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2019 Financial Highlights

ELI LILLY AND COMPANY AND SUBSIDIARIES 2019 2018 CHANGE %
(Dollars in millions, except per-share datal Year ended December 31
REVENUE $ 22,319.5 $ 21,4933 4%
RESEARCH AND DEVELOPMENT 5,595.0 5,051.2 1%
RESEARCH AND DEVELOPMENT AS A PERCENT OF REVENUE 25.1% 23.5%
NET INCOME (LOSS) $ 8,318.4 $ 3,232.0 NM
EARNINGS (LOSS) PER SHARE—DILUTED 8.89 3.13 NM
RECONCILING ITEMS:

Discontinued Operations from disposition of Elanco’ (3.93) (0.08)

Asset impairment, restructuring, and other special charges' 0.58 0.24

Gain on sale of China antibiotics business' (0.26) --

Charge related to repurchase of debt! 0.22 --

Acquired in-process research and development’ 0.21 1.96

Amortization of intangible assets 0.18 0.28

Charges related to withdrawal of Lartruvo 0.14 --

Impact of reduced shares outstanding for non-GAAP reporting? 0.07 0.20

Income taxes? (0.05) (0.27)

Other, net - (0.02)
NON-GAAP EARNINGS PER SHARE—DILUTED? 6.04 5.44 1%
DIVIDENDS PAID PER SHARE 2.58 2.25 15%
CAPITAL EXPENDITURES 1,033.9 1,210.6 (15%)
EMPLOYEES 33,625 33,090 2%

1 For more information on these reconciling items, see the Financial Results section of the Executive Overview in Management’s Discussion and Analysis. 2 Non-GAAP earnings per share
assume that the disposition of Elanco occurred at the beginning of all periods presented and, therefore, exclude the approximately 65.0 million shares of Lilly common stock retired in the
Elanco exchange offer. 3 For 2019, amount relates to a tax benefit from a capital loss on the disposition of subsidiary stock. For 2018, amount relates to adjustments to the 2017 Toll Tax for
U.S. tax reform proposed regulations and tax expenses associated with the separation of Elanco. 4 Numbers may not add due to rounding.

REVENUE GROWTH ACROSS THERAPEUTIC AREAS
($ millions, percent growth]

Revenue in Endocrinology increased 10 percent primarily
driven by growth of Trulicity, Basaglar, and Jardiance.

Taltz drove the 57 percent revenue increase in Immunology.
Oncology revenue increased 8 percent due to Verzenio
launch in the US. Neuroscience experienced a 5 percent
decrease due to lower volume for Strattera as a result of
loss of patent protection, offset in part by the launch of
Emgality. Other Pharmaceutical revenue decreased

47 percent driven by lower volumes for Cialis, due to
patent losses.

$12,814.4
+10%

Endocrinology
. Neuroscience
Oncology

' Immunology
Other

$1,793.3
+57%

$1,722.9
-5%

OPERATING EXPENSES
($ millions, percent of revenue)

Revenue . R&D

. Marketing, Selling & Administrative

Over the past five years, Lilly has
maintained relatively flat operating
expenses while growing revenue, resulting
in steady improvement in operating
expense as a percent of revenue.

$17,050.5

33.6%

$18,312.8

$19,973.8

$21,493.3

$22,319.5
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30.0%
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27.5%
A ) 25.5%

23.5%

25.1%

2015 2016 2017 2018 2019
TOTAL SHAREHOLDER RETURN $225
Value of $100 invested in Lilly,
S&P 500 and Peer Group* $200
@y @ ssps500 () PeerGroup o
$150
Over the past five years, Lilly's annualized
total shareholder return has averaged $125
16.7 percent, compared to 11.7 percent $100
for the S&P benchmark, due to the
increase in the stock price and increasing $75
2014 2015 2016 2017 2018 2019

dividend stream.

* The graph measures total shareholder return, which takes into account both stock price and dividends.
It assumes that dividends paid by a company are reinvested in that company’s stock. See “Performance Graph

for those companies included in our peer group.
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Forward-Looking Statements

This Annual Report includes forward-looking statements within the meaning of Section 27A of the Securities Act of
1933, Section 21E of the Securities Exchange Act of 1934 (Exchange Act), and the Private Securities Litigation
Reform Act of 1995. 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,” “estimate,” “intend,” “anticipate,” “plan,” “continue,” or similar expressions.

In particular, information appearing under “Business,” “Risk Factors,” and “Management's Discussion and Analysis
of Results of Operations and Financial Condition” 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 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. The following include some but not all of the factors that could cause
actual results or events to differ materially from those anticipated:

e uncertainties in the pharmaceutical research and development process, including with respect to the
timing of anticipated regulatory approvals and launches of new products;

e market uptake of recently launched products;

e competitive developments affecting current products and our pipeline;

e the expiration of intellectual property protection for certain of our products;
e our ability to protect and enforce patents and other intellectual property;

e the impact of actions of governmental and private payers affecting pricing of, reimbursement for, and
access to pharmaceuticals;

e regulatory compliance problems or government investigations;

e regulatory actions regarding currently marketed products;

e unexpected safety or efficacy concerns associated with our products;

e issues with product supply stemming from manufacturing difficulties or disruptions;
e regulatory changes or other developments;

e changes in patent law or regulations related to data-package exclusivity;

e litigation, investigations, or other similar proceedings involving past, current, or future products or
commercial activities as we are largely self-insured;

e unauthorized disclosure, misappropriation, or compromise of trade secrets or other confidential data
stored in our information systems, networks, and facilities, or those of third parties with whom we share
our data;

e changes in tax law, including the impact of United States tax reform legislation enacted in December 2017
and related guidance, or events that differ from our assumptions related to tax positions;

e changes in foreign currency exchange rates, interest rates, and inflation;
e assetimpairments and restructuring charges;

e changes in accounting and reporting standards promulgated by the Financial Accounting Standards Board
and the Securities and Exchange Commission;

e acquisitions and business development transactions and related integration costs;
e information technology system inadequacies or operating failures;
e reliance on third-party relationships and outsourcing arrangements; and
e the impact of global macroeconomic conditions.
Investors should not place undue reliance on forward-looking statements. You should carefully read the factors

described in the “Risk Factors” section of this Annual Report for a description of certain risks that could, among
other things, cause our actual results to differ from these forward-looking statements.

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 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.



Business

Eli Lilly and Company (the “company” or “registrant” or “Lilly"] was incorporated in 1901 in Indiana to succeed to
the drug manufacturing business founded in Indianapolis, Indiana, in 1876 by Colonel Eli Lilly. We discover, develop,
manufacture, and market products in a single business segment—human pharmaceutical products.

Our purpose is to unite caring with discovery to create medicines that make life better for people around the world.
Most of the products we sell today were discovered or developed by our own scientists, and our success depends to
a great extent on our ability to continue to discover or acquire, develop, and bring to market innovative new
medicines.

In September 2018 Elanco Animal Health Incorporated (Elanco), an animal health business previously wholly owned
by the company, completed an initial public offering of its common stock, which trades on the New York Stock
Exchange, and in March 2019, we completed the disposition of our remaining ownership of Elanco common stock.
For more information on the exchange offer, see “Management’s Discussion and Analysis - Results of Operations -
Executive Overview.”

We manufacture and distribute our products through facilities in the United States (U.S.), Puerto Rico, and 8 other
countries. Our products are sold in approximately 120 countries.

Products
Our products include:
Diabetes and other endocrinology products, including:

e Bagsimi®(glucagon), a nasal powder formulation for the treatment of severe hypoglycemia in patients with
diabetes (approved in the U.S. and Europe in 2019)

e Basaglar® (insulin glargine injection), a long-acting human insulin analog for the treatment of diabetes
(launched in Japan and Europe under the trade name Abasaglar™)

e Forteo®, for the treatment of osteoporosis in postmenopausal women and men at high risk for fracture and
for glucocorticoid-induced osteoporosis in men and postmenopausal women

e Humalog®, Humalog Mix 75/25, Humalog U-100, Humalog U-200, Humalog Mix 50/50, and insulin lispro, insulin
analogs for the treatment of diabetes

e Humatrope®, for the treatment of human growth hormone deficiency and certain pediatric growth
conditions

e Humulin®, Humulin 70/30, Humulin N, Humulin R, and Humulin U-500, human insulins of recombinant DNA
origin for the treatment of diabetes

e Jardiance®, for the treatment of type 2 diabetes and to reduce the risk of cardiovascular death in adult
patients with type 2 diabetes and established cardiovascular disease

e Trajenta®, for the treatment of type 2 diabetes
e Trulicity®, for the treatment of type 2 diabetes
Immunology products, including:

e Olumiant®, for the treatment of adults with moderately-to-severely active rheumatoid arthritis (approved in
Europe and Japan in 2017, and in the U.S. in 2018)

e Taltz®, for the treatment of moderate-to-severe plaque psoriasis, active psoriatic arthritis (approved in the
U.S.in 2017, and in Europe in 2018}, and ankylosing spondylitis (approved in the U.S. in 2019)

Neuroscience products, including:

e Cymbalta®, for the treatment of major depressive disorder, diabetic peripheral neuropathic pain,
generalized anxiety disorder, fibromyalgia, and chronic musculoskeletal pain due to chronic low back pain
or chronic pain due to osteoarthritis

e Emgality®, a once-monthly subcutaneously injected calcitonin gene-related peptide (CGRP) antibody for
migraine prevention (approved in the U.S. and Europe in 2018] and the treatment of episodic cluster
headache (approved in the U.S. in 2019)

e Reyvow™, an oral medicine for the acute treatment of migraine (launched in the U.S. in 2020)
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e Strattera®, for the treatment of attention-deficit hyperactivity disorder

e Zyprexa®, for the treatment of schizophrenia, acute mixed or manic episodes associated with bipolar |
disorder, and bipolar maintenance

Oncology products, including:

e Alimta®, for the first-line treatment, in combination with another agent, of advanced non-small cell lung
cancer (NSCLC) for patients with non-squamous cell histology; for the second-line treatment of advanced
non-squamous NSCLC; as monotherapy for the maintenance treatment of advanced non-squamous NSCLC
in patients whose disease has not progressed immediately following chemotherapy treatment; and in
combination with another agent, for the treatment of malignant pleural mesothelioma

e Cyramza® for use as a single agent or in combination with another agent as a second-line treatment of
advanced or metastatic gastric cancer or gastro-esophageal junction adenocarcinoma; in combination with
another agent as a second-line treatment of metastatic NSCLC; in combination with another agent as a
second-line treatment of metastatic colorectal cancer; as a single agent as a second-line treatment of
hepatocellular carcinoma (approved in the U.S. in 2019); and in combination with another agent as a first-
line treatment of adult patients with metastatic NSCLC with activating epidermal growth factor receptor
(EGFR) mutations (approved in Europe in 2020)

e Erbitux® indicated both as a single agent and in combination with another chemotherapy agent for the
treatment of certain types of colorectal cancers; and as a single agent, in combination with chemotherapy,
or in combination with radiation therapy for the treatment of certain types of head and neck cancers

e Verzenio®, for use as a single agent and in combination with endocrine therapy for the treatment of a
certain type of metastatic breast cancer (approved in the U.S. in 2017 and in Europe and Japan in 2018)

Other products, including:

o Cialis®, for the treatment of erectile dysfunction and benign prostatic hyperplasia

Marketing

We sell most of our products worldwide. We adapt our marketing methods and product emphasis in various
countries to meet local customer needs.

U.S.

In the U.S., most of our products are distributed through wholesalers that serve pharmacies, physicians and other
health care professionals, and hospitals. In 2019, 2018, and 2017, three wholesale distributors in the U.S. -
McKesson Corporation, AmerisourceBergen Corporation, and Cardinal Health, Inc. - each accounted for between 14
percent and 21 percent of our consolidated total revenue. No other distributor accounted for more than 10 percent
of our consolidated total revenue in any of those years.

We promote our major products in the U.S. through sales representatives who call upon physicians and other health
care professionals. We also promote to healthcare providers in medical journals and on-line health care channels,
distribute literature and samples of certain products to physicians, and exhibit at medical meetings. In addition, we
advertise certain products directly to consumers in the U.S., and we maintain websites with information about our
major products. We supplement our employee sales force with contract sales organizations to leverage our own
resources.

We maintain special business groups to service wholesalers, pharmacy benefit managers, managed care
organizations, group purchasing organizations, government and long-term care institutions, hospitals, and certain
retail pharmacies. We enter into arrangements with these organizations providing for discounts or rebates on our
products.

Outside the U.S.

Outside the U.S., we promote our products to healthcare providers primarily through sales representatives and on-
line health care channels. While the products marketed vary from country to country, diabetes and other
endocrinology products constitute the largest single group in consolidated revenue. Distribution patterns vary from
country to country. In most countries in which we operate, we maintain our own sales organizations, but in some
smaller countries we market our products through independent distributors.



Marketing Collaborations

Certain of our products are marketed in arrangements with other pharmaceutical companies, including the
following:

e We and Boehringer Ingelheim have a global agreement to develop and commercialize a portfolio of
diabetes products, including Trajenta, Jentadueto®, Jardiance, Glyxambi®, Synjardy®, Trijardy® XR, and
Basaglar.

For additional information, see "Financial Statements and Supplementary Data - Note 4, Collaborations and Other
Arrangements.”

Competition
Our products compete globally with products of many other companies in highly competitive markets.

Important competitive factors include effectiveness, safety, and ease of use; price and demonstrated cost-
effectiveness; marketing effectiveness; and research and development of new products, processes, and uses. Most
new products that we introduce must compete with other branded or generic products already on the market or
products that are later developed by competitors. If competitors introduce new products or delivery systems with
therapeutic or cost advantages, our products can be subject to decreased sales, progressive price reductions, or
both.

We believe our long-term competitive success depends upon discovering and developing [(either alone or in
collaboration with others) or acquiring innovative, cost-effective products that provide improved outcomes and
deliver value to payers, and continuously improving the productivity of our operations in a highly competitive
environment. There can be no assurance that our efforts will result in commercially successful products, and it is
possible that our products will be, or become, uncompetitive from time to time as a result of products developed by
our competitors.

Generic Pharmaceuticals

One of the biggest competitive challenges we face is from generic pharmaceuticals. In the U.S. and Europe, the
regulatory approval process for pharmaceuticals (other than biological products (biologics]) exempts generics from
costly and time-consuming clinical trials to demonstrate their safety and efficacy, allowing generic manufacturers
to rely on the safety and efficacy of the innovator product. Therefore, generic manufacturers generally invest far less
than we do in research and development and can price their products much lower than our branded products.
Accordingly, when a branded non-biologic pharmaceutical loses its market exclusivity, it normally faces intense
price competition from generic forms of the product. Public and private payers typically encourage the use of
generics as alternatives to brand-name drugs in their healthcare programs. Laws in the U.S. generally allow, and in
many cases require, pharmacists to substitute generic drugs that have been rated under government procedures to
be essentially equivalent to a brand-name drug. Where substitution is mandatory, it must be made unless the
prescribing physician expressly forbids it. In many countries outside the U.S., intellectual property protection is
weak, and we must compete with generic or counterfeit versions of our products.

Biosimilars

Several of our current products, including Cyramza, Emgality, Erbitux, Taltz, and Trulicity and many of the new
molecular entities (NMEs) in our research pipeline are biologics. Competition for Lilly's biologics may be affected by
the approval of follow-on biologics, also known as biosimilars. A biosimilar is a subsequent version of an approved
innovator biologic that, due to its functional and structural similarity to the innovator biologic, is approved based on
an abbreviated data package that relies in part on the full testing required of the innovator biologic. Globally, most
governments have developed regulatory pathways to approve biosimilars as alternatives to innovator-developed
biologics, but the patent and regulatory exclusivity for the existing innovator biologic must expire in a given market
before biosimilars may enter that market. The extent to which a biosimilar, once approved, will be substituted for
the innovator biologic in a way that is similar to traditional generic substitution for non-biologic products, is not yet
entirely clear, and will depend on a number of regulatory and marketplace factors that are still developing.

Biosimilars may present both competitive challenges and opportunities. For example, a competitor company has
developed a version of insulin lispro which competes with our product Humalog. On the other hand, with our
partner Boehringer Ingelheim, we developed Basaglar, a new insulin glargine product, which has the same amino
acid sequence as a product currently marketed by a competitor and has launched as a follow-on biologic in the U.S.,
and as a biosimilar in Europe and Japan. In March 2020, the U.S. regulatory status of all of our insulin products will
transition to become regulated as “biologics” rather than “drugs.” Based on recent U.S. Food and Drug
Administration (FDA) draft guidance, this change may lower the requirements for competitor biosimilar products to
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enter the market, some of which could be designated as interchangeable and therefore substituted for our insulin
products at U.S. pharmacies.

U.S. Private Sector Dynamics

In the U.S. private sector, consolidation and integration among healthcare providers is also a major factor in the
competitive marketplace for pharmaceuticals. Health plans and pharmacy benefit managers have been
consolidating into fewer, larger entities, thus enhancing their purchasing strength and importance. For example, in
2018 CVS Health, a large pharmacy benefit manager and pharmacy chain, acquired Aetna, a large national insurer,
and Cigna Corporation acquired Express Scripts in a similar transaction. More recently, in December 2019, Express
Scripts signed a three-year partnership agreement with another pharmacy benefit manager, Prime Therapeutics.

Payers typically maintain formularies which specify coverage (the conditions under which drugs are included on a
plan's formulary) and reimbursement (the associated out-of-pocket cost to the consumer]. Formulary placement
can lead to reduced usage of a drug for the relevant patient population due to coverage restrictions, such as prior
authorizations and formulary exclusions, or due to reimbursement limitations which result in higher consumer out-
of-pocket cost, such as non-preferred co-pay tiers, increased co-insurance levels, and higher deductibles.
Consequently, pharmaceutical companies compete for formulary placement not only on the basis of product
attributes such as efficacy, safety profile, or patient ease of use, but also by providing rebates. Value-based
agreements, where pricing is based on achievement, or not, of specified outcomes, are another tool which may be
utilized between payers and pharmaceutical companies as formulary placement and pricing are negotiated. Price is
an increasingly important factor in formulary decisions, particularly in treatment areas in which the payer has taken
the position that multiple branded products are therapeutically comparable. These downward pricing pressures are
expected to continue to negatively affect our future consolidated results of operations.

Patents, Trademarks, and Other Intellectual Property Rights

Overview

Intellectual property protection is critical to our ability to successfully commercialize our life sciences innovations
and invest in the search for new medicines. We own, have applied for, or are licensed under, a large number of
patents in the U.S. and many other countries relating to products, product uses, formulations, and manufacturing
processes. In addition, as discussed below, for some products we have effective intellectual property protection in
the form of data protection under pharmaceutical regulatory laws.

