
Noncontrolling interests 13.2 9.3

Total equity 17,682.5 17,640.7
Total liabilities and equity $34,648.8 $35,248.7

See Notes to Consolidated Condensed Financial Statements.
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Consolidated Condensed Statements of Cash Flows
(Unaudited)

ELI LILLY AND COMPANY AND SUBSIDIARIES
(Dollars in millions)

Cash Flows from Operating Activities
Net income

Adjustments to Reconcile Net Income to Cash Flows from Operating

Activities:

Depreciation and amortization

Change in deferred income taxes

Stock-based compensation expense

Net realized investment gains

Proceeds from terminations of interest rate swaps
Acquired in-process research and development, net of tax

Income related to termination of the exenatide collaboration (Note 4)
Other changes in operating assets and liabilities, net of acquisitions and

divestitures

Other operating activities, net

Net Cash Provided by Operating Activities

Cash Flows from Investing Activities

Net purchases of property and equipment
Proceeds from sales and maturities of short-term investments
Purchases of short-term investments

Proceeds from sales of noncurrent investments
Purchases of noncurrent investments

Cash paid for acquisitions, net of cash acquired
Purchase of in-process research and development
Purchase of product rights

Other investing activities, net

Net Cash Used for Investing Activities

Cash Flows from Financing Activities

Dividends paid

Net change in short term borrowings

Proceeds from issuance of long-term debt
Repayment of long-term debt

Purchases of common stock

Other financing activities, net

Net Cash Used for Financing Activities

Effect of exchange rate changes on cash and cash equivalents

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at January 1

Cash and Cash Equivalents at September 30

See Notes to Consolidated Condensed Financial Statements

Nine Months Ended
September 30,

2014

$1,962.0

1,039.6
185.1
1154
(1534
252.5
61.8

(548.3

102.8
3,017.5

(753.8
2,661.6
(1,401.8
7,355.5
(8,636.7
(5514
(45.0
(308.2
(504
(1,730.2

(1,576.0
304.9
992.9
(1,034.3
(500.0
109.0
(1,703.5
(248.2

(664.4
3,830.2
$3,165.8

2013

$3,957.3

1,094.4
807.6
105.1
(29.9

(4954
(1,498.3

67.4
4,008.2

(548.1
2,378.1
(778.6
8,482.9
(10,239.5
(43.7

(91.5
(840.4

(1,591.8

(3.0
(1,198.1
(2,792.9
(24.8

350.1
4,018.8
$4,368.9
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Notes to Consolidated Condensed Financial Statements

(Tables present dollars in millions, except per-share data)

Note 1: Basis of Presentation

We have prepared the accompanying unaudited consolidated condensed financial statements in accordance with the
requirements of Form 10-Q and, therefore, they do not include all information and footnotes necessary for a fair
presentation of financial position, results of operations, and cash flows in conformity with accounting principles
generally accepted in the United States (GAAP). In our opinion, the financial statements reflect all adjustments
(including those that are normal and recurring) that are necessary for a fair presentation of the results of operations for
the periods shown. In preparing financial statements in conformity with GAAP, we must 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 those estimates.

The information included in this Quarterly Report on Form 10-Q should be read in conjunction with our consolidated
financial statements and accompanying notes included in our Annual Report on Form 10-K for the year ended
December 31, 2013. We issued our financial statements by filing with the Securities and Exchange Commission
(SEC) and have evaluated subsequent events up to the time of the filing.

Certain reclassifications have been made to prior periods in the consolidated condensed financial statements and
accompanying notes to conform with the current presentation.

All per-share amounts, unless otherwise noted in the footnotes, are presented on a diluted basis, that is, based on the
weighted-average number of outstanding common shares plus the effect of dilutive stock options and other
incremental shares.

Note 2: Implementation of New Financial Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (FASB) issued a final standard on revenue recognition.
Under the new standard, an entity should recognize revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those
goods or services. In order to do so, an entity would follow the five-step process for in-scope transactions: 1) identify
the contract with a customer, 2) identify the separate performance obligations in the contract, 3) determine the
transaction price, 4) allocate the transaction price to the separate performance obligations in the contract, and

5) recognize revenue when (or as) the entity satisfies a performance obligation. For public entities, the provisions of
the new standard are effective for annual reporting periods beginning after December 15, 2016 and early adoption is
not permitted. An entity can apply the new revenue standard retrospectively to each prior reporting period presented or
retrospectively with the cumulative effect of initially applying the standard recognized at the date of initial application
in retained earnings. We are in the process of determining our approach to the adoption of this new revenue
recognition standard, as well as the anticipated impact to our consolidated condensed financial statements.

In July 2013, the FASB issued a clarification regarding the presentation of an unrecognized tax benefit related to a net
operating loss carryforward, a similar tax loss, or a tax credit carryforward. Under this new standard, the liability
related to an unrecognized tax benefit, or a portion thereof, should be presented in the financial statements as a
reduction to a deferred tax asset if available under the tax law of the applicable jurisdiction to settle any additional
income taxes that would result from the disallowance of a tax position. Otherwise, the unrecognized tax benefit should
be presented in the financial statements as a separate liability. The assessment is based on the unrecognized tax benefit
and deferred tax asset that exist at the reporting date. The provisions of the new standard are effective on a prospective
basis beginning in 2014 for annual and interim reporting periods. Adoption of this standard in the first quarter of 2014
resulted in an immaterial impact to our consolidated condensed balance sheet and did not affect our consolidated
condensed statements of operations.