The patent protection anticipated to be of most relevance to pharmaceuticals is provided by national patents
claiming the active ingredient (the compound patent), particularly those in major markets such as the U.S., various
European countries, and Japan. These patents may be issued based upon the filing of international patent
applications, usually filed under the Patent Cooperation Treaty (PCT). Patent applications covering compounds are
generally filed during the Discovery Phase of the drug discovery process, which is described in the “Research and
Development” section below. In general, national patents in each relevant country are available for a period of 20
years from the filing date of the PCT application, which is often years prior to the launch of a commercial product.
Further patent term adjustments and restorations may extend the original patent term:

e Patent term adjustment is a statutory right available to all U.S. patent applicants to provide relief in the
event that a patent grant is delayed during examination by the United States Patent and Trademark Office
(USPTOJ.

e Patent term restoration is a statutory right provided to U.S. patent holders that claim inventions subject to
review by the FDA. To make up for a portion of the time invested in clinical trials and the FDA review
process, a single patent for a pharmaceutical product may be eligible for patent term restoration. Patent
term restoration is limited by a formula and cannot be calculated until product approval due to uncertainty
about the duration of clinical trials and the time it takes the FDA to review an application. There is a five-
year cap on any restoration, and no patent’s expiration date may be extended beyond 14 years from FDA
approval. Some countries outside the U.S. also offer forms of patent term restoration. For example,
Supplementary Protection Certificates are available to extend the life of a European patent up to an
additional five years (subject to a 15-year cap from European Medicines Agency (EMA] approvall. Similarly,
in Japan, South Korea, and Australia, patent terms can be extended up to five years, depending on the
length of regulatory review and other factors.

Loss of effective patent protection for pharmaceuticals, especially for non-biologic products, typically results in the
loss of effective market exclusivity for the product, which often results in severe and rapid decline in revenues for
the product. However, in some cases the innovator company may be protected from approval of generic, biosimilar,
or other follow-on versions of a new medicine beyond the expiration of the compound patent through manufacturing



trade secrets, later-expiring patents on manufacturing processes, methods of use or formulations, or data
protection that may be available under pharmaceutical regulatory laws. Changes to the laws and regulations
governing these protections could result in earlier loss of effective market exclusivity. The primary forms of data
protection are as follows:

e Regulatory authorities in major markets generally grant data package protection for a period of years
following new drug approvals in recognition of the substantial investment required to complete clinical
trials. Data package protection prohibits other manufacturers from submitting regulatory applications for
marketing approval based on the innovator company’s regulatory submission data for the drug. The base
period of data package protection depends on the country. For example, the period is generally five years in
the U.S. (12 years for new biologics as described below), effectively 10 years in Europe, and eight years in
Japan. The period begins on the date of product approval and runs concurrently with the patent term for
any relevant patent.

¢ Under the Biologics Price Competition and Innovation Act of 2009 (the BPCI Act), the FDA has the authority
to approve biosimilars. A competitor seeking approval of a biosimilar must file an application to show its
molecule is highly similar to an approved innovator biologic and include a certain amount of safety and
efficacy data that the FDA will consider on a case-by-case basis. Under the data protection provisions of
this law, the FDA cannot approve a biosimilar application until 12 years after initial marketing approval of
the innovator biologic, subject to certain conditions. The BPCI Act is part of the Affordable Care Act, the
constitutionality of which is currently being litigated.

e Inthe U.S., the FDA has the authority to grant additional data protection for approved drugs where the
sponsor conducts specified testing in pediatric or adolescent populations within a specified time period. If
granted, this “pediatric exclusivity” provides an additional six months of exclusivity, which is added to the
term of data protection as well as to the term of any relevant patents, to the extent these protections have
not already expired. While the term of the pediatric exclusivity attaches to the term of any relevant patent,
pediatric exclusivity is a regulatory exclusivity, a bar to generic approval, not a patent right.

e Under the U.S. orphan drug law, a specific use of a drug or biologic can receive “orphan” designation if it is
intended to treat a disease or condition affecting fewer than 200,000 people in the U.S., or affecting more
than 200,000 people but not reasonably expected to recover its development and marketing costs through
U.S. sales. Among other benefits, orphan designation entitles the particular use of the drug to seven years
of market exclusivity, meaning that the FDA cannot (with limited exceptions) approve another marketing
application for the same drug for the same indication until expiration of the seven-year period. Unlike
pediatric exclusivity, the orphan exclusivity period is independent of and runs in parallel with any applicable
patents.

Outside the major markets, the adequacy and effectiveness of intellectual property protection for pharmaceuticals
varies widely, and in a number of these markets we are unable to patent our products or to enforce the patents we
receive for our products. Under the Trade-Related Aspects of Intellectual Property Agreement (TRIPs) administered
by the World Trade Organization, more than 140 countries have agreed to provide non-discriminatory protection for
most pharmaceutical inventions and to assure that adequate and effective rights are available to patent owners.
Certain developing countries limit protection for biopharmaceutical products under their interpretation of
“flexibilities” allowed under the agreement. Thus, some types of patents, such as those on new uses of compounds
or new forms of molecules, are not available in certain developing countries. Further, many developing countries,
and some developed countries, do not provide effective data package protection even though it is specified in TRIPs.

Our Intellectual Property Portfolio

We consider intellectual property protection for certain products, processes, uses, and formulations—particularly
with respect to those products discussed below—to be important to our operations. In addition to the data
protection and patents identified below, we may hold patents on manufacturing processes, formulations, devices, or
uses that extend exclusivity beyond the dates shown below.

The most relevant U.S. patent protection or data protection and associated expiry dates for our top-selling or
recently launched patent-protected marketed products are as follows:

e Alimta is protected by a vitamin regimen patent (2021) plus pediatric exclusivity (May 2022).
e Bagsimiis protected by data protection (July 2022).
e Cyramza is protected by a compound patent and biologics data protection (2026).

e Emgality is protected by a compound patent (2033).
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e Jardiance, and the related combination products Glyxambi and Synjardy, are protected by a compound
patent (2025, not including possible patent extension).

e Olumiant is protected by a compound patent (2030, not including possible patent extension).
e Reyvow is protected by a compound patent (2025, not including possible patent extension).

e Taltzis protected by a compound patent (2026, not including possible patent extension) and by biologics
data protection (2028).

e Trajenta and Jentadueto are protected by a compound patent (2023, not including possible patent
extension).

e Trulicity is protected by a compound patent (2027).
e Verzenio is protected by a compound patent (2029, not including possible patent extension).
Outside the U.S., important patent protection or data protection includes:

e Alimta is protected by a vitamin regimen patent in major European countries (June 2021) and by patents
covering use to treat cancer concomitantly with vitamins in Japan (June 2021).

e Cyramzais protected by a compound patent in major European countries (2028) and Japan (2026).

e Emgality in is protected by a compound patent in major European countries (2033) and Japan (2031, not
including possible patent extension).

e Olumiant is protected by a compound patent in major European countries (2029, not including possible
patent extension) and Japan (2033).

e Taltzis protected by a compound patent in major European countries (2031) and Japan (2030).
e Trulicity is protected by a compound in major European countries and Japan (2029).
e Verzenio is protected by a compound in major European countries and Japan (2029).

Bagsimi has been submitted for regulatory review in Japan, where it is expected to be protected by data protection
upon approval (6 years).

Flortaucipir has been submitted for regulatory review in the U.S. for use as a positron emission tomography (PET)
imaging agent and is protected by a compound patent (2029, not including possible patent extension).

Selpercatinib has been submitted for regulatory review in the U.S. for the treatment of cancers in certain patients
and is protected by a U.S. compound patent (2037, not including possible patent extension).

Tanezumab has been submitted for regulatory review in the U.S. for the treatment of osteoarthritis pain and is
expected to be protected by data protection upon approval (12 years).

Worldwide, we sell all of our major products under trademarks for names and unique product appearance (e.g., the
appearance of our Trulicity autoinjector) which we consider in the aggregate to be important to our operations.
Trademark protection varies throughout the world, with protection continuing in some countries as long as the
mark is used, and in other countries as long as it is registered. Registrations are normally for fixed but renewable
terms. Trademark protection often extends beyond the patent and data protection for a product.

Patent Licenses

Most of our major products are not subject to significant license agreements. For information on our license and
collaboration agreement with Incyte Corporation related to Olumiant, see "Financial Statements and
Supplementary Data - Note 4, Collaborations and Other Arrangements.”

Patent Challenges

In the U.S., the Drug Price Competition and Patent Term Restoration Act of 1984, commonly known as the Hatch-
Waxman Act, authorizes the FDA to approve generic versions of innovative pharmaceuticals (other than biologics)
when the generic manufacturer has not conducted safety and efficacy studies but files an Abbreviated New Drug
Application (ANDAJ. In an ANDA, the generic manufacturer must demonstrate only “bioequivalence” between the
generic version and the New Drug Application (NDAJ-approved drug—not safety and efficacy. Establishing
bioequivalence is generally straightforward and inexpensive for the generic company.

Absent a patent challenge, the FDA cannot approve an ANDA until after certain of the innovator’s patents expire.
However, after the innovator has marketed its product for four years, a generic manufacturer may file an ANDA
alleging that one or more or all of the patents listed in the innovator's NDA are invalid or not infringed. This



allegation is commonly known as a “Paragraph IV certification.” If the innovator responds by filing suit against the
generic manufacturer, the FDA is then prohibited from approving the generic company’s application for a 30-month
period (which can be shortened or extended by the trial court judge hearing the patent challenge). If one or more of
the NDA-listed patents are challenged, the first filer(s) of a Paragraph IV certification may be entitled to a 180-day
period of market exclusivity over all other generic manufacturers.

Generic manufacturers use Paragraph IV certifications extensively to challenge patents on innovative
pharmaceuticals. In addition, generic companies have shown willingness to launch “at risk,” i.e., after receiving
ANDA approval but before final resolution of their patent challenge. We are currently in Hatch-Waxman litigation
involving Alimta with five generic manufacturers. For more information on Hatch-Waxman litigation involving the
company, see “Financial Statements and Supplementary Data - Note 16, Contingencies.”

Under the BPCI Act, the FDA cannot approve a biosimilar application until data protection expires, 12 years after
initial marketing approval of the innovator biologic. However, the BPCI Act does provide a mechanism for a
competitor to challenge the validity of an innovator’s patents as early as four years after initial marketing approval
of the innovator biologic. The patent litigation scheme under the BPCI Act is complex and courts have held that
biosimilar applicants are not required to engage in it. Patent holders still have the right to bring suit under normal
patent law procedures if a biosimilar applicant attempts to commercialize a product prior to patent expiration.

In addition, there is a procedure in U.S. patent law known as inter partes review (IPR), which allows any member of
the public to file a petition with the USPTO seeking the review of any issued U.S. patent for validity. IPRs are
conducted before Administrative Patent Judges in the USPTO using a lower standard of proof than used in federal
district court. In addition, the challenged patents are not accorded the presumption of validity as they are in federal
district court. Generic drug companies and even some investment firms have engaged in the IPR process in
attempts to invalidate our patents.

Outside the U.S., the legal doctrines and processes by which pharmaceutical patents can be challenged vary widely.
In recent years, we have experienced an increase in patent challenges from generic manufacturers in many
countries outside the U.S. For more information on administrative challenges and litigation involving our Alimta
patents in Europe and Japan, see “Financial Statements and Supplementary Data - Note 16, Contingencies.”

Government Regulation of Our Operations

Our operations are regulated extensively by numerous national, state, and local agencies. The lengthy process of
laboratory and clinical testing, data analysis, manufacturing development, and regulatory review necessary for

governmental approvals is extremely costly and can significantly delay product introductions. Promotion, marketing,

manufacturing, and distribution of pharmaceutical products are extensively regulated in all major markets. We
conduct extensive post-marketing surveillance of the safety of the products we sell. In addition, our operations are
subject to complex federal, state, local, and foreign laws and regulations concerning the environment, occupational
health and safety, and privacy. Compliance with the laws and regulations affecting the manufacture and sale of
current products and the discovery, development, and introduction of new products will continue to require
substantial effort, expense, and capital investment.

Of particular importance to our business is the FDA in the U.S. Pursuant to the Federal Food, Drug, and Cosmetic
Act, the FDA has jurisdiction over all of our products and devices in the U.S. and administers requirements covering
the testing, safety, effectiveness, manufacturing, quality control, distribution, labeling, marketing, advertising,
dissemination of information, and post-marketing surveillance of those products.

The FDA extensively regulates all aspects of manufacturing quality for pharmaceuticals under its current Good
Manufacturing Practices (cGMP) regulations. Outside the U.S., our products and operations are subject to similar
regulatory requirements, notably by the EMA in Europe and the Ministry of Health, Labor and Welfare in Japan.
Specific regulatory requirements vary from country to country. We make substantial investments of capital and
operating expenses to implement comprehensive, company-wide quality systems in our manufacturing, product
development, and process development operations in an effort to ensure sustained compliance with cGMP and
similar regulations. However, in the event we fail to adhere to these requirements in the future, we could be subject
to interruptions in production, fines and penalties, and delays in new product approvals. Certain of our products are
manufactured by third parties, and their failure to comply with these regulations could adversely affect us through
failure to supply product to us or delays in new product approvals.

The marketing, promotional, and pricing practices of pharmaceutical manufacturers, as well as the manner in
which manufacturers interact with purchasers, prescribers, and patients, are subject to various other U.S. federal
and state laws, including the federal anti-kickback statute and the False Claims Act and state laws governing
kickbacks, false claims, unfair trade practices, and consumer protection. These laws are administered by, among
others, the Department of Justice (D0OJ), the Office of Inspector General of the Department of Health and Human
Services, the Federal Trade Commission, the Office of Personnel Management, and state attorneys general. Over
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the past several years, state and federal governments have increased their oversight, enforcement activities, and
intra-agency coordination with respect to pharmaceutical companies. Several claims brought by these agencies
against us and other companies under these and other laws have resulted in corporate criminal sanctions and very
substantial civil settlements.

The U.S. Foreign Corrupt Practices Act of 1977 (FCPA) prohibits certain individuals and entities, including U.S.
publicly traded companies, from promising, offering, or giving anything of value to foreign officials with the corrupt
intent of influencing the foreign official for the purpose of helping the company obtain or retain business or gain any
improper advantage. The FCPA also imposes specific recordkeeping and internal controls requirements on U.S.
publicly traded companies. As noted above, outside the U.S., our business is heavily regulated and therefore
involves significant interaction with foreign officials. Additionally, in many countries outside the U.S., the health care
providers who prescribe pharmaceuticals are employed by the government and the purchasers of pharmaceuticals
are government entities; therefore, our interactions with these prescribers and purchasers are subject to regulation
under the FCPA.

In addition to the U.S. application and enforcement of the FCPA, the various jurisdictions in which we operate and
supply our products have laws and regulations aimed at preventing and penalizing corrupt and anticompetitive
behavior. In recent years, several jurisdictions, including China, Brazil, and the United Kingdom (U.K.), have
enhanced their laws and regulations in this area, increased their enforcement activities, and/or increased the level
of cross-border coordination and information sharing.

We are and could in the future become subject to administrative and legal proceedings and actions, which could
include claims for civil penalties (including treble damages under the False Claims Act], criminal sanctions, and
administrative remedies, including exclusion from U.S. federal and other health care programs. It is possible that
an adverse outcome in future actions could have a material adverse impact on our consolidated results of
operations, liquidity, and financial position.

Regulations and Private Payer Actions Affecting Pharmaceutical
Pricing, Reimbursement, and Access

In the U.S., we are required to provide rebates to the federal government and respective state governments on their
purchases of our pharmaceuticals under state Medicaid and Medicaid Managed Care programs [minimum of 23.1
percent plus adjustments for price increases over time] and rebates to private payers who cover patients in certain
types of health care facilities that serve low-income and uninsured patients (known as 340B facilities). No rebates
are required at this time in the Medicare Part B (physician and hospital outpatient) program where reimbursement
is set on an "average selling price plus 4.3 percent” formula. Additionally, an annual fee is imposed on
pharmaceutical manufacturers and importers that sell branded prescription drugs to specified government
programs. Since 2019, the Bipartisan Budget Act has required manufacturers of brand-name drugs, biologics, and
biosimilars to provide a discount of 70 percent of the cost of branded prescription drugs for Medicare Part D
participants who are in the “"doughnut hole” (the coverage gap in Medicare prescription drug coverage), up from the
previous 50-percent discount.

Rebates are also negotiated in the private sector. We give rebates to private payers who provide prescription drug
benefits to seniors covered by Medicare and to private payers who provide prescription drug benefits to their
customers. These rebates are affected by the introduction of competitive products and generics in the same class.

In 2019, the White House signed into law targeted amendments to the Medicaid Drug Rebate Program statute, as
well as the Fair and Accurate Medicaid Pricing Act, which was part of the Continuing Appropriations Act. We do not
believe either will have a material impact to our business. Several states have passed importation legislation,
including Colorado, Florida, Maine, and Vermont. Specifically, the state of Florida is working with the Administration
to implement an importation program from Canada as early as 2020. We are currently reviewing the state
legislation, as well as corresponding proposed federal rulemaking and guidance recently published by the
Department of Health and Human Services and the FDA, the impact of which is uncertain at this time.

In most international markets, we operate in an environment of government-mandated cost-containment
programs, which may include price controls, international reference pricing (to other countries’ prices), discounts
and rebates, therapeutic reference pricing (to other, often generic, pharmaceutical choices), restrictions on
physician prescription levels, and mandatory generic substitution.

Globally, public and private payers are increasingly restricting access to pharmaceuticals based on assessments of
comparative effectiveness and value, including through the establishment of formal health technology assessment
processes. In addition, third party organizations, including professional associations, academic institutions, and
non-profit entities associated with payers, are conducting and publishing comparative effectiveness and cost/
benefit analyses on medicines, the impact of which are uncertain at this time.



We cannot predict the extent to which our business may be affected by these or other potential future legislative,
regulatory, or payer developments. However, in general we expect that state, federal, and international legislative
and regulatory developments could have further negative effects on pricing and reimbursement for our products.

Research and Development

Our commitment to research and development dates back more than 140 years. We invest heavily in research and
development because we believe it is critical to our long-term competitiveness. At the end of 2019, we employed
approximately 7,810 people in pharmaceutical research and development activities, including a substantial number
of physicians, scientists holding graduate or postgraduate degrees, and highly skilled technical personnel.

Our internal pharmaceutical research focuses primarily on the areas of oncology, diabetes, neurodegeneration,
immunology, and pain. We believe that we have a strong biotechnology research program, with more than half of
our clinical-stage pipeline currently consisting of biologics. In addition to discovering and developing NMEs, we
seek to expand the value of existing products through new uses, formulations, and therapeutic approaches that
provide additional value to patients.

To supplement our internal efforts, we collaborate with others, including academic institutions and research-based
pharmaceutical and biotechnology companies. We use the services of physicians, hospitals, medical schools, and
other research organizations worldwide to conduct clinical trials to establish the safety and effectiveness of our
pharmaceutical products. We actively invest in external research and technologies that we believe complement and
strengthen our own efforts. These investments can take many forms, including licensing arrangements, co-
development and co-marketing agreements, co-promotion arrangements, joint ventures, and acquisitions.

Pharmaceutical development is time-consuming, expensive, and risky. On average, only one out of many thousands
of molecules discovered by researchers ultimately becomes an approved medicine. The process from discovery to
regulatory approval can take over a decade. Drug candidates can fail at any stage of the process, and even late-
stage drug candidates sometimes fail to receive regulatory approval or achieve commercial success. The rate of
innovation cycles leading to medical improvements over initial inventions is accelerating, which has increased the
risk that we opt not to develop a late-stage asset or that new products fail to achieve commercial success due to
technical obsolescence - displacement by follow-on competitor products - before the period of exclusivity has
ended. After approval and launch of a product, we expend considerable resources on post-marketing surveillance
and additional clinical studies to collect data and understand the benefits and potential risks of medicines as they
are used as therapeutics. Consistent with their purpose, these studies have the potential to identify information
about problems with product safety or efficacy that result in product withdrawal. The following describes in more
detail the research and development process for pharmaceutical products:

Phases of New Drug Development

¢ Discovery Phase

The earliest phase of new drug research and development, the discovery phase, can take many years.
Scientists identify, design, and synthesize promising molecules, screening tens of thousands of molecules for
their effect on biological targets that appear to play an important role in one or more diseases. Targets can be
part of the body, such as a protein, receptor, or gene; or foreign, such as a virus or bacteria. Some targets have
been proven to affect disease processes, but often the target is unproven and may later prove to be irrelevant
to the disease or to yield insufficient clinical benefit. Molecules that have the desired effect on the target and
meet other design criteria become candidate molecules and move to the next phase of development. The
probability of any one candidate molecule becoming a commercial product is extremely low.

e Early Development Phase

The early development phase involves refining candidate molecules, understanding how to manufacture them
efficiently, and completing initial testing for safety and efficacy. Safety testing is done first in laboratory tests
and animals, as necessary, to identify toxicity and other potential safety issues that would preclude use in
humans. In general, the first human tests (often referred to as Phase 1) are conducted in small groups of
healthy volunteers or patients to assess safety and find the potential dosing range. After a safe dose range has
been established, the drug is typically administered to small populations of patients [Phase Il] to look for initial
signs of efficacy in treating the targeted disease, or biomarkers of the disease, and to continue to assess
safety. In parallel, scientists work to identify safe, effective, and economical manufacturing processes. Long-
term animal studies continue to test for potential safety issues. Of the molecules that enter the early
development phase, approximately 10 percent move on to the product phase. The early development phase
can take several years to complete.
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. Product Phase

Product phase (Phase Ill) molecules have met initial safety requirements and, typically, shown initial evidence
of efficacy. As a result, these molecules generally have a higher likelihood of success. The molecules are
tested in much larger patient populations to demonstrate efficacy to a predetermined level of statistical
significance and to continue to develop the safety profile. These trials are generally global in nature and are
designed to generate the data necessary to submit the molecule to regulatory agencies for marketing
approval. The potential new drug is generally compared with existing competitive therapies, placebo, or both.
The resulting data is compiled and may be submitted to regulatory agencies around the world. Phase Ill
testing varies by disease state, but can often last from three to four years.

e  Submission Phase

Once a molecule is submitted to regulatory agencies, the time to final marketing approval can vary from
several months to several years, depending on variables such as the disease state, the strength and
complexity of the data presented, the novelty of the target or compound, and the time required for the
agencylies) to evaluate the submission. There is no guarantee that a potential medicine will receive marketing
approval, or that decisions on marketing approvals or indications will be consistent across geographic areas.

We believe our investments in research, both internally and in collaboration with others, have been rewarded by the
large number of new molecules and new indications for existing molecules that we have in all stages of
development. We currently have approximately 45 drug candidates across all stages of human testing and a larger
number of projects in preclinical development. Among our new investigational molecules currently in the product
phase of development or awaiting regulatory approval or launch are potential therapies for various cancers;
Alzheimer’s disease; pain; migraine; cluster headache; diabetes; obesity; and autoimmune diseases, including
alopecia areata, systemic lupus erythematosus, psoriasis, atopic dermatitis, Crohn’s disease, and ulcerative colitis.
We are studying many other drug candidates in the earlier stages of development in our chosen priority areas. We
are also developing new uses, formulations, or delivery methods for many of these molecules as well as several
currently marketed products. See "Management’s Discussion and Analysis - Results of Operations - Executive
Overview - Late-Stage Pipeline,” for more information on certain of our product candidates.

Raw Materials and Product Supply

Most of the principal materials we use in our manufacturing operations are available from more than one source.
However, we obtain certain raw or intermediate materials primarily from only one source. We generally seek to
maintain sufficient inventory to supply the market until an alternative source of supply could be implemented, in the
event one of these suppliers was unable to provide the materials or product. However, in the event of an extended
failure of a supplier, it is possible that we could experience an interruption in supply until we established new
sources or, in some cases, implemented alternative processes.

The majority of our revenue comes from products produced in our own facilities. Our principal active ingredient
manufacturing occurs at sites we own in the U.S., Ireland, and Puerto Rico. Finishing operations, including
formulation, filling, assembling, delivery device manufacturing, and packaging, take place at a number of sites
throughout the world. We utilize third parties for certain active ingredient manufacturing and finishing operations.

We manage our supply chain (including our own facilities, contracted arrangements, and inventory) in a way that is
intended to allow us to meet all expected product demand while maintaining flexibility to reallocate manufacturing
capacity to improve efficiency and respond to changes in supply and demand. To maintain a stable supply of our
products, we use a variety of techniques including comprehensive quality systems, inventory management, and
back-up sites.

However, pharmaceutical production processes are complex, highly regulated, and vary widely from product to
product. Shifting or adding manufacturing capacity can be a very lengthy process requiring significant capital
expenditures, process modifications, and regulatory approvals. Accordingly, if we were to experience unplanned
plant shutdowns at one of our own facilities, significant failure of a contract supplier, or significant unanticipated
increases in demand, we could experience an interruption in supply of certain products or product shortages until
production could be resumed or expanded.



Quality Assurance

Our success depends in great measure upon customer confidence in the quality of our products and in the integrity
of the data that support their safety and effectiveness. Product quality arises from a total commitment to quality in
all parts of our operations, including research and development, purchasing, facilities planning, manufacturing,
distribution, and dissemination of information about our medicines.

Quality of production processes involves strict control of ingredients, equipment, facilities, manufacturing methods,
packaging materials, and labeling. We perform tests at various stages of production processes and on the final
product in an effort to assure that the product meets all regulatory requirements and Lilly internal standards. These
tests may involve chemical and physical chemical analyses, microbiological testing, testing in animals, or a
combination thereof. Additional assurance of quality is provided by corporate quality-assurance groups that audit
and monitor all aspects of quality related to pharmaceutical manufacturing procedures and systems in company
operations and at third-party suppliers.
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Risk Factors

In addition to the other information contained in this Annual Report, the following risk factors should be considered
carefully in evaluating our company. It is possible that our business, financial condition, liquidity, cash flows, or
results of operations could be materially adversely affected by any of these risks. Certain of these risks could also
adversely affect the company's reputation.

Pharmaceutical research and development is very costly and highly uncertain; we may not succeed in
developing or acquiring commercially successful products sufficient in number or value to replace revenues
of products that have lost or will soon lose intellectual property protection or are displaced by competing
products or therapies.

There are many difficulties and uncertainties inherent in pharmaceutical research and development and the
introduction of new products. There is a high rate of failure inherent in new drug discovery and development. To
bring a drug from the discovery phase to market can take over a decade and often costs in excess of $2 billion.
Failure can occur at any point in the process, including in later stages after substantial investment. As a result,
most funds invested in research programs will not generate financial returns. New product candidates that
appear promising in development may fail to reach the market or may have only limited commercial success
because of efficacy or safety concerns, inability to obtain or maintain necessary regulatory approvals or payer
reimbursement or coverage, limited scope of approved uses, changes in the relevant treatment standards or
the availability of new or better competitive products, difficulty or excessive costs to manufacture, or
infringement of the patents or intellectual property rights of others. Regulatory agencies continue to establish
increasingly high hurdles for the efficacy and safety of new products. Delays and uncertainties in drug approval
processes can result in delays in product launches and lost market opportunity. In addition, it can be very
difficult to predict revenue growth rates of new products.

We cannot state with certainty when or whether our products now under development will be approved or
launched; whether, if initially granted, such approval will be maintained; whether we will be able to develop,
license, or otherwise acquire additional product candidates or products; or whether our products, once
launched, will be commercially successful. We must maintain a continuous flow of successful new products and
successful new indications or brand extensions for existing products sufficient both to cover our substantial
research and development costs and to replace revenues that are lost as profitable products lose intellectual
property exclusivity or are displaced by competing products or therapies. Failure to do so in the short-term or
long-term would have a material adverse effect on our business, results of operations, cash flows, and financial
position. See “Management’s Discussion and Analysis - Results of Operations - Executive Overview - Late-
Stage Pipeline” for more details.

We depend on products with intellectual property protection for most of our revenues, cash flows, and
earnings; we have lost or will lose effective intellectual property protection for many of those products in the
next several years, which has resulted and is likely to continue to result in rapid and severe declines in
revenues.

A number of our top-selling products have recently lost, or will lose in the next several years, significant patent
protection and/or data protection in the U.S. as well as key countries outside the U.S., as illustrated in the
tables below:

Percent of
U.S. Revenues Worldwide
(2019) Revenues
Product ($ in millions) (2019) Patent / Data Protection - U.S.
Alimta $ 1,219.5 5% Vitamin regimen patent plus pediatric exclusivity will expire in May 2022
Forteo 645.5 3% Formulation and related process patents expired in December 2018 and use
patents expired in August 2019
Revenues Percent of
Outside U.S. Worldwide
(2019) Revenues
Product ($ in millions) (2019) Patent / Data Protection - Major Europe / Japan
Alimta $ 896.4 4% Major European countries: vitamin regimen patent will expire in June 2021
Japan: use patents to treat cancer concomitantly with vitamins will expire in June
2021
Forteo 759.1 3% Japan: data package protection expired in July 2018; formulation and use patents
expired in August 2019
Cymbalta 675.8 3% Japan: data package protection expired in January 2020




Certain other significant products no longer have effective exclusivity through patent protection or data
protection. For non-biologic products, loss of exclusivity (whether by expiration of legal rights or by termination
thereof as a consequence of litigation) typically results in the entry of one or more generic competitors, leading
to a rapid and severe decline in revenues, especially in the U.S. Historically, outside the U.S. the market
penetration of generics following loss of exclusivity has not been as rapid or pervasive as in the U.S.; however,
generic market penetration is increasing in many markets outside the U.S., including Japan, Europe, and many
countries in the emerging markets. For biologics (such as Humalog, Humulin, Erbitux, Cyramza, Trulicity, Taltz,
and Emagality), loss of exclusivity may or may not result in the near-term entry of competitor versions [i.e.,
biosimilars) due to many factors including development timelines, manufacturing challenges, and/or
uncertainties in the regulatory pathways for approval of the competitor versions.

There is no assurance that the patents we are seeking will be granted or that the patents we hold will be found
valid and enforceable if challenged. Moreover, patents relating to particular products, uses, formulations, or
processes do not preclude other manufacturers from employing alternative processes or marketing alternative
products or formulations that compete with our patented products. In addition, competitors or other third
parties may assert claims that our activities infringe patents or other intellectual property rights held by them,
or allege a third-party right of ownership in our existing intellectual property. See "Management’s Discussion
and Analysis - Results of Operations - Executive Overview - Other Matters - Patent Matters” and "Business -
Patents, Trademarks, and Other Intellectual Property Rights” for more details.

Our long-term success depends on intellectual property protection; if our intellectual property rights are
invalidated, circumvented, or weakened, our business will be adversely affected.

Our long-term success depends on our ability to continually discover or acquire, develop, and commercialize
innovative new pharmaceutical products. Without strong intellectual property protection, we would be unable to
generate the returns necessary to support the enormous investments in research and development and capital
as well as other expenditures required to bring new drugs to the market.

Intellectual property protection varies throughout the world and is subject to change over time, depending on
local laws and regulations. Changes to such laws and regulations could reduce protections for our innovative
products. In the U.S., in addition to the process for challenging patents set forth in the BPCI Act, which applies
to our biologic products, the Hatch-Waxman Act provides generic companies powerful incentives to seek to
invalidate our other pharmaceutical patents. As a result, we expect that our U.S. patents on major
pharmaceutical products will continue to be routinely challenged in litigation and may not be upheld. In
addition, a separate IPR process allows competitors to request review of issued patents by the USPTO without
the protections of the Hatch-Waxman Act. Our patents may be invalidated via this review process. Although
such a decision can be appealed to the courts, in certain circumstances a loss in such a proceeding could result
in a competitor entering the market, while a win provides no precedential value - the same patent can still be
challenged by other competitors. We face many generic manufacturer challenges to our patents outside the
U.S. as well. The entry of generic competitors typically results in rapid and severe declines in revenues. In
addition, competitors or other third parties may claim that our activities infringe patents or other intellectual
property rights held by them. If successful, such claims could result in our being unable to market a product in
a particular territory or being required to pay significant damages for past infringement or royalties on future
sales. See "Business - Patents, Trademarks, and Other Intellectual Property Rights” and "Financial Statements
and Supplementary Data - Note 16, Contingencies” for more details.

Our business is subject to increasing government price controls and other public and private restrictions on
pricing, reimbursement, and access for our drugs, which could have a material adverse effect on our
reputation or business.

Public and private payers are taking increasingly aggressive steps to control their expenditures for
pharmaceuticals by placing restrictions on pricing and reimbursement for, and patient access to, our
medications. These pressures could continue to negatively affect our future revenues and net income.

We expect pricing, reimbursement, and access pressures from both governments and private payers inside and
outside the U.S. to become more severe. For more details, see “Business - Regulations and Private Payer
Actions Affecting Pharmaceutical Pricing, Reimbursement, and Access” and “Management’s Discussion and
Analysis - Results of Operations - Executive Overview - Other Matters - Trends Affecting Pharmaceutical
Pricing, Reimbursement, and Access.”
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We face intense competition from multinational pharmaceutical companies, biotechnology companies, and
lower-cost generic and biosimilar manufacturers, and such competition could have a material adverse effect
on our business.

We compete with a large number of multinational pharmaceutical companies, biotechnology companies, and
generic pharmaceutical companies. To compete successfully, we must continue to deliver to the market
innovative, cost-effective products that meet important medical needs. Our product revenues can be adversely
affected by the introduction by competitors of branded products that are perceived as superior by the
marketplace, by generic or biosimilar versions of our branded products, and by generic or biosimilar versions
of other products in the same therapeutic class as our branded products. Regulation of generic and biosimilar
products varies around the world. Particularly for biosimilars, changes to such regulations could make it easier,
less expensive, and less time consuming for competitor products to enter the market, some of which could be
substituted for our products at the pharmacy. Our revenues can also be adversely affected by treatment
innovations that eliminate or minimize the need for treatment with our drugs. See “Business - Competition”
and "Business - Research and Development” for more details.

Changes in foreign currency rates or devaluation of a foreign currency can materially affect our revenue,
cost of sales, and operating expenses.

As a global company with substantial operations outside the U.S., we face foreign currency risk exposure from
fluctuating currency exchange rates. While we seek to manage a portion of these exposures through hedging
and other risk management techniques, significant fluctuations in currency rates can have a material impact,
either positive or negative, on our revenue, cost of sales, and operating expenses. In the event of an extreme
devaluation of local currency, the price of our products could become unsustainable in the relevant market. See
“Management’s Discussion and Analysis - Financial Condition” for more details.

Unanticipated changes in our tax rates or exposure to additional tax liabilities could increase our income
taxes and decrease our net income.

We are subject to income taxes in the U.S. and numerous foreign jurisdictions, and in the course of our
business, we make judgments about the expected tax treatment of various transactions and events, including
the separation of Elanco. Changes in the relevant tax laws, regulations, administrative practices, principles, and
interpretations, as well as events that differ from our expectations, could adversely affect our future effective
tax rates. The U.S. enacted tax reform legislation significantly revising the U.S. tax law, effective January 2018,
and a number of other countries are actively considering or enacting tax changes. Modifications to key
elements of the U.S. or international tax framework could have a material adverse effect on our consolidated
operating results and cash flows. See “Management’s Discussion and Analysis - Results of Operations -
Executive Overview - Other Matters - Tax Matters” and "Financial Statements and Supplementary Data - Note
14, Income Taxes"” for more details. Lilly has taken the position on the separation from Elanco, based on an
opinion of tax counsel, that the divestiture of Elanco common stock qualifies as a transaction that is tax-free for
U.S. federal income tax purposes. If any facts, assumptions, representations, and undertakings from Lilly and
Elanco regarding the past and future conduct of their respective businesses and other matters are incorrect or
not otherwise satisfied, the divestiture may not qualify for tax-free treatment, which could result in significant
U.S. federal income tax liabilities for both Lilly and its shareholders who exchanged their stock for Elanco stock.

Failure, inadequacy, or breach of our information technology systems, infrastructure, and business
information or violations of data protection laws could result in material harm to our business and
reputation.

A great deal of confidential information owned by both us and our business partners is stored in our
information systems, networks, and facilities or those of third parties. This includes valuable trade secrets and
intellectual property, clinical trial information, corporate strategic plans, marketing plans, customer
information, and personally identifiable information, such as employee and patient information (collectively,
“confidential information”). We also rely to a large extent on the efficient and uninterrupted operation of
complex information technology systems, infrastructure, and hardware (together “IT systems”], some of which
are within the company’s control and some of which are within the control of third parties, to accumulate,
process, store, and transmit large amounts of confidential information and other data. We are subject to a
variety of continuously evolving and developing laws and regulations around the world related to privacy, data
protection, and data security. Maintaining the confidentiality, integrity and availability of our IT systems and
confidential information is vital to our business.



IT systems are vulnerable to system inadequacies, operating failures, service interruptions or failures, security
breaches, malicious intrusions, or cyber-attacks from a variety of sources. Cyber-attacks are growing in their
frequency, sophistication, and intensity, and are becoming increasingly difficult to detect, mitigate, or prevent.
Cyber-attacks come in many forms, including the deployment of harmful malware, exploitation of
vulnerabilities, denial-of-service attacks, the use of social engineering, and other means to compromise the
confidentiality, integrity and availability of our IT systems, confidential information, and other data. Breaches
resulting in the compromise, disruption, degradation, manipulation, loss, theft, destruction, or unauthorized
disclosure or use of confidential information, or the unauthorized access to, disruption of, or interference with
our products and services, can occur in a variety of ways, including but not limited to, negligent or wrongful
conduct by employees or others with permitted access to our systems and information, or wrongful conduct by
hackers, competitors, certain governments, or other current or former company personnel. Our third party
partners face similar risks.

The failure or inadequacy of our IT systems, the compromise, disruption, degradation, manipulation, loss, theft,
destruction, or unauthorized disclosure or use of confidential information, or the unauthorized access to,
disruption of, or interference with our products and services that rely on IT systems, could impair our ability to
secure and maintain intellectual property rights; result in a product manufacturing interruption or failure, orin
the interruption or failure of products or services that rely on IT systems; damage our operations, customer
relationships, or reputation; and cause us to lose trade secrets or other competitive advantages. Unauthorized
disclosure of personally identifiable information could expose us to significant sanctions for violations of data
privacy laws and regulations around the world and could damage public trust in our company.