Note 3: Acquisitions

In April 2014, we announced an agreement to acquire Novartis Animal Health (NAH) in an all-cash transaction for
approximately $5.4 billion. NAH has a global commercial presence in both the companion and food animal markets.
Under the terms of the agreement, we will acquire manufacturing sites, research and development facilities, a global
commercial infrastructure and portfolio of products, a pipeline of projects in development, and employees. The
transaction is expected to close by the end of the first quarter of 2015, subject to clearance under the Hart-
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Scott-Rodino Antitrust Improvements Act, similar requirements outside the U.S., and other customary closing
conditions.

We have agreed to divest the U.S. assets related to two major parasiticides for dogs, Sentinel® Flavor Tabs and
Sentinel® Spectrum, currently marketed in the U.S. by NAH, in connection with the U.S. Federal Trade Commission’s
(FTC) review of the pending acquisition of NAH. We have entered into an agreement to sell these assets to Virbac
Corporation, subject to approval from the FTC and the closing of our acquisition of NAH.

On April 30, 2014, we acquired Lohmann SE (Lohmann Animal Health), a privately-held company headquartered in
Cuxhaven, Germany, through a stock purchase for a total purchase price of $591.2 million, comprised of

$551.4 million of net cash plus $39.8 million of assumed debt. Lohmann Animal Health is a global leader in poultry
vaccines. As part of this transaction, we acquired the rights to a range of vaccines, commercial capabilities, and
manufacturing sites in Germany and the United States. This acquisition was accounted for as a business combination
under the acquisition method of accounting. The assets acquired and liabilities assumed were recorded at their
respective fair values as of the acquisition date. The determination of estimated fair value required management to
make significant estimates and assumptions. The excess of the purchase price over the fair value of the acquired net
assets has been recorded as goodwill. The results of operations of this acquisition are included in our consolidated
condensed financial statements from the date of acquisition. The acquisition is not material to our consolidated
financial statements. Preliminary amounts currently recorded in connection with this acquisition include $275.4
million of marketed product assets, $23.9 million of other intangible assets, $89.8 million of property and equipment,
$248.2 million of goodwill, and $93.7 million of deferred tax liabilities, with $47.6 million of other net assets. The
final determination may result in asset and liability fair values that differ from the preliminary estimates, but it is not
expected that these differences will be material to our consolidated financial statements. Goodwill associated with this
acquisition is not deductible for tax purposes.

Product and Other Acquisitions

In connection with the arrangements described below, our partners may be entitled to future royalties based on sales
should these products be approved for commercialization and/or milestones based on the successful progress of the
drug candidate through the development process.

In July 2014, we entered into a co-discovery and co-development collaboration with Immunocore Limited to research
and potentially develop pre-clinical novel T cell-based cancer therapies. Upon entering the agreement, we paid an
upfront fee of $45.0 million in cash. At that time, we determined that the rights acquired had no alternative future use.
The related $45.0 million charge for acquired in-process research and development (IPR&D) was included as expense
in the third quarter of 2014.

In September 2014, we entered into a collaboration agreement with AstraZeneca UK Limited (AstraZeneca) for the
worldwide co-development and co-commercialization of AstraZeneca’s oral beta-secretase cleaving enzyme (BACE)
inhibitor known as AZD3293, a compound being investigated for the potential treatment of Alzheimer’s disease.
AZD3293 has completed Phase 1 testing and we and AstraZeneca will progress AZD3293 into a Phase 2/3 clinical
trial in patients with early Alzheimer’s disease. We will be responsible for leading development efforts, while
AstraZeneca will be responsible for manufacturing efforts. If successful, both parties will take joint responsibility for
commercialization of AZD3293. Under the agreement, both parties will share equally in the ongoing development
costs, gross margins and certain other costs associated with the commercialization of the compound. Upon execution
of the agreement, we immediately recorded, as an acquired IPR&D charge, our obligation associated with a payment
of $50.0 million which we expect to pay to AstraZeneca in 2015.

Note 4: Collaborations and Other Arrangements

We often enter into collaborative and other similar arrangements to develop and commercialize drug candidates.
Collaborative activities may include research and development, marketing and selling (including promotional
activities and physician detailing), manufacturing, and distribution. These arrangements often require milestone and
royalty or profit-share payments, contingent upon the occurrence of certain future events linked to the success of the
asset in development, as well as expense reimbursements or payments to the collaboration partner. Elements within a
collaboration are separated into individual units of accounting if they have standalone value from other elements
within the arrangement. In these situations, the arrangement consideration is allocated to the elements on a relative

11
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selling price basis. Revenues related to products we sell pursuant to these arrangements are included in net product
sales, while other sources of revenue (e.g., royalties and profit-sharing due from our partner) are included in
collaboration and other revenue. We recognized collaboration and other revenue of $204.0 million and $183.4 million
for the three months ended September 30, 2014 and 2013, respectively, and $593.9 million and $506.7 million for the
nine months ended September 30, 2014 and 2013, respectively. Operating expenses for costs
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incurred pursuant to these arrangements are reported in their respective expense line item, net of any payments due to
or reimbursements due from our collaboration partners, with such reimbursements being recognized at the time the
party becomes obligated to pay. Each collaboration is unique in nature, and our more significant arrangements are
discussed below.

Diabetes Collaboration

We and Boehringer Ingelheim have a global agreement to jointly develop and commercialize a portfolio of diabetes
compounds. Currently, the compounds included in the collaboration are Boehringer Ingelheim’s two oral diabetes
agents, linagliptin (trade name Trajenta®) and empagliflozin (trade name Jardiance®), and our new insulin glargine
product. The agreement also provided Boehringer Ingelheim with the ability to opt in to the Phase III development
and potential commercialization of our anti-TGF-beta monoclonal antibody. However, we made the decision in April
2014 to discontinue development of the molecule, which had been in Phase II clinical testing.

Trajenta was approved in 2011 and launched in the U.S., Japan, certain countries in Europe, and other countries.
Jardiance was approved in Europe and the U.S. in May and August 2014, respectively, and has been submitted to
regulatory authorities in Japan. The product was launched in certain European countries and the U.S. in the third
quarter of 2014. Our new insulin glargine product was approved by the European Commission in Europe in
September 2014, received tentative approval in the U.S. in August 2014, and has been submitted to regulatory
authorities in Japan. The U.S. Food and Drug Administration (FDA) has determined that our new insulin glargine
product (tradename Basaglar'th the U.S.) meets all regulatory requirements for approval, but final approval is subject
to a delay of up to 30 months as a result of patent infringement litigation filed by Sanofi, which makes Lantus®, the
only currently marketed insulin glargine. Under the Drug Price Competition and Patent Term Restoration Act of 1984
(the Hatch-Waxman Act), the FDA may not give final approval until the end of the 30-month period in mid-2016,
unless the court determines that the patent is not infringed, invalid, or unenforceable prior to that start time.

In connection with the approval of Trajenta in the U.S., Japan, and Europe, we paid $478.7 million in success-based
regulatory milestones, all of which were capitalized as intangible assets and are being amortized to cost of sales.

In connection with the approval of Jardiance in the U.S. and Europe, we paid success-based regulatory milestones of
$286.5 million, which were capitalized as intangible assets and will be amortized to cost of sales. We incurred
milestone-related expenses of $97.2 million in connection with regulatory submissions for Jardiance in the U.S.,
Europe, and Japan during 2013. These regulatory submission milestones were recorded as research and development
expenses. We may also pay up to 11.3 million euro in additional success-based regulatory milestones for Jardiance.
Upon the approval of our new insulin glargine product in Europe during the third quarter of 2014, we recorded, as
deferred revenue, a $50.0 million milestone which will be amortized to collaboration and other revenue upon product
launch in Europe through the term of the collaboration (2029). During 2013, we earned $50.0 million in milestones for
the regulatory submissions of our new insulin glargine product in the U.S., Europe, and Japan. These submission
milestones were recorded as income in other—net, (income) expense. In the future, we will be eligible to receive up to
$200.0 million in success-based regulatory milestones on our new insulin glargine product.

In October 2014, we and Boehringer Ingelheim agreed upon certain changes to the operational structure of our
diabetes collaboration. Under the revised agreement the companies will continue their co-promotion work in 17
countries, representing over 90 percent of the collaboration’s anticipated market opportunity. In the other countries, the
companies will exclusively commercialize the respective molecules they brought to the collaboration. The
modifications become effective on December 31, 2014, and will change the financial terms related to the modified
countries; however, the financial impact resulting from the revised terms of the agreement in these countries is not
anticipated to be material. As a result of these changes, in the fourth quarter of 2014, we expect to record a gain of
approximately $90 million related to the transfer of our license rights to co-promote Trajenta and Jardiance in these
countries, as well as a charge of approximately $55 million related to the transfer to us of Boehringer Ingelheim's
rights to co-promote our new insulin glargine product in countries where it is not yet approved, which will be recorded
as acquired IPR&D expense.

With the exception of the countries affected by the amendment to the collaboration agreement, the companies share
equally the ongoing development costs and, if successful, commercialization costs and gross margin for any product
resulting from the collaboration. We record our portion of the gross margin associated with Boehringer Ingelheim's
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compounds as collaboration and other revenue, and we record our portion of the commercialization costs as
marketing, selling, and administrative expense. Each company will also be entitled to potential performance payments
on sales of the molecules they contribute to the collaboration. Our revenue related to

9
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Trajenta was $78.9 million and $64.7 million for the three months ended September 30, 2014 and 2013, respectively,
and $246.1 million and $162.1 million for the nine months ended September 30, 2014 and 2013, respectively. Our
revenue related to Jardiance was not material for the three and nine months ended September 30, 2014.