To date, system inadequacies, operating failures, unauthorized access, service interruptions or failures,
security breaches, malicious intrusions, cyber-attacks, and the compromise, disruption, degradation,
manipulation, loss, theft, destruction, or unauthorized disclosure or use of confidential information have not
had a material impact on our consolidated results of operations. We maintain cyber liability insurance; however,
this insurance may not be sufficient to cover the financial, legal, business, or reputational losses that may
result from an interruption or breach of our IT systems. We continue to implement measures in an effort to
protect, detect, respond to, and minimize or prevent these risks and to enhance the resiliency of our IT systems;
however, these measures may not be successful. If they are not successful, any of these events could result in
material financial, legal, business, or reputational harm to our business.

Significant economic downturns or international trade disruptions or disputes could adversely affect our
business and operating results.

While pharmaceuticals have not generally been sensitive to overall economic cycles, prolonged economic
slowdowns could lead to decreased utilization of our products, affecting our sales volume. Declining tax
revenues attributable to economic downturns increase the pressure on governments to reduce health care
spending, leading to increasing government efforts to control drug prices and utilization. Additionally, some
customers, including governments or other entities reliant upon government funding, may be unable to pay in a
timely manner for our products. Also, if our customers, suppliers, or collaboration partners experience
financial difficulties, we could experience slower customer collections, greater bad debt expense, and
performance defaults by suppliers or collaboration partners. Similarly, in the event of a significant economic
downturn, we could have difficulty accessing credit markets.

Significant portions of our business are conducted in Europe, including the U.K.; Asia; and other international
geographies. Trade disputes and interruptions in international relationships, including pandemic diseases,
such as the coronavirus, could result in changes to regulations governing our products and our intellectual
property, or otherwise affect our ability to do business. While we do not expect either circumstance to
materially affect our business in a direct manner, these and similar events could adversely affect us, or our
business partners or customers.

Pharmaceutical products can develop unexpected safety or efficacy concerns, which could have a material
adverse effect on revenues, income, and reputation.

Pharmaceutical products receive regulatory approval based on data obtained in controlled clinical trials of
limited duration. After approval, the products are used for longer periods of time by much larger numbers of
patients; we and others (including regulatory agencies and private payers) collect extensive information on the
efficacy and safety of our marketed products by continuously monitoring the use of our products in the
marketplace. In addition, we or others may conduct post-marketing clinical studies on efficacy and safety of our
marketed products. New safety or efficacy data from both market surveillance and post-marketing clinical
studies may result in product label changes or other measures that could reduce the product’s market
acceptance and result in declining sales. Serious safety or efficacy issues that arise after product approval
could result in voluntary or mandatory product recalls or withdrawals from the market. Safety issues could also
result in costly product liability claims.
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We face litigation and investigations related to our products and our pricing practices and are self-insured;
we could face large numbers of claims in the future, which could adversely affect our business.

We are subject to a substantial number of product liability claims involving Actos®, Axiron®, Byetta®, Cialis, and
Cymbalta among other products, as well as litigation and investigations related to the pricing of our products.
See “Financial Statements and Supplementary Data - Note 16, Contingencies” for more information on our
current product liability litigation, as well as pricing litigation, investigations, and inquiries. Because of the
nature of pharmaceutical products, we are and could in the future become subject to large numbers of product
liability claims for these or other products, or to further litigation or investigations into pricing or other
commercial practices. Such matters require substantial expenditures to resolve and, if involving marketed
products, could adversely affect sales of the product. Due to a very restrictive market for liability insurance, we
are self-insured for product liability losses for all our currently marketed products, as well as for litigation or
investigations related to our pricing practices or other similar matters.

Regulatory compliance problems could be damaging to the company.

The marketing, promotional, and pricing practices of pharmaceutical manufacturers, as well as the manner in
which manufacturers interact with purchasers, prescribers, and patients, are subject to extensive regulation.
Many companies, including us, have been subject to claims related to these practices asserted by federal, state,
and foreign governmental authorities, private payers, and consumers. These claims have resulted in
substantial expense and other significant consequences to us. We are and could in the future become subject to
such investigations, the outcomes of which could include criminal charges and fines, penalties, or other
monetary or non-monetary remedies, including exclusion from U.S. federal and other health care programs. In
addition, regulatory issues concerning compliance with cGMP regulations (and comparable foreign regulations)
for our products can lead to product recalls and seizures, fines and penalties, interruption of production leading
to product shortages, and delays in the approvals of new products pending resolution of the issues. See
“Business - Government Regulation of Our Operations” for more details.

Manufacturing difficulties or disruptions could lead to product supply problems.

Pharmaceutical manufacturing is complex and highly regulated. Manufacturing difficulties at our facilities or
contracted facilities, or the failure or refusal of a contract manufacturer to supply contracted quantities, could
result in product shortages, leading to lost revenue. Such difficulties or disruptions could result from quality or
regulatory compliance problems; natural disasters or pandemic disease; mechanical or information technology
system vulnerabilities, such as system inadequacies, operating failures, service interruptions or failures,
security breaches, malicious intrusions, or cyber-attacks from a variety of sources; or inability to obtain sole-
source raw or intermediate materials. In addition, given the difficulties in predicting sales of new products and
the very long lead times necessary for the expansion and regulatory qualification of pharmaceutical
manufacturing capacity, it is possible that we could have difficulty meeting unanticipated demand for new
products. See “Business - Raw Materials and Product Supply” for more details.

Reliance on third-party relationships and outsourcing arrangements could adversely affect our business.

We rely on third parties, including suppliers, distributors, alliances with other pharmaceutical and
biotechnology companies, and third-party service providers, for selected aspects of product development,
manufacture, commercialization, support for information technology systems, product distribution, and certain
financial transactional processes. For example, we outsource the day-to-day management and oversight of our
clinical trials to contract research organizations. Outsourcing these functions involves the risk that the third
parties may not perform to our standards or legal requirements; may not produce reliable results; may not
perform in a timely manner; may not maintain the confidentiality, integrity, and availability of our confidential
and proprietary information; may experience disruption or fail to perform due to information technology system
vulnerabilities, breaches, or cyber-attacks; or may fail to perform at all. Failure of these third parties to meet
their contractual, regulatory, confidentiality, privacy, security, or other obligations to us could have a material
adverse effect on our business.



Management’s Discussion and Analysis of Results of
Operations and Financial Condition

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

General

Management'’s discussion and analysis of results of operations and financial condition is intended to assist the
reader in understanding and assessing significant changes and trends related to the results of operations and
financial position of our consolidated company. This discussion and analysis should be read in conjunction with the
consolidated financial statements and accompanying footnotes in this Annual Report. Certain statements in this
section of the Annual Report constitute forward-looking statements. Various risks and uncertainties, including
those discussed in "Forward-Looking Statements” and “Risk Factors” may cause our actual results, financial
position, and cash generated from operations to differ materially from these forward-looking statements.

Executive Overview

This section provides an overview of our financial results, recent product and late-stage pipeline developments, and
other matters affecting our company and the pharmaceutical industry. Earnings per share (EPS) data are presented
on a diluted basis.

On March 11, 2019, we completed the disposition of our remaining 80.2 percent ownership of Elanco Animal Health
Incorporated (Elanco) common stock through a tax-free exchange offer. As a result, we recognized a gain on the
disposition of approximately $3.7 billion in the first quarter of 2019 and now operate as a single segment. See Note
19 to the consolidated financial statements for further discussion.

Financial Results

The following table summarizes our key operating results:

Year Ended
December 31,
Percent

2019 2018 Change
Revenue $ 22,319.5 $ 21,493.3 4
Gross margin 17,598.3 16,811.6 5
Gross margin as a percent of revenue 78.8% 78.2%
Operating expense $ 11,808.8 $ 11,026.3 7
Acquired in-process research and development 239.6 1,983.9 (88)
Asset impairment, restructuring, and other special charges 575.6 266.9 NM
Income before income taxes 5,265.9 3,680.1 43
Income taxes 628.0 529.5 19
Net income from continuing operations 4,637.9 3,150.6 47
Net income 8,318.4 3,232.0 NM
EPS from continuing operations 4.96 3.05 63
EPS 8.89 3.13 NM

NM - not meaningful

Revenue increased in 2019 driven by increased volume, partially offset by lower realized prices and the unfavorable
impact of foreign exchange rates. Operating expenses increased in 2019, reflecting higher late-stage development
expenses and increased marketing expenses for recently launched products, partially offset by lower marketing
expenses for late life-cycle products. The increases in net income and EPS in 2019 were driven primarily by the gain
recognized on the disposition of Elanco and, to a lesser extent, lower acquired in-process research and
development (IPR&D] charges. In addition to the increase in net income, EPS in 2019 significantly benefited from
lower weighted-average shares outstanding as a result of the Elanco exchange offer and share repurchases.
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The following highlighted items affect comparisons of our 2019 and 2018 financial results:
2019
Acquired IPR&D (Note 3 to the consolidated financial statements)

e We recognized acquired IPR&D charges of $239.6 million primarily related to collaborations with AC
Immune SA (AC Immune), Centrexion Therapeutics Corporation (Centrexion), ImmuNext, Inc. (ImmuNext),
and Avidity Biosciences, Inc. (Avidity).

Asset Impairment, Restructuring, and Other Special Charges (Note 5 to the consolidated financial statements)

e We recognized charges of $575.6 million primarily associated with the accelerated vesting of Loxo
Oncology, Inc. (Loxo) employee equity awards as a result of the closing of the acquisition of Loxo, and, to a
lesser extent, charges associated with the decision to close and sell a research and development facility
located in the United Kingdom (U.K].

Other-Net, (Income) Expense (Note 18 to the consolidated financial statements)
»  We recognized a gain of $309.8 million on the sale of the company's antibiotics business in China.
e We recognized a debt extinguishment loss of $252.5 million related to the repurchase of debt.
Net Income from Discontinued Operations (Note 19 to the consolidated financial statements)
e We recognized a gain related to the disposition of Elanco of approximately $3.7 billion.

2018
Acquired IPR&D (Note 3 to the consolidated financial statements)

e We recognized acquired IPR&D charges of $1.98 billion primarily related to the acquisition of ARMO
BioSciences, Inc. [ARMO) and the collaboration with Dicerna Pharmaceuticals, Inc. (Dicernal.

Asset Impairment, Restructuring, and Other Special Charges (Note 5 to the consolidated financial statements)

»  We recognized charges of $266.9 million primarily associated with asset impairments related to the sale of
the Posilac® (rbST) brand and the related sale of the Augusta, Georgia manufacturing site and with
expenses related to our efforts to reduce our cost structure.

Income Taxes (Note 14 to the consolidated financial statements)

e We recognized $313.3 million of income tax benefit primarily due to measurement period adjustments to
the one-time repatriation transition tax (also known as the ‘Toll Tax') and the global intangible low-taxed
income (GILTI).

Late-Stage Pipeline

Our long-term success depends to a great extent on our ability to continue to discover and develop innovative
pharmaceutical products and acquire or collaborate on molecules currently in development by other biotechnology
or pharmaceutical companies. We have approximately 45 potential new drugs in human testing or under regulatory
review and a larger number of projects in preclinical research.

The following new molecular entities (NMEs) have been approved by regulatory authorities in at least one of the
major geographies for use in the conditions described. The first quarter in which the NMEs initially were approved
in any major geography for any indication is shown in parentheses:

Galcanezumab* (Emgality®) (@3 2018)—a once-monthly subcutaneously injected calcitonin gene-related
peptide (CGRP) antibody for migraine prevention and for the treatment of episodic cluster headache. See
Note 16 to the consolidated financial statements for discussion of the legal proceedings involving Teva
Pharmaceuticals International GMBH and Teva Pharmaceuticals USA, Inc.

Lasmiditan (Reyvow™) (Q4 2019)—an oral 5-HT1F agonist for the acute treatment of migraine.

Nasal glucagon* (Baqsimi®) (@3 2019)—a glucagon nasal powder formulation for the treatment of severe
hypoglycemia in patients with diabetes ages four years and above.



The following NMEs and diagnostic agent have been submitted for regulatory review in at least one of the major
geographies for potential use in the conditions described. The first quarter in which each NME and the diagnostic
agent initially were submitted in any major geography for any indication is shown in parentheses:

Flortaucipir** (@3 2019)—a positron emission tomography (PET) tracer intended to image tau (or
neurofibrillary) tangles in the brain, which are an indicator of Alzheimer's disease.

Selpercatinib (@4 2019)—an oral drug for the treatment of patients with cancers that harbor abnormalities

in the rearranged during transfection (RET) kinase, specifically thyroid cancer and lung cancer.

Tanezumab* (Q4 2019)—an anti-nerve growth factor monoclonal antibody for the treatment of
osteoarthritis pain (in collaboration with Pfizer Inc. (Pfizer)).

Ultra-rapid Lispro* (@1 2019)—an ultra-rapid insulin for the treatment of type 1 and type 2 diabetes.

The following NMEs are currently in Phase Ill clinical trial testing for potential use in the conditions described below

but have not yet been submitted for regulatory approval for any indication. The first quarter in which each NME
initially entered Phase Ill for any indication is shown in parentheses:

Mirikizumab* (@2 2018)—a monoclonal antibody designed for the treatment of autoimmune diseases.

Solanezumab* (@2 2009)—an anti-amyloid beta monoclonal antibody for the treatment of preclinical
Alzheimer’s disease.

Tirzepatide* (@4 2018)—a long-acting, combination therapy of glucose-dependent insulinotropic
polypeptide (GIP) and glucagon-like peptide 1 for the treatment of type 2 diabetes and obesity.

*  Biologic molecule subject to the United States (U.S.) Biologics Price Competition and Innovation Act

** Diagnostic agent

The following table reflects the status of the recently approved products, NMEs, and diagnostic agent set forth
above, as well as certain other developments to our late-stage pipeline since January 1, 2019:

Compound |Indication |U.S. |Europe |Japan |Developments
Endocrinology
Launched in the U.S. in third quarter of 2019.
L Severe : Approved in Europe in the fourth quarter of 2019.
Bagsimi hypoglycemia Launched Approved Submitted Submitted to the Japan regulatory authorities in
2019.
Type 2 diabetes Phase IlI Phase Ill trials are ongoing.
Tirzepatide Obesity Phase III Phase Ill trials were initiated in the fourth quarter
of 2019
Submitted to regulatory authorities in Europe and
Japan in the first quarter of 2019. Stmei]tted to the
_rapid Li Type Tand 2 : U.S. Food and Drug Administration (FDA] in the
Ultra-rapid Lispro diabetes Submitted third quarter of 2019. In January 2020, the
European regulatory authorities issued a positive
opinion recommending approval.
Immunology
. Phase Ill trials were initiated during the third
Crohn's Disease Phase IlI quarter of 2019.
Mirikizumab Psoriasis Phase IlI Phase Ill trials are ongoing.
Ulcerative colitis Phase IlI Phase lll trials are ongoing.
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Compound

Indication

U.S. Europe

Japan

Developments

Neuroscience

Emagality

Cluster headache

Launched

Submitted

Phase Il

Submitted to European regulatory authorities in
the first quarter of 2019. Approved and launched in
the U.S. in the second quarter of 2019.

Migraine
prevention

Launched

Submitted

Launched in Europe in the first quarter of 2019.
Submitted to Japanese regulatory authorities in
January 2020.

Flortaucipir

Alzheimer's
disease diagnostic

Submitted

Phase IlI

Submitted to the FDA in the third quarter of 2019.

Reyvow

Acute treatment
of migraine

Launched

Phase Il

Approved by the FDA in the fourth quarter of 2019.
Received Schedule V classification from the Drug
Enforcement Agency and launched in the U.S. in
January 2020.

Solanezumab

Preclinical
Alzheimer's
disease

Phase Il

Announced in February 2020 that a Phase Ill trial
for people with dominantly inherited Alzheimer's
disease (DIAD) did not meet the primary endpoint.
We do not plan to pursue submission for DIAD.
Phase Ill trial is ongoing for Anti-Amyloid
Treatment in Asymptomatic Alzheimer's.

Tanezumab

Osteoarthritis pain

Submitted

Phase Il

In the third quarter of 2018 and the first quarter of
2019, announced multiple Phase Ill trials met
several primary endpoints. In the second quarter
of 2019, announced the results of the long-term
Phase Il study in which the 5mg dose met two of
the three co-primary endpoints and the 2.5mg
dose did not meet any of the three co-primary
endpoints. In partnership with Pfizer, we
submitted to the FDA in the fourth quarter of 2019
and are pursuing submission in Europe and Japan
in 2020.

Chronic low back
pain

Phase IlI

In the first quarter of 2019, announced Phase IlI
trial met primary endpoint for the 10mg dose and
did not meet primary endpoint on the 5mg dose. In
the third quarter of 2019, announced results from
a Phase Il study evaluating long-term safety and
efficacy in Japan. In partnership with Pfizer,
announced in the third quarter of 2019 that we are
not planning regulatory submissions. We plan to
maintain an open dialogue with regulatory
authorities on potential future regulatory
pathways.

Cancer pain

Phase Il

Phase Ill trial is ongoing.

Oncology

Lartruvo®

Soft tissue
sarcoma

Withdrawn

Withdrawing

Not
Submitting

In the first quarter of 2019, announced
confirmatory phase Il trial did not meet primary
endpoint. As this trial did not confirm clinical
benefit, we suspended promotion globally and
withdrew the product in the U.S. in the third
quarter of 2019. For countries in Europe, we have
withdrawn or are in the process of withdrawing
the product.

Pegilodecakin

Pancreatic cancer

Not Submitting

In the fourth quarter of 2019, announced phase IlI
trial did not meet primary endpoint of overall
survival. Phase Il trials for other indications also
did not meet primary endpoint. We do not plan to
initiate any new trials.

Selpercatinib
(LOX0-292)

Thyroid Cancer

Submitted

Phase IlI

Lung Cancer

Submitted

Phase IlI

In the fourth quarter of 2019, submitted to the FDA
and European regulatory authorities based on
Phase Il data. Granted Breakthrough Therapy
Designation!". Granted Priority Review®? from the
FDA in first quarter of 2020. Phase Il trials were
initiated in the fourth quarter of 2019 in all major
geographies.

M The Breakthrough Therapy Designation is designed to expedite the development and review of potential medicines that are intended to
treat a serious condition where preliminary clinical evidence indicates that the treatment may demonstrate substantial improvement
over available therapy on a clinically significant endpoint.

12 Priority Review is designed to expedite the review of potential medicines that, if approved, would be significant improvements in the
safety or effectiveness of the treatment, diagnosis, or prevention of serious conditions when compared to standard applications.

There are many difficulties and uncertainties inherent in pharmaceutical research and development and the
introduction of new products. There is a high rate of failure inherent in new drug discovery and development. To
bring a drug from the discovery phase to market can take over a decade and often costs in excess of $2 billion.
Failure can occur at any point in the process, including in later stages after substantial investment. As a result,
most funds invested in research programs will not generate financial returns. New product candidates that appear
promising in development may fail to reach the market or may have only limited commercial success because of




efficacy or safety concerns, inability to obtain or maintain necessary regulatory approvals or payer reimbursement
or coverage, limited scope of approved uses, changes in the relevant treatment standards or the availability of new
or better competitive products, difficulty or excessive costs to manufacture, or infringement of the patents or
intellectual property rights of others. Regulatory agencies continue to establish increasingly high hurdles for the
efficacy and safety of new products. Delays and uncertainties in drug approval processes can result in delays in
product launches and lost market opportunity. In addition, it can be very difficult to predict revenue growth rates of
new products.