Effient®

We are in a collaborative arrangement with Daiichi Sankyo Co., Ltd. (Daiichi Sankyo) to develop, market, and
promote Effient. We and Daiichi Sankyo co-promote Effient in certain territories (including the U.S. and five major
European markets), while we have exclusive marketing rights in certain other territories. Daiichi Sankyo has exclusive
marketing rights in Japan and certain other territories. The parties share approximately 50/50 in the profits, as well as
in the costs of development and marketing in the co-promotion territories. A third party manufactures bulk product,
and we produce the finished product for our exclusive and co-promotion territories. We record product sales in our
exclusive and co-promotion territories. In our exclusive territories, we pay Daiichi Sankyo a royalty specific to these
territories. Profit-share payments due to Daiichi Sankyo are recorded as marketing, selling, and administrative
expenses. All royalties due to Daiichi Sankyo and the third-party manufacturer are recorded in cost of sales. Effient
sales were $131.5 million and $124.9 million for the three months ended September 30, 2014 and 2013, respectively,
and $384.4 million and $378.1 million for the nine months ended September 30, 2014 and 2013, respectively.
Erbitux®

We have several collaborations with respect to Erbitux. The most significant collaborations are in the U.S., Canada,
and Japan (Bristol-Myers Squibb Company); and worldwide except the U.S. and Canada (Merck KGaA). Upon
expiration of the agreements, all of the rights to Erbitux in the U.S. and Canada return to us and certain rights to
Erbitux outside the U.S. and Canada will remain with Merck KGaA (Merck).

The following table summarizes our revenue recognized with respect to Erbitux:

Three Months Ended Nine Months Ended

September 30, September 30,

2014 2013 2014 2013
Net product sales $8.8 $6.2 $34.5 $43.8
Collaboration and other revenue 84.1 81.0 242.8 229.9
Total revenue $92.9 $87.2 $277.3 $273.7

Bristol-Myers Squibb Company

Pursuant to commercial agreements with Bristol-Myers Squibb Company and E.R. Squibb (collectively, BMS), we
are co-developing Erbitux in the U.S. and Canada with BMS through September 2018, exclusively, and in Japan with
BMS and Merck through 2032. Under these arrangements, Erbitux research and development and other costs are
shared by both companies according to a predetermined ratio.

Responsibilities associated with clinical and other ongoing studies are apportioned between the parties under the
agreements. Collaborative reimbursements due to us for supply of clinical trial materials; for research and
development; and for a portion of marketing, selling, and administrative expenses are recorded as a reduction to the
respective expense line items on the consolidated condensed statement of operations. We receive a distribution fee in
the form of a royalty from BMS, based on a percentage of net sales in the U.S. and Canada, which is recorded in
collaboration and other revenue. Royalties due to third parties are recorded as a reduction of collaboration and other
revenue, net of any royalty reimbursements due from third parties.

We are responsible for the manufacture and supply of all requirements of Erbitux in bulk-form active pharmaceutical
ingredient (API) for clinical and commercial use in the U.S. and Canada, and BMS will purchase all of its
requirements of API for commercial use from us, subject to certain stipulations per the agreement. Sales of Erbitux to
BMS for commercial use are reported in net product sales.

Merck KGaA

A development and license agreement grants Merck exclusive rights to market Erbitux outside of the U.S. and
Canada, and expires in December 2018. A separate agreement grants co-exclusive rights among Merck, BMS, and us
in Japan and expires in 2032.
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Merck manufactures Erbitux for supply in its territory as well as for Japan. We receive a royalty on the sales of
Erbitux outside of the U.S. and Canada, which is included in collaboration and other revenue as earned. Royalties due
to third parties are recorded as a reduction of collaboration and other revenue, net of any royalty reimbursements due
from third parties.

Exenatide

In November 2011, we agreed with Amylin Pharmaceuticals, Inc. (Amylin) to terminate our collaborative
arrangement for the joint development, marketing, and selling of Byetta® (exenatide injection) and other forms of
exenatide such as Bydureon® (exenatide extended-release for injectable suspension). Under the terms of the
termination agreement, Amylin made a one-time, upfront payment to us of $250.0 million. Amylin also agreed to
make future revenue-sharing payments to us in an amount equal to 15.0 percent of its global net sales of exenatide
products until Amylin made aggregate payments to us of $1.20 billion plus interest, which would accrue at

9.5 percent. Upon completion of the acquisition of Amylin by Bristol-Myers Squibb Company in August 2012,
Amylin's obligation of $1.26 billion, including accrued interest, was paid in full, with $1.21 billion representing a
prepayment of the obligation. We would also receive a $150.0 million milestone payment contingent upon FDA
approval of a once-monthly suspension version of exenatide.

Commercial operations were transferred to Amylin in the U.S. in late 2011. Outside the U.S., we transferred to
Amylin exenatide commercial rights and control in all markets during the first quarter of 2013. We were responsible
for certain development costs related to certain clinical trials outside the U.S. that we were conducting as of the date
of the termination agreement as well as commercialization costs outside the U.S. until the commercial rights were
transferred to Amylin.

Payments received from Amylin were allocated 65 percent to the U.S., which was treated as a contract termination,
and 35 percent to the business outside the U.S., which was treated as the disposition of a business. The allocation was
based upon relative fair values. The revenue-sharing income allocated to the U.S. was recognized as collaboration and
other revenue, consistent with our policy for royalty revenue, while the income related to the prepayment of Amylin's
obligation allocated to the U.S. was recognized in other—net, (income) expense. All income allocated to the business
outside the U.S. that was transferred during the first quarter of 2013 was recognized as a gain on the disposition of a
business in other—net, (income) expense, net of the goodwill allocated to the business transferred.

Under the terms of our prior arrangement, we reported as net product sales 100 percent of sales outside the U.S. and
our sales of Byetta pen delivery devices to Amylin. We paid Amylin a percentage of the gross margin of exenatide
sales outside of the U.S., and these costs were recorded in cost of sales. This arrangement for the commercial
operations outside the U.S. continued until those rights were transferred to Amylin during the first quarter of 2013.

In accordance with the prior arrangement and pursuant to Amylin’s request, we loaned Amylin $165.0 million in the
second quarter of 2011. This loan and related accrued interest were paid in full in August 2012.

We recognized net product sales of $28.6 million and $113.7 million with respect to exenatide for the three and nine
months ended September 30, 2013, respectively. Net product sales of exenatide were insignificant in 2014.

We recognized income of $495.4 million in other-net, (income) expense related to termination of the exenatide
collaboration with Amylin during the first quarter of 2013.

Solanezumab

We have an agreement with an affiliate of TPG-Axon Capital (TPG) whereby TPG funded a portion of the Phase III
development of solanezumab. Under the agreement, TPG’s obligation to fund solanezumab costs was not material and
ended in 2011. In exchange for their funding, TPG may receive success-based sales milestones totaling approximately
$70 million and mid-single digit royalties contingent upon the successful development of solanezumab. The royalties
would be paid for approximately 10 years after launch of a product.

Baricitinib

We have a worldwide license and collaboration agreement with Incyte Corporation (Incyte) which provides us the
development and commercialization rights to its Janus tyrosine kinase (JAK) inhibitor compound, now known as
baricitinib, and certain follow-on compounds, for the treatment of inflammatory and autoimmune diseases. Incyte has
the right to receive tiered, double-digit royalty payments on future global sales with rates ranging up to 20 percent if
the product is successfully commercialized. The agreement provides Incyte with options to co-develop these
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from the initiation of a Phase IIb trial through regulatory approval in exchange for increased tiered royalties ranging
up to percentages in the high twenties. In 2010, Incyte exercised its option to co-develop baricitinib in rheumatoid
arthritis. The agreement also provides Incyte with an option to co-promote in the U.S. and calls for payments
associated with certain development, success-based regulatory, and sales-based milestones. Upon initiation of Phase
III trials for the treatment of rheumatoid arthritis in the fourth quarter of 2012, we incurred a milestone-related
expense of $50.0 million which was recorded as research and development expense. As of September 30, 2014, Incyte
is eligible to receive up to $415.0 million of additional payments from us contingent upon certain development and
success-based regulatory milestones as well as an additional $150.0 million of potential sales-based milestones.
Tanezumab

In October 2013, we entered into a collaboration agreement with Pfizer Inc. (Pfizer) to jointly develop and globally
commercialize tanezumab for the potential treatment of osteoarthritis pain, chronic low back pain and cancer pain.
Tanezumab is currently in Phase III development and is subject to a partial clinical hold by the FDA pending
submission of nonclinical data to the FDA. Under the agreement, the companies share equally the ongoing
development costs and, if successful, in gross margins and certain commercialization expenses. Contingent upon the
parties continuing in the collaboration after receipt of the FDA's response to the submission of the nonclinical data, we
will be obligated to pay an upfront fee of $200.0 million. This payment would be immediately expensed. In addition
to this fee, we may pay up to $350.0 million in success-based regulatory milestones and up to $1.23 billion in a series
of sales-based milestones, contingent upon the commercial success of tanezumab. Both parties have the right to
terminate the agreement under certain circumstances.

Summary of Commission and Profit-Share Payments

The aggregate amount of marketing, selling, and administrative expense associated with our commission and
profit-sharing obligations for the collaborations and other arrangements described above was $53.5 million and

$50.5 million for the three months ended September 30, 2014 and 2013, respectively, and $155.4 million and $151.0
million for the nine months ended September 30, 2014 and 2013, respectively.

Amortization of Intangible Assets

We record, as finite-lived intangible assets, the cost of milestone payments associated with products approved for
marketing, as well as the cost of rights to assets approved for marketing that were acquired in business combinations.
We also record finite-lived intangible assets for the cost of licensed platform technologies that have alternative future
uses in research and development; manufacturing technologies; and customer relationships from business
combinations. Amortization expense related to these finite-lived intangibles was $134.0 million and $132.2 million for
the three months ended September 30, 2014 and 2013, respectively, and $399.9 million and $423.5 million for the
nine months ended September 30, 2014 and 2013, respectively.