We manage research and development spending across our portfolio of molecules, and a delay in, or termination of,
any one project will not necessarily cause a significant change in our total research and development spending. Due
to the risks and uncertainties involved in the research and development process, we cannot reliably estimate the
nature, timing, and costs of the efforts necessary to complete the development of our research and development
projects, nor can we reliably estimate the future potential revenue that will be generated from a successful
research and development project. Each project represents only a portion of the overall pipeline, and none is
individually material to our consolidated research and development expense. While we do accumulate certain
research and development costs on a project level for internal reporting purposes, we must make significant cost
estimations and allocations, some of which rely on data that are neither reproducible nor validated through
accepted control mechanisms. Therefore, we do not have sufficiently reliable data to report on total research and
development costs by project, by preclinical versus clinical spend, or by therapeutic category.

Other Matters

Patent Matters

We depend on patents or other forms of intellectual-property protection for most of our revenue, cash flows, and
earnings.

We lost our patent exclusivity for Strattera® in the U.S. in May 2017, and generic versions of Strattera were approved
in the same month. Following a settlement related to the compound patent challenge for Effient®, generic products
launched in the U.S. in the third quarter of 2017. The entry of generic competition for these products has caused a
rapid and severe decline in revenue, which, in the aggregate, has had a material adverse effect on our consolidated
results of operations and cash flows.

Our compound patent protection for Cialis® (tadalafil] and Adcirca® (tadalafil] expired in major European markets
and the U.S. in November 2017; however, in the U.S., we were granted pediatric exclusivity through May 2018.
Another later expiring patent (October 2020) was the subject of U.S. patent litigation and pursuant to a settlement
agreement related thereto, generic tadalafil entered the U.S. market in September 2018. We have faced and remain
exposed to generic competition following the loss of exclusivity, which has rapidly and severely eroded revenue and
is likely to continue to erode revenue.

Our formulation patents for Forteo®expired in December 2018, and our use patents expired in August 2019 in major
European markets and the U.S. Both the formulation patent and the use patent expired in August 2019 in Japan. We
expect further volume decline as a result of the entry of generic and biosimilar competition following the loss of
patent exclusivity in these markets. In the aggregate, we expect that the decline in revenue will have a material
adverse effect on our consolidated results of operations and cash flows.

The Alimta® vitamin regimen patents, which we expect to provide us with patent protection for Alimta through June
2021 in Japan and major European countries, and through May 2022 in the U.S., have been challenged in each of
these jurisdictions. In the U.S., we and Eagle Pharmaceuticals, Inc. (Eagle) reached an agreement in December
2019 to settle all pending litigation, allowing Eagle a limited initial entry into the market with its product starting
February 2022 (up to an approximate three-week supply) and subsequent unlimited entry starting April 2022. Our
vitamin regimen patents have also been challenged in other smaller European jurisdictions. Our compound patent
for Alimta expired in the U.S. in January 2017, and expired in major European countries and Japan in December
2015. We are aware that several companies have received approval to market generic versions of pemetrexed in
major European markets (including Germany, France, and the Netherlands) and that additional generic competitors
may choose to launch at risk. Although we will continue to seek to remove any such products, generic product entry
is resulting in some loss in revenue in these jurisdictions. We expect that further entry of generic competition for
Alimta following the loss of effective patent protection will cause a rapid and severe decline in revenue for the
product, which will, in the aggregate, have a material adverse effect on our consolidated results of operations and
cash flows. See Note 16 to the consolidated financial statements for a more detailed account of the legal
proceedings currently pending in the U.S., Europe, and Japan regarding our Alimta patents.

The compound patent for Humalog® (insulin lispro) has expired in major markets. Global regulators have different
legal pathways to approve similar versions of insulin lispro. A competitor launched a similar version of insulin lispro
in certain European markets in 2017 and in the U.S. in the second quarter of 2018. While it is difficult to estimate the
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severity of the impact of insulin lispro products entering the market, we do not expect and have not experienced a
rapid and severe decline in revenue; however, we expect additional pricing pressure and some loss of market share
that would continue over time.

Foreign Currency Exchange Rates

As a global company with substantial operations outside the U.S., we face foreign currency risk exposure from
fluctuating currency exchange rates, primarily the U.S. dollar against the euro and Japanese yen. While we manage
a portion of these exposures through hedging and other risk management techniques, significant fluctuations in
currency rates can have a substantial impact, either positive or negative, on our revenue, cost of sales, and
operating expense. While there is uncertainty in the future movements in foreign exchange rates, fluctuations in
these rates could negatively impact our future consolidated results of operations and cash flows.

Trends Affecting Pharmaceutical Pricing, Reimbursement, and Access
U.S.

In the U.S., public concern over access to and affordability of pharmaceuticals continues to drive the regulatory and
legislative debate. These policy and political issues increase the risk that taxes, fees, rebates, or other cost control
measures may be enacted to manage federal and state budgets. Key health policy initiatives affecting
biopharmaceuticals include:

e foreign reference pricing in Medicare and private insurance,
e modifications to Medicare Parts B and D,

e provisions that would allow the Department of Health and Human Services to negotiate prices for biologics
and drugs in Medicare,

e areduction in biologic data exclusivity,
e proposals related to Medicaid prescription drug coverage and manufacturer drug rebates,

e proposals that would require biopharmaceutical manufacturers to disclose proprietary drug pricing
information; and

e state-level proposals related to prescription drug prices and reducing the cost of pharmaceuticals
purchased by government health care programs.

California and several other states have enacted legislation related to prescription drug pricing transparency and it
is unclear the effect this legislation will have on our business. The Bipartisan Budget Act, enacted in February 2018,
requires manufacturers of brand-name drugs, biologics, and biosimilars to pay a 70 percent discount in the
Medicare Part D Coverage Gap, up from the previous 50 percent discount. This increase in coverage gap discounts
became effective at the beginning of 2019. In 2019, the White House signed into law targeted amendments to the
Medicaid Drug Rebate Program statute, as well as the Fair and Accurate Medicaid Pricing Act, which was part of the
Continuing Appropriations Act. We do not believe these will have a material impact to our business. Several states
passed importation legislation, including Colorado, Florida, Maine, and Vermont. Specifically, the state of Florida is
working with the Administration to implement an importation program from Canada as early as 2020. We are
currently reviewing the state legislation, as well as corresponding proposed federal rulemaking and guidance
recently published by the Department of Health and Human Services and the FDA, the impact of which is uncertain
at this time.

In the private sector, consolidation and integration among healthcare providers is also a major factor in the
competitive marketplace for pharmaceuticals. Health plans, pharmacy benefit managers, wholesalers, and other
supply chain stakeholders have been consolidating into fewer, larger entities, increasingly through vertical
integration, thus enhancing their purchasing strength and importance. Payers typically maintain formularies which
specify coverage (the conditions under which drugs are included on a plan's formulary) and reimbursement (the
associated out-of-pocket cost to the consumer). Formulary placement can lead to reduced usage of a drug for the
relevant patient population due to coverage restrictions, such as prior authorizations and formulary exclusions, or
due to reimbursement limitations that result in higher consumer out-of-pocket cost, such as non-preferred co-pay
tiers, increased co-insurance levels and higher deductibles. Consequently, pharmaceutical companies compete for
formulary placement not only on the basis of product attributes such as greater efficacy, fewer side effects, or
greater patient ease of use, but also by providing rebates. Value-based agreements are another tool which may be
utilized between payers and pharmaceutical companies as formulary placement and pricing are negotiated. Price is
an increasingly important factor in formulary decisions, particularly in treatment areas in which the payer has taken
the position that multiple branded products are therapeutically comparable. These downward pricing pressures
could continue to negatively affect future consolidated results of operations. In addition to formulary placement,
changes in insurance designs continue to drive greater consumer cost sharing through high deductible plans and



higher co-insurance or co-pays (including co-pay accumulator and maximizer programs). We continue to invest in
patient affordability solutions (resulting in lower revenue) in an effort to assist patients in affording their medicines.

The main coverage expansion provisions of the Affordable Care Act (ACA) are currently in effect through both state-
based exchanges and the expansion of Medicaid. A trend has been the prevalence of benefit designs containing high
out-of-pocket costs for patients, particularly for pharmaceuticals. In addition to the coverage expansions, many
employers in the commercial market continue to evaluate strategies such as private exchanges and wider use of
consumer-driven health plans to reduce their healthcare liabilities over time. Federal legislation, litigation, or
administrative actions to repeal or modify some or all of the provisions of the ACA could have a material adverse
effect on our consolidated results of operations and cash flows. At the same time, the broader paradigm shift
towards performance-based reimbursement and the launch of several value-based purchasing initiatives have
placed demands on the pharmaceutical industry to offer products with proven real-world outcomes data and a
favorable economic profile.

International

International operations also are generally subject to extensive price and market regulations. Cost-containment
measures exist in a number of countries, including additional price controls and mechanisms to limit
reimbursement for our products. Such policies are expected to increase in impact and reach, given the pressures
on national and regional health care budgets that come from a growing aging population and ongoing economic
challenges. As additional reforms are finalized, we will assess their impact on future revenues. In addition,
governments in many emerging markets are becoming increasingly active in expanding health care system
offerings. Given the budget challenges of increasing health care coverage for citizens, policies may be proposed that
promote generics and biosimilars only and reduce current and future access to branded human pharmaceutical
products.

Tax Matters

We are subject to income taxes and various other taxes in the U.S. and in many foreign jurisdictions; therefore,
changes in both domestic and international tax laws or regulations could adversely affect our effective tax rate,
results of operations, and cash flows. Countries around the world, including the U.S., actively consider and enact tax
law changes. Further, actions taken with respect to tax-related matters by associations such as the Organisation for
Economic Co-operation and Development and the European Commission could influence tax policy in countries in
which we operate. Modifications to U.S. and foreign tax laws or regulations are frequently enacted and could result
in material impacts to our results of operations and financial position.

Acquisitions

We strategically invest in external research and technologies that we believe to complement and strengthen our
own efforts. These investments can take many forms, including licensing arrangements, collaborations, and
acquisitions. We view our business development activity as an important way to achieve our strategies, as we seek
to bolster our pipeline and enhance shareholder value. We continue to evaluate business development transactions
that have the potential to strengthen our business.

In February 2019, we acquired all shares of Loxo for a purchase price of $6.92 billion, net of cash acquired. Under
the terms of the agreement, we acquired a pipeline of investigational medicines, including selpercatinib (LOX0-292),
an oral RET inhibitor that has been granted Breakthrough Therapy designation by the FDA, and LOX0-305, an oral
BTK inhibitor.

On January 10, 2020, we announced an agreement to acquire Dermira, Inc. for a purchase price of $18.75 per share,
or approximately $1.1 billion.The acquisition will expand our immunology pipeline with the addition of lebrikizumab,
a novel, investigational, monoclonal antibody designed to bind IL-13 with high affinity that is being evaluated in a
Phase Il clinical development program for the treatment of moderate-to-severe atopic dermatitis. Lebrikizumab
was granted Fast Track designation from the FDA. The FDA's fast track designation is designed to expedite the
development and review of new therapies to treat serious conditions and address unmet medical needs.The
acquisition will also expand our portfolio of marketed dermatology medicines with the addition of Qbrexza®
(glycopyrronium] cloth, a medicated cloth approved by the FDA for the topical treatment of primary axillary
hyperhidrosis (uncontrolled excessive underarm sweating). The transaction is not subject to any financing condition
and is expected to close by the end of the first quarter of 2020, subject to customary closing conditions, including
receipt of required regulatory approvals and the tender of a majority of the outstanding shares of Dermira’s
common stock.

See Note 3 to the consolidated financial statements for further discussion regarding our recent acquisitions.
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Operating Results—2019

Revenue

The following table summarizes our revenue activity by region:

Year Ended
December 31,
2019 2018 Percent Change
u.s.m $ 12,722.6 $ 12,391.9 3
Outside U.S. 9,596.8 9,101.4 5
Revenue $ 22,3195 $ 21,493.3 4

Numbers may not add due to rounding.

MU.S. revenue includes revenue in Puerto Rico.

The following are components of the change in revenue compared with the prior year:

2019 vs. 2018

u.s. Outside U.S. Consolidated
Volume 6% 10 % 8 %
Price (3)% (1)% (3)%
Foreign exchange rates — % (3]% (1)%
Percent change 3% 5% 4 %

Numbers may not add due to rounding.

In the U.S., the revenue increase in 2019 was driven by increased volume for Trulicity®, Taltz®, Verzenio®,
Jardiance®, Emgality, and Basaglar®. The increase in revenue was partially offset by decreased volume for products
that have lost exclusivity, primarily Cialis, lower volume for Forteo, and the impact from the product withdrawal of
Lartruvo®. Additionally, the increase in revenue was partially offset by lower realized prices for several products,

primarily Trulicity.

Outside the U.S., the revenue increase in 2019 was primarily driven by increased volume for Trulicity, Olumiant®,
Taltz, and Jardiance. The increase in revenue was partially offset by the unfavorable impact of foreign exchange

rates and, to a lesser extent, lower realized prices.



The following table summarizes our revenue activity in 2019 compared with 2018:

Year Ended
December 31,
2019 2018
Percent

Product u.s.m Outside U.S. Total Total Change
Trulicity $ 3,155.2 $ 972.7 $ 4,127.8 $ 3,199.1 29
Humalog®? 1,669.7 1,151.0 2,820.7 2,996.5 (6)
Alimta 1,219.5 896.4 2,115.8 2,132.9 (1)
Forteo 645.5 759.1 1,404.7 1,575.6 (11)
Taltz 1,016.8 349.6 1,366.4 937.5 46
Humulin® 879.7 410.4 1,290.1 1,331.4 (3)
Basaglar 876.2 236.3 1,112.6 801.2 39
Jardiance® 565.9 378.3 944.2 658.3 43
Cyramza® 335.3 589.9 925.1 821.4 13
Cialis 231.7 658.8 890.5 1,851.8 (52)
Cymbalta® 49.6 675.8 725.4 708.0 2
Trajenta®4 224.8 365.8 590.6 574.7 3
Verzenio 454.8 124.9 579.7 255.0 NM
Erbitux® 487.9 55.4 543.4 6353 (14)
Olumiant 42.2 384.7 426.9 202.5 NM
Zyprexa® 41.0 377.6 418.7 471.3 (11)
Strattera 30.8 211.7 242.5 450.8 (46)
Emgality 154.9 7.7 162.5 4.9 NM
Other products 641.1 990.7 1,631.9 1,885.1 (13)

Revenue $ 12,722.6 $ 9,596.8 $ 22,3195 $ 21,493.3 4

Numbers may not add due to rounding.

NM - Not meaningful

M U.S. revenue includes revenue in Puerto Rico.
2'Humalog revenue includes insulin lispro.

B Jardiance revenue includes Glyxambi® and Synjardy®.

W Trajenta revenue includes Jentadueto®.

Revenue of Trulicity, a treatment for type 2 diabetes, increased 25 percent in the U.S., driven by higher demand,
partially offset by lower realized prices. Revenue outside the U.S. increased 42 percent primarily driven by increased
volume, partially offset by the unfavorable impact of foreign exchange rates and, to a lesser extent, lower realized
prices.

Revenue of Humalog, an injectable human insulin analog for the treatment of diabetes, decreased 7 percent in the
U.S., primarily driven by lower realized prices and decreased demand. Revenue outside the U.S. decreased 5
percent, primarily driven by the unfavorable impact of foreign exchange rates. Included in the revenue of Humalog
in the U.S. is our own insulin lispro authorized generic, which was launched in the second quarter of 2019 in order
to lower out-of-pocket costs for patients. A competitor launched a similar version of insulin lispro in certain
European markets in 2017 and in the U.S. in the second quarter of 2018. While it is difficult to estimate the severity
of the impact of similar insulin lispro products entering the market, we do not expect and have not experienced a
rapid severe decline in revenue. However, due to the impact of competition and due to pricing pressure in the U.S.
and some international markets, we expect some price decline and loss of market share to continue over time.

Revenue of Alimta, a treatment for various cancers, increased 8 percent in the U.S., driven by increased demand,
partially offset by lower realized prices. Revenue outside the U.S. decreased 11 percent, driven by lower realized
prices, and to a lesser extent, the unfavorable impact of foreign exchange rates and lower volume resulting from the
entry of generic pemetrexed in Germany. We have faced and remain exposed to generic entry in multiple countries,
which has eroded revenue and is likely to continue to erode revenue in those countries from current levels.

Revenue of Forteo, an injectable treatment for osteoporosis in postmenopausal women and men at high risk for
fracture and for glucocorticoid-induced osteoporosis in men and postmenopausal women, decreased 15 percent in
the U.S., primarily driven by decreased demand. Revenue outside the U.S. decreased 7 percent, driven by decreased
volume and, to a lesser extent, the unfavorable impact of foreign exchange rates and lower realized prices. We
expect further volume decline as a result of competitive dynamics in the U.S. and the entry of generic and biosimilar
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competition following the loss of patent exclusivity in the third quarter of 2019 in the U.S., Japan, and major
European markets. See "Executive Overview - Other Matters - Patent Matters” for more information.

Revenue of Taltz, a treatment for moderate-to-severe plaque psoriasis, active psoriatic arthritis, and ankylosing
spondylitis, increased 38 percent in the U.S., primarily driven by increased demand, partially offset by lower realized
prices. Revenue outside the U.S. increased 76 percent, driven by increased volume from recent launches, partially
offset by the unfavorable impact of foreign exchange rates.

Revenue of Humulin, an injectable human insulin for the treatment of diabetes, decreased 3 percent in the U.S.,
driven by lower realized prices, partially offset by increased volume. Revenue outside the U.S. decreased 3 percent,
primarily driven by the unfavorable impact of foreign exchange rates, partially offset by increased volume and, to a
lesser extent, higher realized prices.

Revenue of Basaglar, a long-acting human insulin analog for the treatment of diabetes, increased 41 percent in the
U.S., driven by higher realized prices and increased demand. Revenue outside the U.S. increased 32 percent driven
by increased volume, partially offset by the unfavorable impact of foreign exchange rates and, to a lesser extent,
lower realized prices.

Revenue of Jardiance, a treatment for type 2 diabetes and to reduce the risk of cardiovascular death in adult
patients with type 2 diabetes and established cardiovascular disease, increased 41 percent in the U.S., driven by
increased demand. Revenue outside the U.S. increased 47 percent, primarily driven by increased volume, partially
offset by the unfavorable impact of foreign exchange rates.

Revenue of Cyramza, a treatment for various cancers, increased 15 percent in the U.S., driven by increased demand
and, to a lesser extent, higher realized prices. Revenue outside the U.S. increased 11 percent, primarily due to
increased volume, partially offset by the unfavorable impact of foreign exchange rates and lower realized prices.