Note 5: Asset Impairment, Restructuring, and Other Special Charges

We recognized $36.3 million of asset impairment, restructuring, and other special charges during the three months
ended September 30, 2014, with no comparable charges during the same period in 2013. For the nine months ended
September 30, 2014, we recognized $67.7 million of asset impairment, restructuring, and other special charges
compared to $85.2 million during the same period in 2013. The 2014 charges related primarily to severance associated
with ongoing cost containment efforts and costs related to the pending acquisition of NAH. The 2013 charges related
primarily to costs associated with the decision to close a packaging and distribution facility in Germany and severance
costs for actions taken to reduce the company's cost structure.

In October 2014, we approved a plan to close and sell a manufacturing plant located in Puerto Rico. As a result of this
action, we expect to record an asset impairment charge of approximately $170 million in the fourth quarter of 2014.
Note 6: Financial Instruments

Financial instruments that potentially subject us to credit risk consist principally of trade receivables and
interest-bearing investments. Wholesale distributors of life-sciences products account for a substantial portion of trade
receivables; collateral is generally not required. The risk associated with this concentration is mitigated by our
ongoing credit-review procedures and insurance. A large portion of our cash is held by a few major financial
institutions. We monitor our exposures with these institutions and do not expect any of these institutions to fail to
meet their obligations. Major financial institutions represent the largest component of our investments in corporate

19



12

Edgar Filing: LILLY ELI & CO - Form 10-Q

20



Edgar Filing: LILLY ELI & CO - Form 10-Q

debt securities. In accordance with documented corporate policies, we monitor the amount of credit exposure to any
one financial institution or corporate issuer. We are exposed to credit-related losses in the event of nonperformance by
counterparties to risk-management instruments but do not expect any counterparties to fail to meet their obligations
given their high credit ratings.

Accounting Policy for Risk-Management Instruments

Our derivative activities are initiated within the guidelines of documented corporate risk-management policies and do
not create additional risk because gains and losses on derivative contracts offset losses and gains on the assets,
liabilities, and transactions being hedged. Management reviews the correlation and effectiveness of our derivatives
that are designated as hedges on a quarterly basis.

For derivative contracts that are designated and qualify as fair value hedges, the derivative instrument is marked to
market with gains and losses recognized currently in income to offset the respective losses and gains recognized on
the underlying exposure. For derivative contracts that are designated and qualify as cash flow hedges, the effective
portion of gains and losses on these contracts is reported as a component of accumulated other comprehensive loss
and reclassified into earnings in the same period the hedged transaction affects earnings. Hedge ineffectiveness is
immediately recognized in earnings. Derivative contracts that are not designated as hedging instruments are recorded
at fair value with the gain or loss recognized in current earnings during the period of change.

We may enter into foreign currency forward contracts to reduce the effect of fluctuating currency exchange rates
(principally the euro, the British pound, and the Japanese yen). Foreign currency derivatives used for hedging are put
in place using the same or like currencies and duration as the underlying exposures. Forward contracts are principally
used to manage exposures arising from subsidiary trade and loan payables and receivables denominated in foreign
currencies. These contracts are recorded at fair value with the gain or loss recognized in other—net, (income) expense.
We may enter into foreign currency forward contracts and currency swaps as fair value hedges of firm commitments.
Forward contracts generally have maturities not exceeding 12 months. At September 30, 2014, we had outstanding
foreign currency forward commitments to purchase 547.5 million U.S. dollars and sell 428.1 million euro,
commitments to purchase 737.6 million euro and sell 953.3 million U.S. dollars, commitments to purchase 429.7
million U.S. dollars and sell 46.21 billion Japanese yen, and commitments to purchase 159.0 million British pounds
and sell 199.5 million euro, which will all settle within 30 days.

In the normal course of business, our operations are exposed to fluctuations in interest rates which can vary the costs
of financing, investing, and operating. We address a portion of these risks through a controlled program of risk
management that includes the use of derivative financial instruments. The objective of controlling these risks is to
limit the impact of fluctuations in interest rates on earnings. Our primary interest-rate risk exposure results from
changes in short-term U.S. dollar interest rates. In an effort to manage interest-rate exposures, we strive to achieve an
acceptable balance between fixed- and floating-rate debt and investment positions and may enter into interest rate
swaps or collars to help maintain that balance.

Interest rate swaps or collars that convert our fixed-rate debt to a floating rate are designated as fair value hedges of
the underlying instruments. Interest rate swaps or collars that convert floating-rate debt to a fixed rate are designated
as cash flow hedges. Interest expense on the debt is adjusted to include the payments made or received under the swap
agreements. Cash proceeds from or payments to counterparties resulting from the termination of interest rate swaps
are classified as operating activities within our Consolidated Condensed Statement of Cash Flows. At September 30,
2014, substantially all of our total debt is at a fixed rate. We have converted approximately 50 percent of our
fixed-rate debt to floating rates through the use of interest rate swaps.

Investments in debt securities are subject to different interest rate risks based on their maturities. We may manage the
average maturity of our investments in debt securities to achieve economic returns using interest rate contracts, none
of which are designated as hedging instruments. As of September 30, 2014, the total notional amounts of
fixed-interest rate contracts not designated as hedging instruments were $876.0 million, which will all settle within six
months.