Revenue of Cialis, a treatment for erectile dysfunction and benign prostatic hyperplasia, decreased 79 percent in the
U.S., driven by decreased demand due to generic competition. Revenue outside the U.S. decreased 9 percent, driven
by the unfavorable impact of foreign exchange rates, lower volume due to the loss of exclusivity in Europe and, to a
lesser extent, lower realized prices. We lost our compound patent protection for Cialis in major European markets
in November 2017 and U.S. exclusivity ended in late September 2018. We have faced and remain exposed to generic
competition following the loss of exclusivity, which has eroded revenue and is likely to continue to rapidly and
severely erode revenue from current levels. See "Results of Operations - Executive Overview - Other Matters -
Patent Matters” for more information.

Gross Margin, Costs, and Expenses

Gross margin as a percent of total revenue was 78.8 percent in 2019, an increase of 0.6 percentage points compared
with 2018, primarily due to the favorable impact of foreign exchange rates on international inventories sold and
lower intangibles amortization expense, partially offset by unfavorable product mix, the impact of lower realized
prices on revenue, and charges resulting from the product withdrawal of Lartruvo.

Research and development expenses increased 11 percent to $5.60 billion in 2019 driven by higher late-stage
development expenses.

Marketing, selling, and administrative expenses increased 4 percent to $6.21 billion in 2019 primarily due to
increased marketing expenses for recently launched products, partially offset by lower expenses for late life-cycle
products.

We recognized acquired IPR&D charges of $239.6 million in 2019 resulting from business development transactions
with AC Immune, Centrexion, ImmuNext, and Avidity. In 2018, we recognized acquired IPR&D charges of $1.98
billion primarily related to the acquisition of ARMO and the collaboration with Dicerna.

We recognized asset impairment, restructuring, and other special charges of $575.6 million in 2019. The charges
were primarily associated with the accelerated vesting of Loxo employee equity awards as part of the closing of the
acquisition of Loxo, and, to a lesser extent, the charges associated with the decision to close and sell a research and
development facility located in the U.K. In 2018, we recognized $266.9 million of asset impairment, restructuring,
and other special charges primarily associated with asset impairments related to the sale of the Posilac (rbST)
brand and the related sale of the Augusta, Georgia manufacturing site and with expenses associated with efforts to
reduce our cost structure.

Other—net, (income) expense was income of $291.6 million in 2019 compared to income of $145.6 million in 2018
primarily driven by higher net gains on investment securities and the gain on the sale of the company's antibiotics
business in China, partially offset by the charge related to the repurchase of debt and higher net interest expense.

Our effective tax rate was 11.9 percent in 2019, compared with 14.4 percent in 2018. The higher effective tax rate in
2018 was primarily due to non-deductible acquired IPR&D charges.



Operating Results—2018

Financial Results

The following table summarizes our key operating results:

Year Ended
December 31,
Percent

2018 2017 Change
Revenue $ 21,4933 % 19,973.8 8
Gross margin 16,811.6 15,526.1 8
Gross margin as a percent of revenue 78.2% 77.7%
Operating expense $ 11,0263 % 11,078.6 -
Acquired in-process research and development 1,983.9 1,112.6 78
Asset impairment, restructuring, and other special charges 266.9 1,331.6 (80)
Income before income taxes 3,680.1 2,304.8 60
Income taxes 529.5 2,391.2 (78)
Net income (loss) from continuing operations 3,150.6 (86.4) NM
Net income (loss) 3,232.0 (204.1) NM
Earnings (loss) per share from continuing operations 3.05 (0.08) NM
Earnings (loss) per share 3.13 (0.19) NM

NM - not meaningful

Revenue increased in 2018 driven by increased volume and, to a lesser extent, the favorable impact of foreign
exchange rates, partially offset by lower realized prices. The increases in net income and EPS in 2018 were driven
by lower income taxes, higher gross margin, and lower asset impairment, restructuring, and other special charges,
partially offset by higher acquired IPR&D charges.

Certain items affect the comparisons of our 2018 and 2017 results. The 2018 highlighted items are summarized in
the "Results of Operations - Executive Overview" section. The 2017 highlighted items are summarized as follows:

Acquired IPR&D (Note 3 to the consolidated financial statements)

e We recognized acquired IPR&D charges of $1.11 billion primarily related to the acquisition of CoLucid
Pharmaceuticals, Inc. (CoLucid).

Asset Impairment, Restructuring, and Other Special Charges (Note 5 to the consolidated financial statements)

e We recognized charges of $1.33 billion primarily associated with efforts to reduce our cost structure,
including the U.S. voluntary early retirement program.

Income Taxes (Note 14 to the consolidated financial statements)
e We recognized a provisional tax expense of $1.91 billion due to the Tax Cuts and Jobs Act (2017 Tax Act).
Revenue

The following table summarizes our revenue activity by region:

Year Ended
December 31,
2018 2017 Percent Change
us.m $ 12,3919 $ 11,414.4 9
Outside U.S. 9,101.4 8,559.4 6
Revenue $ 21,4933 $ 19,973.8 8

Numbers may not add due to rounding.

WU.S. revenue includes revenue in Puerto Rico.
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The following are components of the change in revenue in 2018 compared with 2017:

2018 vs. 2017

u.s. Outside U.S. Consolidated
Volume 9 % 8 % 9 %
Price (1)% (4)% (2)%
Foreign exchange rates — % 2% 1%
Percent change 9 % 6% 8 %

Numbers may not add due to rounding.

In the U.S., the revenue increase in 2018 was driven by increased volume for newer products, including Trulicity,
Basaglar, Taltz, Verzenio, and Jardiance. The increase in revenue was partially offset by decreased volume for
products that have lost exclusivity, including Cialis, Effient, and Strattera, as well as lower realized prices for
several products, including Trulicity, Basaglar, Forteo, and Taltz.

Outside the U.S., the revenue increase in 2018 was due to increased volume for several newer products, primarily
driven by Trulicity, Olumiant, and Taltz and, to a lesser extent, the favorable impact of foreign exchange rates. The
increase in revenue was partially offset by lower realized prices for several products.

The following table summarizes our revenue activity in 2018 compared with 2017:

Year Ended
December 31,
2018 2017
Percent
Product u.s.m Outside U.S. Total Total Change
Trulicity $ 25158 $ 6833 $ 3,199.1 % 2,029.8 58
Humalog 1,787.8 1,208.7 2,996.5 2,865.2 5
Alimta 1,131.0 1,001.9 2,132.9 2,062.5 3
Cialis 1,129.2 722.7 1,851.8 2,323.1 (20)
Forteo 757.9 817.7 1,575.6 1,749.0 (10)
Humulin 910.2 421.2 1,331.4 1,335.4 —
Taltz 738.7 198.7 937.5 559.2 68
Cyramza 291.5 529.9 821.4 758.3 8
Basaglar 622.8 178.5 801.2 432.1 85
Cymbalta 54.3 653.7 708.0 757.2 (6)
Jardiance® 400.2 258.1 658.3 447.5 47
Erbitux 531.6 103.8 635.3 645.9 (2)
Trajenta® 224.2 350.5 574.7 537.9 7
Zyprexa 36.2 435.1 471.3 581.2 (19)
Strattera 89.7 361.1 450.8 618.2 (27)
Other products 1,170.8 1,176.5 2,347.5 2,271.3 3
Revenue $ 12,3919 $ 9,101.4 $ 21,4933 $ 19,973.8 8

Numbers may not add due to rounding.
M U.S. revenue includes revenue in Puerto Rico.
12 Jardiance revenue includes Glyxambi and Synjardy.

B Trajenta revenue includes Jentadueto.

Revenue of Trulicity increased 56 percent in the U.S., driven by higher demand. Revenue outside the U.S. increased
63 percent primarily driven by increased volume and, to a lesser extent, the favorable impact of foreign exchange
rates, partially offset by lower realized prices.

Revenue of Humalog increased 4 percent in the U.S., primarily driven by increased demand and, to a lesser extent,
higher realized prices due to changes in estimates to rebates and discounts. Revenue outside the U.S. increased 5
percent, driven by increased volume and, to a lesser extent, the favorable impact of foreign exchange rates, partially
offset by lower realized prices.

F29



Revenue of Alimta increased 9 percent in the U.S., driven by increased demand and higher realized prices. Revenue
outside the U.S. decreased 3 percent, driven by lower volume due to competitive pressure and the loss of exclusivity
in certain European countries, including Germany, and lower realized prices, partially offset by the favorable impact
of foreign exchange rates.

Revenue of Cialis decreased 17 percent in the U.S., driven by decreased demand primarily due to the entry of
generic tadalafil, partially offset by higher realized prices. Revenue outside the U.S. decreased 25 percent, driven by
the loss of exclusivity in Europe.

Revenue of Forteo decreased 21 percent in the U.S., driven by decreased demand, and, to a lesser extent, lower
realized prices. Revenue outside the U.S. increased 4 percent, driven by increased volume and the favorable impact
of foreign exchange rates, partially offset by lower realized prices.

Revenue of Humulin increased 3 percent in the U.S., driven by increased volume, partially offset by lower realized
prices primarily due to changes in segment mix and, to a lesser extent, the impact of patient affordability programs.
Revenue outside the U.S. decreased 7 percent, primarily driven by decreased volume and, to a lesser extent, lower
realized prices.

Revenue of Taltz increased 52 percent in the U.S., primarily driven by increased demand, partially offset by lower
realized prices. Revenue outside the U.S. increased $125.6 million, driven by increased volume from recent
launches, partially offset by lower realized prices.

Revenue of Cyramza increased 5 percent in the U.S., driven by increased demand and, to a lesser extent, higher
realized prices. Revenue outside the U.S. increased 10 percent, primarily due to increased volume and, to a lesser
extent, the favorable impact of foreign exchange rates, partially offset by lower realized prices.

Revenue of Basaglar increased $311.7 million in the U.S., driven by increased demand, partially offset by lower
realized prices due to increased volume in Medicare Part D. Revenue outside the U.S. increased $57.5 million
primarily driven by increased volume.

Revenue of Cymbalta, a treatment for major depressive disorder, diabetic peripheral neuropathic pain, generalized
anxiety disorder, chronic musculoskeletal pain, and the management of fibromyalgia, decreased 53 percent in the
U.S. driven by decreased volume, partially offset by higher realized prices. Revenue outside the U.S. increased 2
percent, driven by increased volume in Japan.

Gross Margin, Costs, and Expenses

Gross margin as a percent of total revenue was 78.2 percent in 2018, an increase of 0.5 percentage points compared
with 2017, primarily due to manufacturing efficiencies and lower amortization expenses, offset by the impact of
foreign exchange rates on international inventories sold, the timing of manufacturing production, and the negative
impact of price on revenue.

Research and development expenses decreased 1 percent to $5.05 billion in 2018 driven by lower development
expenses for lanabecestat, partially offset by higher expenses for other late-stage assets.

Marketing, selling, and administrative expenses remained flat in 2018 compared to 2017.

Both research and development expenses and marketing, selling, and administrative expenses benefited during
2018 from actions taken to reduce our cost structure.

We recognized acquired IPR&D charges of $1.98 billion in 2018 primarily related to the acquisition of ARMO and the
collaboration with Dicerna. In 2017, we recognized acquired IPR&D charges of $1.11 billion primarily related to the
acquisition of CoLucid.

We recognized asset impairment, restructuring, and other special charges of $266.9 million in 2018. The charges
are primarily associated with asset impairments related to the sale of the Posilac [rbST) brand and the related sale
of the Augusta, Georgia manufacturing site and with expenses associated with efforts to reduce our cost structure.
In 2017, we recognized $1.33 billion of asset impairment, restructuring, and other special charges primarily
associated with efforts to reduce our cost structure, including the U.S. voluntary early retirement program, and
asset impairments related to lower projected revenue for Posilac (rbST).

Other—net, (income) expense was income of $145.6 million in 2018 compared to income of $301.5 million in 2017
driven by lower net gains on sales of investments.

During 2018, we recorded income tax expense of $529.5 million while earning $3.68 billion of income before income
taxes. We recognized $313.3 million of income tax benefit primarily due to measurement period adjustments to the
Toll Tax and GILTI. During 2017, we recorded income tax expense of $2.40 billion, which included a provisional tax
charge of $1.91 billion, despite earning $2.30 billion of income before income taxes. The provisional tax charge was
a result of the 2017 Tax Act, including the Toll Tax.
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FINANCIAL CONDITION

Cash and cash equivalents decreased to $2.34 billion as of December 31, 2019, compared with $7.32 billion at
December 31, 2018. Net cash provided by operating activities was $4.84 billion in 2019, compared with $5.52 billion
in 2018. Net cash provided by operating activities in 2019 included approximately $360 million of cash paid to settle
the accelerated vesting of Loxo employee equity awards (see Note 5 to the consolidated financial statements). Net
cash provided by operating activities in 2018 included approximately $500 million of net cash provided by operating
activities related to our discontinued operations (See Note 19 to the consolidated financial statements). Refer to the
consolidated statements of cash flows for additional details on the significant sources and uses of cash for the
years ended December 31, 2019 and 2018.

In addition to our cash and cash equivalents, we held total investments of $2.06 billion and $2.09 billion as of
December 31, 2019 and 2018, respectively. See Note 7 to the consolidated financial statements for additional
details.

In February 2019, we completed our acquisition of Loxo for $235 per share or approximately $6.9 billion, which was
funded through a mixture of cash and debt. See Note 3 to the consolidated financial statements for additional
information.

As of December 31, 2019, total debt was $15.32 billion, an increase of $5.02 billion compared with $10.30 billion at
December 31, 2018. The increase primarily related to the net proceeds of $4.45 billion from the issuance of senior
notes in February 2019. The proceeds from these notes were used to repay commercial paper that was issued in
connection with the acquisition of Loxo and for general corporate purposes. See Note 11 to the consolidated
financial statements for additional details.

As of December 31, 2019, we had a total of $5.21 billion of unused committed bank credit facilities, $5.00 billion of
which is available to support our commercial paper program. See Note 11 to the consolidated financial statements
for additional details. We believe that amounts accessible through existing commercial paper markets should be
adequate to fund any short-term borrowing needs.

For the 134t consecutive year, we distributed dividends to our shareholders. Dividends of $2.58 per share and $2.25
per share were paid in 2019 and 2018, respectively. In the fourth quarter of 2019, effective for the dividend to be paid
in the first quarter of 2020, the quarterly dividend was increased to $0.74 per share, resulting in an indicated annual
rate for 2020 of $2.96 per share.

Capital expenditures of $1.03 billion during 2019, compared to $1.21 billion in 2018.

In 2019, we repurchased $4.40 billion of shares under our $8.00 billion share repurchase program authorized in
June 2018. As of December 31, 2019, we had $1.50 billion remaining under this program. See Note 13 to the
consolidated financial statements for additional details.

On March 11, 2019, we completed the disposition of our remaining 80.2 percent ownership of Elanco common stock
through a tax-free exchange offer, which resulted in a reduction in shares of our common stock outstanding by
approximately 65 million as of that date.

In January 2020, we announced an agreement to acquire Dermira, Inc. for $18.75 per share, or approximately $1.1
billion. The acquisition will be funded through cash on hand and the issuance of commercial paper. See Note 3 to
the consolidated financial statements for additional information.

See "Results of Operations - Executive Overview - Other Matters - Patent Matters” for information regarding recent
and upcoming losses of patent protection.

We believe cash provided by operating activities, along with available cash and cash equivalents, should be
sufficient to fund our normal operating needs, including installment payments of the Toll Tax, dividends paid to
shareholders, share repurchases, and capital expenditures.

Both domestically and abroad, we continue to monitor the potential impacts of the economic environment; the
creditworthiness of our wholesalers and other customers, including foreign government-backed agencies and
suppliers; the uncertain impact of health care legislation; and various international government funding levels.

In the normal course of business, our operations are exposed to fluctuations in interest rates and currency values.
These fluctuations can vary the costs of financing, investing, and operating. We seek to address a portion of these
risks through a controlled program of risk management that includes the use of derivative financial instruments.
The objective of this risk management program is to limit the impact on earnings of fluctuations in interest and
currency exchange rates. All derivative activities are for purposes other than trading.

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



positions and may enter into interest rate derivatives to help maintain that balance. Based on our overall interest
rate exposure at December 31, 2019 and 2018, including derivatives and other interest rate risk-sensitive
instruments, a hypothetical 10 percent change in interest rates applied to the fair value of the instruments as of
December 31, 2019 and 2018, respectively, would not have a material impact on earnings, cash flows, or fair values
of interest rate risk-sensitive instruments over a one-year period.

Our foreign currency risk exposure results from fluctuating currency exchange rates, primarily the U.S. dollar
against the euro and Japanese yen. We face foreign currency exchange exposures when we enter into transactions
arising from subsidiary trade and loan payables and receivables denominated in foreign currencies. We also face
currency exposure that arises from translating the results of our global operations to the U.S. dollar at exchange
rates that have fluctuated from the beginning of the period. We may enter into foreign currency forward or option
derivative contracts to reduce the effect of fluctuating currency exchange rates (principally the euro and the
Japanese yen). Our corporate risk-management policy outlines the minimum and maximum hedge coverage of
such exposures. Gains and losses on these derivative contracts offset, in part, the impact of currency fluctuations
on the existing assets and liabilities. We periodically analyze the fair values of the outstanding foreign currency
derivative contracts to determine their sensitivity to changes in foreign exchange rates. A hypothetical 10 percent
change in exchange rates (primarily against the U.S. dollar) applied to the fair values of our outstanding foreign
currency derivative contracts as of December 31, 2019 and 2018, would not have a material impact on earnings,
cash flows, or financial position over a one-year period. This sensitivity analysis does not consider the impact that
hypothetical changes in exchange rates would have on the underlying foreign currency denominated transactions.

Off-Balance Sheet Arrangements and Contractual Obligations

We have no off-balance sheet arrangements that have a material current effect or that are reasonably likely to have
a material future effect on our financial condition, changes in financial condition, revenues or expenses, results of
operations, liquidity, capital expenditures, or capital resources. We acquire and collaborate on potential products
still in development and enter into research and development arrangements with third parties that often require
milestone and royalty payments to the third party contingent upon the occurrence of certain future events linked to
the success of the asset in development. Milestone payments may be required contingent upon the successful
achievement of an important point in the development life cycle of the pharmaceutical product (e.g., approval for
marketing by the appropriate regulatory agency or upon the achievement of certain sales levels). If required by the
arrangement, we may make royalty payments based upon a percentage of the sales of the product in the event that
regulatory approval for marketing is obtained. Because of the contingent nature of these payments, they are not
included in the table of contractual obligations below.

Individually, these arrangements are generally not material in any one annual reporting period. However, if
milestones for multiple products covered by these arrangements were reached in the same reporting period, the
aggregate charge to expense or aggregate milestone payments made could be material to our results of operations
or cash flows, respectively, in that period. See Note 4 to the consolidated financial statements for additional details.
These arrangements often give us the discretion to unilaterally terminate development of the product, which would
allow us to avoid making the contingent payments; however, we are unlikely to cease development if the compound
successfully achieves milestone objectives. We also note that, from a business perspective, we view these payments
as positive because they signify that the product is successfully moving through development and is now generating
or is more likely to generate cash flows from sales of products.
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Our current noncancelable contractual obligations that will require future cash payments were as follows as of
December 31, 2019:

Payments Due by Period

Less Than 1-3 3-5 More Than

(Dollars in millions) Total 1 Year Years Years 5 Years

Long-term debt, including interest payments!! $ 20,9349 $ 3822 $ 2,173.8 $ 13813 $ 16,997.6
Finance lease obligations 19.0 7.0 8.8 3.2 —
Operating lease liabilities 720.4 138.1 193.3 116.3 272.7
Purchase obligations?! 15,897.1 15,452.8 239.6 204.7 —
2017 Tax Act Toll Tax® 2,630.0 225.3 507.4 1,109.9 787.4
Other long-term liabilities reflected on our balance sheet 1,800.1 — 421.2 193.8 1,185.1
Total $ 42,0015 $ 16,2054 $ 3,5441 % 3,009.2 $ 19,242.8

0 Our long-term debt obligations include both our expected principal and interest obligations and our interest rate swaps. We used the
interest rate forward curve at December 31, 2019, to compute the amount of the contractual obligation for interest on the variable rate
debt instruments and swaps.

12l We have included the following:

. Purchase obligations consisting primarily of all open purchase orders as of December 31, 2019. Some of these purchase
orders may be cancelable; however, for purposes of this disclosure, we have not distinguished between cancelable and
noncancelable purchase obligations.

. Contractual payment obligations with each of our significant vendors, which are noncancelable and are not contingent.

B The 2017 Tax Act provided an election to taxpayers subject to the Toll Tax to make payments over an eight-year period. We made this
election; therefore, we have included future Toll Tax payments accordingly.

4 We have included long-term liabilities consisting primarily of our nonqualified supplemental pension funding requirements and other
post-employment benefit liabilities. We excluded long-term income taxes payable of $1.20 billion, because we cannot reasonably
estimate the timing of future cash outflows associated with those liabilities.

The contractual obligations table is as of December 31, 2019. We expect the amount of these obligations to change
materially over time as new contracts are initiated and existing contracts are completed, terminated, or modified.

APPLICATION OF CRITICAL ACCOUNTING ESTIMATES

In preparing our financial statements in accordance with accounting principles generally accepted in the U.S.
(GAAP), we must often make estimates and assumptions that affect the reported amounts of assets, liabilities,
revenues, expenses, and related disclosures. Some of those judgments can be subjective and complex, and
consequently actual results could differ from those estimates. For any given individual estimate or assumption we
make, it is possible that other people applying reasonable judgment to the same facts and circumstances could
develop different estimates. We believe that, given current facts and circumstances, it is unlikely that applying any
such other reasonable judgment would cause a material adverse effect on our consolidated results of operations,
financial position, or liquidity for the periods presented in this report. Our most critical accounting estimates have
been discussed with our audit committee and are described below.

Revenue Recognition and Sales Return, Rebate, and Discount Accruals

Background and Uncertainties

We recognize revenue primarily from two different types of contracts, product sales to customers (net product
revenue) and collaborations and other arrangements. For product sales to customers, provisions for returns, rebate
and discounts are established in the same period the related product sales are recognized. To determine the
appropriate transaction price for our product sales at the time we recognize a sale to a direct customer, we
estimate any rebates or discounts that ultimately will be due to the direct customer and other customers in the
distribution chain under the terms of our contracts. Significant judgments are required in making these estimates.
The largest of our sales rebate and discount amounts are rebates associated with sales covered by managed care,
Medicare, Medicaid, and chargeback contracts in the U.S. In determining the appropriate accrual amount, we
consider our historical rebate payments for these programs by product as a percentage of our historical sales as
well as any significant changes in sales trends (e.g., patent expiries and product launches), an evaluation of the
current contracts for these programs, the percentage of our products that are sold via these programs, and our
product pricing.



Refer to Note 2 to the consolidated financial statements for further information on revenue recognition and sales
return, rebate, and discount accruals.

Revenue recognized from collaborations and other arrangements will include our share of profits from the
collaboration, as well as royalties, upfront and milestone payments we receive under these types of contracts.

Financial Statement Impact

We believe that our accruals for sales returns, rebates, and discounts are reasonable and appropriate based on
current facts and circumstances. Our global rebate and discount liabilities are included in sales rebates and
discounts on our consolidated balance sheet. Our global sales return liability is included in other current liabilities
and other noncurrent liabilities on our consolidated balance sheet. As of December 31, 2019, a 5 percent change in
our global sales return, rebate, and discount liability would have led to an approximate $270 million effect on our
income before income taxes.

The portion of our global sales return, rebate, and discount liability resulting from sales of our products in the U.S.
was approximately 90 percent as of December 31, 2019 and 2018.

The following represents a roll-forward of our most significant U.S. sales return, rebate, and discount liability
balances, including managed care, Medicare, and Medicaid:

(Dollars in millions) 2019 2018

Sales return, rebate, and discount liabilities, beginning of year $ 4,670.9 $ 4,134.0
Reduction of net sales!" 15,490.2 13,424.9
Cash payments (15,525.6) (12,888.0)

Sales return, rebate, and discount liabilities, end of year $ 4,6355 $ 4,670.9

W Adjustments of the estimates for these returns, rebates, and discounts to actual results were approximately 1 percent of consolidated
net sales for each of the years presented.

Product Litigation Liabilities and Other Contingencies

Background and Uncertainties

Product litigation liabilities and other contingencies are, by their nature, uncertain and based upon complex
judgments and probabilities. The factors we consider in developing our product litigation liability reserves and other
contingent liability amounts include the merits and jurisdiction of the litigation, the nature and the number of other
similar current and past matters, the nature of the product and the current assessment of the science subject to
the litigation, and the likelihood of settlement and current state of settlement discussions, if any. In addition, we
accrue for certain product liability claims incurred, but not filed, to the extent we can formulate a reasonable
estimate of their costs based primarily on historical claims experience and data regarding product usage. We
accrue legal defense costs expected to be incurred in connection with significant product liability contingencies
when both probable and reasonably estimable.

We also consider the insurance coverage we have to diminish the exposure for periods covered by insurance. In
assessing our insurance coverage, we consider the policy coverage limits and exclusions, the potential for denial of
coverage by the insurance company, the financial condition of the insurers, and the possibility of and length of time
for collection. Due to a very restrictive market for product liability insurance, we are self-insured for product liability
losses for all our currently marketed products. In addition to insurance coverage, we consider any third-party
indemnification to which we are entitled or under which we are obligated. With respect to our third-party
indemnification rights, these considerations include the nature of the indemnification, the financial condition of the
indemnifying party, and the possibility of and length of time for collection.

The litigation accruals and environmental liabilities and the related estimated insurance recoverables have been
reflected on a gross basis as liabilities and assets, respectively, on our consolidated balance sheets.

Acquisitions

Background and Uncertainties

To determine whether acquisitions or licensing transactions should be accounted for as a business combination or
as an asset acquisition, we make certain judgments, which include assessing whether the acquired set of activities
and assets would meet the definition of a business under the relevant accounting rules.

If the acquired set of activities and assets meets the definition of a business, assets acquired and liabilities
assumed are required to be recorded at their respective fair values as of the acquisition date. The excess of the
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purchase price over the fair value of the acquired net assets, where applicable, is recorded as goodwill. If the
acquired set of activities and assets does not meet the definition of a business, the transaction is recorded as an
acquisition of assets and, therefore, any acquired IPR&D that does not have an alternative future use is charged to
expense at the acquisition date, and goodwill is not recorded. Refer to Note 3 to the consolidated financial
statements for additional information.

The judgments made in determining estimated fair values assigned to assets acquired and liabilities assumed in a
business combination, as well as estimated asset lives, can materially affect our consolidated results of operations.
The fair values of intangible assets, including acquired IPR&D, are determined using information available near the
acquisition date based on estimates and assumptions that are deemed reasonable by management. Significant
estimates and assumptions include, but are not limited to, probability of technical success, revenue growth and
discount rate. Depending on the facts and circumstances, we may deem it necessary to engage an independent
valuation expert to assist in valuing significant assets and liabilities.

The fair values of identifiable intangible assets are primarily determined using an “income method,” as described in
Note 8 to the consolidated financial statements.

Impairment of Indefinite-Lived and Long-Lived Assets

Background and Uncertainties

We review the carrying value of long-lived assets (both intangible and tangible) for potential impairment on a
periodic basis and whenever events or changes in circumstances indicate the carrying value of an asset (or asset
group) may not be recoverable. We identify impairment by comparing the projected undiscounted cash flows to be
generated by the asset (or asset group) to its carrying value. If an impairment is identified, a loss is recorded equal
to the excess of the asset’s net book value over its fair value, and the cost basis is adjusted.

Goodwill and indefinite-lived intangible assets are reviewed for impairment at least annually, or more frequently if
impairment indicators are present, by first assessing qualitative factors to determine whether it is more likely than
not that the fair value of the intangible asset is less than its carrying amount. If we conclude it is more likely than
not that the fair value is less than the carrying amount, a quantitative test that compares the fair value of the
intangible asset to its carrying value is performed to determine the amount of any impairment.

Several methods may be used to determine the estimated fair value of acquired IPR&D, all of which require
multiple assumptions. We utilize the “income method,” as described in Note 8 to the consolidated financial
statements.

For acquired IPR&D assets, the risk of failure has been factored into the fair value measure and there can be no
certainty that these assets ultimately will yield a successful product, as discussed previously in “Results of
Operations - Executive Overview - Late-Stage Pipeline.” The nature of the pharmaceutical business is high-risk and
requires that we invest in a large number of projects to maintain a successful portfolio of approved products. As
such, it is likely that some acquired IPR&D assets will become impaired in the future.

Estimates of future cash flows, based on what we believe to be reasonable and supportable assumptions and
projections, require management’s judgment. Actual results could vary materially from these estimates.

Retirement Benefits Assumptions

Background and Uncertainties

Defined benefit pension plan and retiree health benefit plan costs include assumptions for the discount rate,
expected return on plan assets, and retirement age. These assumptions have a significant effect on the amounts
reported. In addition to the analysis below, see Note 15 to the consolidated financial statements for additional
information regarding our retirement benefits.

Annually, we evaluate the discount rate and the expected return on plan assets in our defined benefit pension and
retiree health benefit plans. We use an actuarially determined, plan-specific yield curve of high quality, fixed income
debt instruments to determine the discount rates. In evaluating the expected return on plan assets, we consider
many factors, with a primary analysis of current and projected market conditions, asset returns and asset
allocations (approximately 70 percent of which are growth investments); and the views of leading financial advisers
and economists. We may also review our historical assumptions compared with actual results, as well as the
discount rates and expected return on plan assets of other companies, where applicable. In evaluating our expected
retirement age assumption, we consider the retirement ages of our past employees eligible for pension and medical
benefits together with our expectations of future retirement ages.



Annually, we determine the fair value of the plan assets in our defined benefit pension and retiree health benefit
plans. Approximately 40 percent of our plan assets are in hedge funds and private equity-like investment funds
(collectively, alternative assets). We value these alternative investments using significant unobservable inputs or
using the net asset value reported by the counterparty, adjusted as necessary. Inputs include underlying net asset
values, discounted cash flows valuations, comparable market valuations, and adjustments for currency, credit,
liquidity and other risks.

Financial Statement Impact

If the 2019 discount rate for the U.S. defined benefit pension and retiree health benefit plans (U.S. plans) were to
change by a quarter percentage point, income before income taxes would change by $29.6 million. If the 2019
expected return on plan assets for U.S. plans were to change by a quarter percentage point, income before income
taxes would change by $26.5 million. If our assumption regarding the 2019 expected age of future retirees for U.S.
plans were adjusted by one year, our income before income taxes would be affected by $45.9 million. The U.S. plans,
including Puerto Rico, represent approximately 75 percent and 80 percent of the total projected benefit obligation
and total plan assets, respectively, at December 31, 2019.

Adjustments to the fair value of plan assets are not recognized in pension and retiree health benefit expense in the
year that the adjustments occur. Such changes are deferred, along with other actuarial gains and losses, and are
amortized into expense over the expected remaining service life of employees.

Income Taxes

Background and Uncertainties

We prepare and file tax returns based upon our interpretation of tax laws and regulations and record estimates
based upon these interpretations. In the normal course of business, our tax returns are subject to examination by
various taxing authorities, which may result in future tax, interest, and penalty assessments. Inherent uncertainties
exist in estimates of many tax positions due to changes in tax law resulting from legislation and regulation as
concluded through the various jurisdictions’ tax court systems. We recognize the tax benefit from an uncertain tax
position only if it is more likely than not that the tax position will be sustained on examination by the taxing
authorities, based on the technical merits of the position. The tax benefits recognized in the financial statements
from such a position are measured based on the largest benefit that has a greater than 50 percent likelihood of
being realized upon ultimate resolution. The amount of unrecognized tax benefits is adjusted for changes in facts
and circumstances. For example, adjustments could result from changes to existing tax law, the issuance of
regulations by the taxing authorities, new information obtained during a tax examination, or resolution of a tax
examination. We believe our estimates for uncertain tax positions are appropriate and sufficient to pay assessments
that may result from examinations of our tax returns. We recognize both accrued interest and penalties related to
unrecognized tax benefits in income tax expense.

We have recorded valuation allowances against certain of our deferred tax assets, primarily those that have been
generated from net operating losses and tax credit carryforwards in certain taxing jurisdictions. In evaluating
whether we would more likely than not recover these deferred tax assets, we have not assumed any future taxable
income or tax planning strategies in the jurisdictions associated with these carryforwards where history does not
support such an assumption. Implementation of tax planning strategies to recover these deferred tax assets or
future income generation in these jurisdictions could lead to the reversal of these valuation allowances and a
reduction of income tax expense.

Financial Statement Impact

As of December 31, 2019, a 5 percent change in the amount of uncertain tax positions and the valuation allowance
would result in a change in net income of $76.5 million and $30.8 million, respectively.

LEGAL AND REGULATORY MATTERS

Information relating to certain legal proceedings can be found in Note 16 to the consolidated financial statements
and is incorporated here by reference.

F36



F37

FINANCIAL EXPECTATIONS FOR 2020

For the full year of 2020, we expect EPS to be in the range of $6.18 to $6.28, which includes the anticipated impact
of the Dermira acquisition. We anticipate that total revenue will be between $23.7 billion and $24.2 billion. Revenue
growth is expected to be driven by volume from Trulicity, Taltz, Basaglar, Jardiance, Verzenio, Cyramza, Olumiant,
Emgality, Bagsimi, and the launch of Reyvow. Revenue growth is expected to be partially offset by lower revenue for
products that have lost patent exclusivity, including the expected entry of generic competition for Forteo in the U.S.
Revenue growth is also expected to be partially offset by a low-single digit net price decline in the U.S. driven
primarily by rebates and legislated increases to Medicare Part D cost sharing, patient affordability programs, and
net price declines in China, Japan and Europe.

We anticipate that gross margin as a percent of revenue will be approximately 79 percent in 2020. Research and
development expenses are expected to be in the range of $5.6 billion to $5.9 billion. Marketing, selling, and
administrative expenses are expected to be in the range of $6.2 billion to $6.4 billion. Other—net, (income) expense
is expected to be expense in the range of $100 million to $250 million.

The 2020 effective tax rate is expected to be approximately 15 percent.



Financial Statements and Supplementary Data

Consolidated Statements of Operations

ELI LILLY AND COMPANY AND SUBSIDIARIES
(Dollars in millions and shares in thousands,

except per-share data) Year Ended December 31 2019 2018 2017
Revenue 22,3195 $ 21,493.3 19,973.8
Costs, expenses, and other:
Cost of sales 4,721.2 4,681.7 4,447.7
Research and development 5,595.0 5,051.2 5,096.2
Marketing, selling, and administrative 6,213.8 5,975.1 5,982.4
Acquired in-process research and development (Note 3) 239.6 1,983.9 1,112.6
Asset impairment, restructuring, and other special charges
(Note 5) 575.6 266.9 1,331.6
Other—net, (income) expense (Note 18] (291.6) (145.6) (301.5)
17,053.6 17,813.2 17,669.0
Income before income taxes 5,265.9 3,680.1 2,304.8
Income taxes (Note 14) 628.0 529.5 2,391.2
Net income (loss) from continuing operations 4,637.9 3,150.6 (86.4)
Net income (loss) from discontinued operations (Note 19) 3,680.5 81.4 (117.7)
Net income (loss) 8,318.4 $ 3,232.0 (204.1)
Earnings (loss) per share:
Earnings (loss) from continuing operations - basic 4.98 3.07 (0.08)
Earnings (loss) from discontinued operations - basic 3.95 0.07 (0.11)
Earnings (loss) per share - basic 893 $ 3.14 (0.19)
Earnings (loss) from continuing operations - diluted 4.96 3.05 (0.08)
Earnings (loss) from discontinued operations - diluted 3.93 0.08 (0.11)
Earnings (loss) per share - diluted 889 $ 3.13 (0.19)
Shares used in calculation of earnings (loss) per share:
Basic 931,059 1,027,721 1,052,023
Diluted 935,684 1,033,667 1,052,023

See notes to consolidated financial statements.
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Consolidated Statements of Comprehensive Income (Loss)

ELILILLY AND COMPANY AND SUBSIDIARIES

(Dollars in millions) Year Ended December 31 2019 2018 2017
Net income (loss) $ 8,318.4 $ 3,2320 $ (204.1)
Other comprehensive income (loss) from continuing operations:
Change in foreign currency translation gains (losses) (89.9) (429.6) 362.9
Change in net unrealized gains (losses) on securities 34.4 (8.8) (181.3)
Change in defined benefit pension and retiree health benefit plans (Note 15) (970.0) 544.0 (566.8)
Change in effective portion of cash flow hedges 34.3 (6.0) 27.8
Other comprehensive income (loss) from continuing operations before income taxes (991.2) 99.6 (357.4)
Benefit (provision) for income taxes related to other comprehensive income (loss) from
continuing operations 151.0 (30.3) 402.7
Other comprehensive income (loss) from continuing operations, net of tax (Note 17) (840.2) 69.3 45.3
Other comprehensive income (loss) from discontinued operations, net of tax (Note 17) 56.8 14.3 129.2
Other comprehensive income (loss), net of tax (Note 17) (783.4) 83.6 174.5
$ 7,535.0 $ 33156 % (29.6)

Comprehensive income (loss)

See notes to consolidated financial statements.