We may enter into forward contracts and designate them as cash flow hedges to limit the potential volatility of
earnings and cash flow associated with forecasted sales of available-for-sale securities.
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We may enter into forward-starting interest rate swaps, which we designate as cash flow hedges, as part of anticipated
future debt issuances in order to reduce the risk of cash flow volatility from future changes in interest rates. Upon
completion of a debt issuance and termination of the swap, the change in fair value of these instruments is recorded as
part of other comprehensive income (loss) and is amortized to interest expense over the life of the debt agreement. As
of September 30, 2014, the total notional amounts of forward-starting interest rate contracts in designated cash flow
hedging instruments were $1.35 billion, which will all settle within six months.
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The Effect of Risk-Management Instruments on the Consolidated Condensed Statement of Operations
The following effects of risk-management instruments were recognized in other—net, (income) expense:

Three Months Ended Nine Months Ended
September 30, September 30,
2014 2013 2014 2013
Fair value hedges:
Effect from hedged fixed-rate debt $(7.7 ) $(31.3 ) $86.0 $(2446 )
Effect from interest rate contracts 7.7 31.3 (86.0 ) 244.6
Cash flow hedges:
Effective portion of losses on equity contracts reclassified
. 20.2 — 87.6 —
from accumulated other comprehensive loss(!)
Effective portion of losses on interest rate contracts
o . 23 23 6.7 6.7
reclassified from accumulated other comprehensive loss
Net. (gains) losses on f(?re1gn currency exchange contracts not 83 ) 33.9 127 6.4
designated as hedging instruments
Net gains on interest rate contracts not designated as hedging 2.4 )y (13 )y —

instruments
I Realized gains on the sale of the underlying equity securities recognized in other—net, (income) expense for the three
and nine months ended September 30, 2014 were $56.8 million and $183.1 million, respectively.

The effective portion of net (losses) gains on equity contracts in designated cash flow hedging relationships recorded
in other comprehensive income (loss) was $(11.8) million and $(33.0) million for the three months ended

September 30, 2014 and 2013, respectively, and $108.7 million and $(41.9) million for the nine months ended
September 30, 2014 and 2013, respectively. During the next three months, we expect to sell the underlying equity
securities in designated cash flow hedging relationships that were outstanding at September 30, 2014, and will
reclassify to earnings the accumulated other comprehensive loss related to the cash flow hedges and the unrealized
gains on the underlying equity securities. As of September 30, 2014, the unrealized gains are in excess of the losses on
the cash flow hedges.

In August 2014, we terminated certain interest rate swaps designated as fair value hedges with an aggregate notional
amount of $900.0 million. As a result of the termination, we received cash of $252.5 million, which represented the
fair value of the interest rate swaps at the time of termination. The related fair value adjustment was recorded as an
increase to the carrying value of the underlying fixed-rate debt and will be amortized into earnings as a reduction of
interest expense over the remaining life of the underlying debt.

During the next 12 months, we expect to reclassify from accumulated other comprehensive loss to earnings

$9.0 million of pretax net losses on cash flow hedges of the variability in expected future interest payments on our
floating rate debt.

During the nine months ended September 30, 2014 and 2013, net losses related to ineffectiveness, as well as net losses
related to the portion of our risk-management hedging instruments, fair value hedges, and cash flow hedges that were
excluded from the assessment of effectiveness, were not material.
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Fair Value of Financial Instruments
The following tables summarize certain fair value information at September 30, 2014 and December 31, 2013 for
assets and liabilities measured at fair value on a recurring basis, as well as the carrying amount and amortized cost of
certain other investments:

Fair Value Measurements Using

Quoted
Prices in Significant . ..
. Significant
.. Carrying Amortized Active Other Unobservable Fair
Description Markets for Observable
Amount Cost . Inputs Value
Identical Inputs (Level 3)
Assets (Level 2)
(Level 1)
September 30, 2014
Cash and cash equivalents $3,165.8 $3,165.8 $2,932.1 $233.7 $3,165.8
Short-term investments:
Government-related debt securities:
U.S. government and agencies $251.1 $251.0 $227.5 $23.6 $251.1
Corporate debt securities 1,295.2 1,293.0 1,295.2 1,295.2
Asset-backed 3.0 3.0 3.0 3.0
Other securities 0.3 0.3 0.3 0.3
Marketable equity 94.5 17.5 94.5 94.5
Short-term investments $1,644.1 $1,564.8
Noncurrent investments:
Government-related debt securities:
U.S. government and agencies $1,697.4 $1,698.8 $1,633.3 $64.1 $1,697.4
Foreign and other 0.4 0.4 0.4 0.4
Corporate debt securities 4,359.8 4,356.5 4,359.8 4,359.8
Mortgage-backed 285.3 291.4 285.3 285.3
Asset-backed 583.9 586.4 583.9 583.9
Other securities 7.6 8.2 7.6 7.6
Marketable equity 84.0 29.0 84.0 84.0
Equlty method and other 387 1 387 1
investments(
Noncurrent investments $7,405.5 $7,357.8
December 31, 2013
Cash and cash equivalents $3,830.2 $3,830.2 $3,772.6 $57.6 $3,830.2
Short-term investments:
U.S. government and agencies $276.4 $276.6 $276.4 $ $276.4
Corporate debt securities 931.7 929.8 931.7 931.7
Other securities 2.7 2.7 2.7 2.7
Marketable equity 356.3 75.0 356.3 356.3
Short-term investments $1,567.1 $1,284.1
Noncurrent investments:
U.S. government and agencies $1,115.6 $1,126.1 $1,035.6 $80.0 $1,115.6
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Mortgage-backed
Asset-backed

Other securities

Marketable equity

Equity method and other
investments(!

Noncurrent investments

(1) Fair value not applicable
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4,940.5
636.0
490.0
7.3
81.2

354.3
$7,624.9

4,933.7

652.4

494.5

8.3

22.8 81.2

354.3
$7,592.1

4,940.5
636.0
490.0
7.3

4,940.5
636.0
490.0
7.3
81.2
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. Carrying
Description Amount
Short-term borrowings()

September 30, 2014 $(300.0
December 31, 2013 —
Long-term debt, including current portion

September 30, 2014 $(5,305.6
December 31, 2013 (5,212.9

(1) Represents commercial paper borrowings

. Carrying
Description Amount
September 30, 2014
Risk-management instruments
Interest rate contracts designated as hedging
instruments:

Sundry $143.5
Other current liabilities (36.7
Other noncurrent liabilities (25.9

Interest rate contracts not designated as
hedging instruments:

Other current assets 1.3
Foreign exchange contracts not designated

as hedging instruments:

Other receivables 22.0
Other current liabilities (17.5
Equity contracts designated as hedging
instruments:

Other current liabilities (40.9
December 31, 2013

Risk-management instruments

Interest rate contracts designated as hedging
instruments:

Other receivables 20.1
Sundry 278.7
Other noncurrent liabilities (0.9

Fair Value Measurements Using

Quoted
Prices in Significant C
. Significant
Active Other Unobservable
Markets for Observable
. Inputs
Identical Inputs (Level 3)
Assets (Level 2)
(Level 1)
$— $(300.0 ) $—
$— $(5,648.2 ) $—
— (5,490.9 ) —
Fair Value Measurements Using
Quoted
Prices in Significant D
. Significant
Active Other Unobservable
Markets for Observable
. Inputs
Identical Inputs (Level 3)
Assets (Level 2)
(Level 1)
$143.5
(36.7 )
(25.9 )
1.3
22.0
17.5 )
(40.9 )
20.1
278.7
0.9 )

Fair

Value
$(300.0 )
$(5,648.2 )
(5,4909 )
Fair

Value
$143.5
(36.7 )
(25.9 )
1.3

22.0

(17.5 )
(40.9 )
20.1

278.7

(0.9 )

26



Edgar Filing: LILLY ELI & CO - Form 10-Q

Foreign exchange contracts not designated
as hedging instruments:

Other receivables 6.7 6.7
Other current liabilities (7.1 ) (7.1
Equity contracts designated as hedging

instruments:

Other current liabilities (149.6 ) (149.6
16

6.7
(7.1

(149.6

)
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Risk-management instruments above are disclosed on a gross basis. There are various rights of setoff associated with
certain of the risk-management instruments above that are subject to an enforceable master netting arrangement or
similar agreements. Although various rights of setoff and master netting arrangements or similar agreements may exist
with the individual counterparties to the risk-management instruments above, individually, these financial rights are
not material.
We determine fair values based on a market approach using quoted market values, significant other observable inputs
for identical or comparable assets or liabilities, or discounted cash flow analyses. The fair value of equity method
investments and other investments is not readily available.
In August 2014, we refinanced our bank credit facilities and entered into a $1.20 billion credit facility with a five-year
term and a $2.00 billion credit facility with a 364-day term, resulting in $3.20 billion of unused committed bank credit
facilities, all of which backs our commercial paper program. As of September 30, 2014, we had $300.0 million
outstanding under our commercial paper program.
In February 2014, we issued $600.0 million of 1.95% and $400.0 million of 4.65% fixed-rate notes with interest to be
paid semi-annually and maturity dates of March 15, 2019, and June 15, 2044, respectively. Current maturities of
long-term debt of $1.00 billion were repaid in March 2014.
The table below summarizes the contractual maturities of our investments in debt securities measured at fair value as
of September 30, 2014:

Maturities by Period

Total Less Than 2-5 6-10 More Than
1 Year Years Years 10 Years
Fair value of debt securities $8,484.0 $1,549.6 $6,263.1 $346.1 $325.2

A summary of the fair value of available-for-sale securities in an unrealized gain or loss position and the amount of
unrealized gains and losses (pretax) in accumulated other comprehensive loss follows:
September 30, December 31,

2014 2013
Unrealized gross gains $153.6 $375.6
Unrealized gross losses 26.6 59.8
Fair value of securities in an unrealized gain position 4,139.3 4,982.7
Fair value of securities in an unrealized loss position 3,980.8 3,664.7

Other-than-temporary 