Consolidated Balance Sheets

ELI LILLY AND COMPANY AND SUBSIDIARIES

(Dollars in millions, shares in thousands) December 31 2019 2018
Assets
Current Assets
Cash and cash equivalents (Note 7) 2,337.5 $ 7,320.7
Short-term investments (Note 7) 101.0 88.2
Accounts receivable, net of allowances of $22.4 (2019) and $24.1 (2018) 4,547.3 4,593.9
Other receivables 994.2 1,182.9
Inventories (Note 6) 3,190.7 3,098.1
Prepaid expenses and other 2,538.9 2,036.7
Current assets of discontinued operations (Note 19) —_ 2,229.1
Total current assets 13,709.6 20,549.6
Investments (Note 7) 1,962.4 2,005.4
Goodwill (Note 8) 3,679.4 1,366.6
Other intangibles, net (Note 8) 6,618.0 1,068.0
Deferred tax assets (Note 14) 2,572.6 2,613.7
Property and equipment, net (Note 9) 7,872.9 7,996.1
Operating lease assets (Note 10) 532.1 —
Other noncurrent assets 2,339.1 1,824.9
Noncurrent assets of discontinued operations (Note 19) —_ 6,484.1
Total assets 39,286.1 $ 43,908.4
Liabilities and Equity
Current Liabilities
Short-term borrowings and current maturities of long-term debt (Note 11) 1,499.3 $ 1,102.2
Accounts payable 1,405.3 1,207.1
Employee compensation 915.5 955.6
Sales rebates and discounts 4,933.6 4,849.5
Dividends payable 671.5 650.8
Income taxes payable (Note 14) 160.6 393.4
Other current liabilities 2,189.4 2,036.7
Current liabilities of discontinued operations (Note 19) — 692.8
Total current liabilities 11,775.2 11,888.1
Other Liabilities
Long-term debt (Note 11) 13,817.9 9,196.4
Noncurrent operating lease liabilities (Note 10) 486.7 —
Accrued retirement benefits (Note 15) 3,698.2 2,802.2
Long-term income taxes payable (Note 14) 3,607.2 3,700.0
Other noncurrent liabilities 1,014.3 1,357.6
Deferred tax liabilities (Note 14) 2,187.5 1,312.7
Noncurrent liabilities of discontinued operations (Note 19) —_ 2,742.3
Total other liabilities 24,811.8 21,111.2
Commitments and Contingencies (Note 16)
Eli Lilly and Company Shareholders’ Equity (Notes 12 and 13)
Common stock—no par value
Authorized shares: 3,200,000
Issued shares: 958,056 (2019) and 1,057,639 (2018) 598.8 661.0
Additional paid-in capital 6,685.3 6,583.6
Retained earnings 4,920.4 11,395.9
Employee benefit trust (3,013.2) (3,013.2)
Accumulated other comprehensive loss (Note 17) (6,523.6) (5,729.2)
Cost of common stock in treasury (60.8) (69.4)
Total Eli Lilly and Company shareholders' equity 2,606.9 9,828.7
Noncontrolling interests 92.2 1,080.4
Total equity 2,699.1 10,909.1
Total liabilities and equity 39,286.1 $ 43,908.4

See notes to consolidated financial statements.
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Consolidated Statements of Shareholders’ Equity

ELI LILLY AND COMPANY AND
SUBSIDIARIES

(Dollars in millions, shares in
thousands)

Equity of Eli Lilly and Company Shareholders

Common Stock

Shares

Additional
Paid-in
Amount Capital

Retained
Earnings

Employee
Benefit
Trust

Accumulated
Other

Comprehensive

Loss

Common Stock in
Treasury

Shares

Noncontrolling
Amount Interest

Balance at January 1, 2017
Net income (loss)

Other comprehensive income
(loss), net of tax

Cash dividends declared per
share: $2.12

Retirement of treasury shares
Purchase of treasury shares

Issuance of stock under
employee stock plans, net

Stock-based compensation

Reclassification of stranded tax
effects (Note 1)

Other
Balance at December 31, 2017
Net income

Other comprehensive income
(loss), net of tax

Cash dividends declared per
share: $2.33

Retirement of treasury shares
Purchase of treasury shares

Issuance of stock under
employee stock plans, net

Stock-based compensation

Adoption of new accounting
standards (Note 1)

Sale of Elanco Stock (Note 19)
Other

Balance at December 31, 2018
Net income

Other comprehensive income
(loss), net of tax

Cash dividends declared per
share: $2.68

Retirement of treasury shares
Purchase of treasury shares

Issuance of stock under
employee stock plans, net

Stock-based compensation

Acquisition of common stock in
exchange offer

Deconsolidation of Elanco
Other
Balance at December 31, 2019

1,101,586

(4,390)

3,476

$ 6885 $ 5,640.6

(2.7)
60.0

2.1 (164.1)
281.3

$16,046.3
(204.1)

(2,234.6)
(357.1)

643.6

$(3,013.2)

$

(5,274.0)

199.0

(643.6)

711

(4,390)
4,390

(47)

$ (80.5) $ 72.8
30.5

(24.5)

359.8

(359.8)

4.7

(3.1)

1,100,672

(45,882)

2,849

687.9 5817.8

(28.7)

1.8 (139.0)
279.5

629.2
(3.9)

13,894.1
3,232.0

(2,372.0)
(4,122.0)

763.8

(3,013.2)

(5,718.6)

(105.2)
9.0

664

(45,882)
45,882

(60)

(75.8) 75.7
3.7

(2.0)

4,150.7
(4,150.7)

6.4

1,017.2
(14.2)

1,057,639

(102,640)

3,057

661.0 6,583.6

(64.1)

1.9 (210.7)
312.4

11,395.9
8,318.4

(2,430.5)
(12,363.4)

(3,013.2)

(5,729.2)

(794.4)

604

(102,640)
37,639

(74)

65,001

(69.4) 1,080.4
37.7

11.0

12,427.5
(4,400.0)

8.6

(8,027.5)
(1,028.9)
(8.0)

958,056 $598.8 $ 6,685.3 $ 4,920.4 $(3,013.2)

$

(6,523.6)

530

$ (60.8) $ 92.2

See notes to consolidated financial statements.



Consolidated Statements of Cash Flows

ELI LILLY AND COMPANY AND SUBSIDIARIES

(Dollars in millions) Year Ended December 31 2019 2018 2017
Cash Flows from Operating Activities
Net income (loss) 83184 $ 3,2320 $ (204.1)
Adjustments to Reconcile Net Income (Loss)
to Cash Flows from Operating Activities:
Gain related to disposition of Elanco (Note 19) (3,680.5) - -
Gain on sale of antibiotic business in China (Note 3) (309.8) — —
Depreciation and amortization 1,232.6 1,609.0 1,567.3
Change in deferred income taxes 62.4 326.8 (787.9)
Stock-based compensation expense 312.4 279.5 281.3
Acquired in-process research and development (Note 3) 239.6 1,983.9 1,112.6
Other non-cash operating activities, net 348.7 472.0 441.5
Other changes in operating assets and liabilities, net of acquisitions and divestitures:
Receivables—(increase) decrease (127.2) (996.7) (357.0)
Inventories—(increase) decrease (258.7) 7.8 (253.9)
Other assets—(increase) decrease (602.3) (980.0) (590.1)
Income taxes payable—increase (decrease) (221.3) (125.3) 3,489.6
Accounts payable and other liabilities—increase (decrease) (477.7) (284.5) 916.3
Net Cash Provided by Operating Activities 4,836.6 5,524.5 5,615.6
Cash Flows from Investing Activities
Purchases of property and equipment (1,033.9) (1,210.6) (1,076.8)
Proceeds from sales and maturities of short-term investments 136.6 2,552.5 4,852.5
Purchases of short-term investments (42.7) (112.2) (3,389.7)
Proceeds from sales of noncurrent investments 609.8 3,509.5 2,586.0
Purchases of noncurrent investments (247.5) (837.9) (4,611.6)
Purchases of in-process research and development (319.6) (1,807.6) (1,086.8)
Cash paid for acquisitions, net of cash acquired (Note 3 and 19) (6,917.7) = (882.1)
Cash distributed to Elanco upon disposition (374.0) - —
Cash received for sale of antibiotic business in China 354.8 — —
Other investing activities, net (248.7) (187.7) (175.1)
Net Cash Provided by (Used for) Investing Activities (8,082.9) 1,906.0 (3,783.6)
Cash Flows from Financing Activities
Dividends paid (2,409.8) (2,311.8) (2,192.1)
Net change in short-term borrowings 995.4 (2,197.9]) 1,397.5
Proceeds from issuance of long-term debt 6,556.4 2,477.7 2,232.0
Repayments of long-term debt (2,866.4) (1,009.1) (630.6)
Purchases of common stock (4,400.0) (4,150.7) (299.8)
Net proceeds from Elanco initial public offering (Note 19) — 1,659.7 —
Other financing activities, net (200.1) (372.8) (364.4)
Net Cash Provided by (Used for) Financing Activities (2,324.5) (5,904.9) 142.6
Effect of exchange rate changes on cash and cash equivalents (89.9) (63.6) (20.5)
Net increase (decrease] in cash and cash equivalents (5,660.7) 1,462.0 1,954.1
Cash and cash equivalents at beginning of year (includes $677.5 (2019), $324.4 (2018}, and
$258.8 (2017) of discontinued operations) 7,998.2 6,536.2 4,582.1
Cash and Cash Equivalents at End of Year (includes $677.5 (2018) and $324.4 (2017) of
discontinued operations) 2,337.5 $ 7,9982 $ 6,536.2

See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements
ELI LILLY AND COMPANY AND SUBSIDIARIES

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

Note 1: Summary of Significant Accounting Policies and
Implementation of New Financial Accounting Standards

Basis of Presentation

The accompanying consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States (GAAP). The accounts of all wholly-owned and majority-owned subsidiaries
are included in the consolidated financial statements. Where our ownership of consolidated subsidiaries is less
than 100 percent, the noncontrolling shareholders’ interests are reflected as a separate component of equity. All
intercompany balances and transactions have been eliminated.

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenues, expenses, and related disclosures at
the date of the financial statements and during the reporting period. Actual results could differ from those
estimates. 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 of our Form 10-K.

Certain reclassifications have been made to prior periods in the consolidated 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.

On March 11, 2019, we completed the disposition of our remaining 80.2 percent ownership of Elanco Animal Health
Incorporated (Elanco) common stock through a tax-free exchange offer. As a result, Elanco has been presented as
discontinued operations in our consolidated financial statements for all periods presented.

Following the completion of the disposition of Elanco, we now operate as a single operating segment engaged in the
discovery, development, manufacturing, marketing, and sales of pharmaceutical products worldwide. A global
research and development organization and a supply chain organization are responsible for the discovery,
development, manufacturing, and supply of our products. Regional commercial organizations market, distribute,
and sell the products. The business is also supported by global corporate staff functions. Our determination that we
operate as a single segment is consistent with the financial information regularly reviewed by the chief operating
decision maker for purposes of evaluating performance, allocating resources, setting incentive compensation
targets, and planning and forecasting for future periods.

Research and Development Expenses and Acquired In-Process Research and
Development (IPR&D)

Research and development expenses include the following:
e Research and development costs, which are expensed as incurred.

e Milestone payment obligations incurred prior to regulatory approval of the product, which are accrued
when the event requiring payment of the milestone occurs.

Acquired IPR&D expense includes the initial costs of externally developed IPR&D projects, acquired directly in a
transaction other than a business combination, that do not have an alternative future use.

Earnings Per Share (EPS)

We calculate basic EPS based on the weighted-average number of common shares outstanding and incremental
shares from potential participating securities. We calculate diluted EPS based on the weighted-average number of
common shares outstanding, including incremental shares from our stock-based compensation programs.

Foreign Currency Translation

Operations in our subsidiaries outside the United States (U.S.) are recorded in the functional currency of each
subsidiary which is determined by a review of the environment where each subsidiary primarily generates and
expends cash. The results of operations for our subsidiaries outside the U.S. are translated from functional

currencies into U.S. dollars using the weighted average currency rate for the period. Assets and liabilities are



translated using the period end exchange rates. The U.S. dollar effects that arise from translating the net assets of
these subsidiaries are recorded in other comprehensive income (loss).

Advertising Expenses

Costs associated with advertising are expensed as incurred and are included in marketing, selling, and
administrative expenses. Advertising expenses, comprised primarily of television, radio, print media, and Internet
advertising, totaled approximately $1.1 billion, $900 million, and $700 million in 2019, 2018, and 2017, respectively,
which was less than 5 percent of revenue each year.

Other Significant Accounting Policies

Our other significant accounting policies are described in the remaining appropriate notes to the consolidated
financial statements.

Implementation of New Financial Accounting Standards

Effective January 1, 2019 we adopted Accounting Standards Update 2016-02, Leases, using the modified
retrospective approach, applied at the beginning of the period of adoption, and we elected the package of
transitional practical expedients. The adoption of this standard resulted in recording of operating lease assets of
approximately $530 million, which included reclassifying approximately $65 million of deferred rent and lease
incentives, net of prepaid rent, as a component of the operating lease assets as of January 1, 2019. The adoption
also resulted in recording operating lease liabilities of approximately $595 million as of January 1, 2019. Our
accounting for finance leases remained substantially unchanged. The standard did not have an impact on our
consolidated statements of operations.

Effective January 1, 2018, we adopted Accounting Standards Update 2014-09, Revenue from Contracts with
Customers, and other related updates. This standard requires entities to 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. We applied this standard to contracts for which performance
was not substantially complete as of the date of adoption. For those contracts that were modified prior to the date of
adoption, we reflected the aggregate effect of those modifications when determining the appropriate accounting
under the new standard. We don't believe the effect of applying this practical expedient resulted in material
differences. We applied this standard through a cumulative effect adjustment to retained earnings as of the
beginning of the year of adoption. Upon adoption, the cumulative effect of applying this standard resulted in an
increase of approximately $5 million to retained earnings as of January 1, 2018. Revenue presented for periods
prior to 2018 was accounted for under previous standards and has not been adjusted. Revenue and net income for
2018 did not differ materially from amounts that would have resulted from application of the previous standards.

Effective January 1, 2018, we adopted Accounting Standards Update 2016-01 (ASU 2016-01), Financial Instruments -
Overall: Recognition and Measurement of Financial Assets and Financial Liabilities. This standard requires entities to
recognize changes in the fair value of equity investments with readily determinable fair values in net income (except
for investments accounted for under the equity method of accounting or those that result in consolidation of the
investee). We applied the new standard through a cumulative effect adjustment to retained earnings as of the
beginning of the year of adoption. Upon adoption, we reclassified from accumulated other comprehensive loss the
after-tax amount of net unrealized gains resulting in an increase to retained earnings of approximately $105 million.
Adoption of this standard did not result in a material change in net income in the year of adoption.

Effective January 1, 2018, we adopted Accounting Standards Update 2016-16, Income Taxes: Intra-Entity Transfers of
Assets Other Than Inventory. This standard requires entities to recognize the income tax consequences of intra-entity
transfers of assets other than inventory at the time of transfer. We adopted this standard using a modified
retrospective approach. Upon adoption, the cumulative effect of applying this standard resulted in an increase of
approximately $700 million to retained earnings, $2.5 billion to deferred tax assets, and $1.8 billion to deferred tax
liabilities as of January 1, 2018. Adoption of this standard did not result in a material change in net income in the
year of adoption.

We elected to early adopt Accounting Standards Update 2018-02, Income Statement-Reporting Comprehensive
Income: Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income, as of December 31,
2017, which allowed a reclassification from accumulated other comprehensive loss to retained earnings for
stranded tax effects resulting from the Tax Cuts and Jobs Act (2017 Tax Act - see Note 14). This standard allowed us
to reclassify the effect of remeasuring deferred tax liabilities and assets related to items within accumulated other
comprehensive loss using the then newly enacted 21 percent federal corporate income tax rate. The provisional
effect of this early adoption was a reclassification from accumulated other comprehensive loss, which resulted in an
increase to retained earnings of $643.6 million as of December 31, 2017.
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Note 2: Revenue

The following table summarizes our revenue recognized in our consolidated statements of operations:

2019 2018 2017
Net product revenue $ 20,377.3 $ 19,866.4 % 18,776.5
Collaboration and other revenue!” 1,942.2 1,626.9 1,197.3
Revenue $ 22,3195 $ 21,4933 $ 19,973.8

M Collaboration and other revenue associated with prior period transfers of intellectual property was $301.5 million, $303.2 million, and
$144.9 million during the years ended 2019, 2018, and 2017, respectively.

We recognize revenue primarily from two different types of contracts, product sales to customers (net product
revenue) and collaborations and other arrangements. Revenue recognized from collaborations and other
arrangements will include our share of profits from the collaboration, as well as royalties, upfront and milestone
payments we receive under these types of contracts. See Note 4 for additional information related to our
collaborations and other arrangements. Collaboration and other revenue disclosed above includes the revenue
from the Trajenta® and Jardiance® families of products resulting from our collaboration with Boehringer Ingelheim
discussed in Note 4. Substantially all of the remainder of collaboration and other revenue is related to contracts
accounted for as contracts with customers.

Net Product Revenue

Revenue from sales of products is recognized at the point where the customer obtains control of the goods and we
satisfy our performance obligation, which generally is at the time we ship the product to the customer. Payment
terms differ by jurisdiction and customer, but payment terms in most of our major jurisdictions typically range from
30 to 70 days from date of shipment. Revenue for our product sales has not been adjusted for the effects of a
financing component as we expect, at contract inception, that the period between when we transfer control of the
product and when we receive payment will be one year or less. Any exceptions are either not material or we collect
interest for payments made after the due date. Provisions for rebates, discounts, and returns are established in the
same period the related sales are recognized. We generally ship product shortly after orders are received;
therefore, we generally only have a few days of orders received but not yet shipped at the end of any reporting
period. Shipping and handling activities are considered to be fulfillment activities and are not considered to be a
separate performance obligation. We exclude from the measurement of the transaction price all taxes assessed by
a governmental authority that are imposed on our sales of product and collected from a customer.

Most of our products are sold to wholesalers that serve pharmacies, physicians and other health care professionals,
and hospitals. For the years ended December 31, 2019, 2018, and 2017, our three largest wholesalers each
accounted for between 14 percent and 21 percent of consolidated total revenue. Further, they each accounted for
between 19 percent and 25 percent of accounts receivable as of December 31, 2019 and 2018.

Significant judgments must be made in determining the transaction price for our sales of products related to
anticipated rebates, discounts and returns. The following describe the most significant of these judgments:

Sales Rebates and Discounts - Background and Uncertainties

*  Weiinitially invoice our customers at contractual list prices. Contracts with direct and indirect customers
may provide for various rebates and discounts that may differ in each contract. As a consequence, to
determine the appropriate transaction price for our product sales at the time we recognize a sale to a
direct customer, we must estimate any rebates or discounts that ultimately will be due to the direct
customer and other customers in the distribution chain under the terms of our contracts. Significant
judgments are required in making these estimates.

e The rebate and discount amounts are recorded as a deduction to arrive at our net product revenue. Sales
rebates and discounts that require the use of judgment in the establishment of the accrual include
managed care, Medicare, Medicaid, chargebacks, long-term care, hospital, patient assistance programs,
and various other programs. We estimate these accruals using an expected value approach.

e The largest of our sales rebate and discount amounts are rebates associated with sales covered by
managed care, Medicare, Medicaid, chargeback, and patient assistance programs in the U.S. In
determining the appropriate accrual amount, we consider our historical rebate payments for these
programs by product as a percentage of our historical sales as well as any significant changes in sales
trends (e.g., patent expiries and product launches), an evaluation of the current contracts for these
programs, the percentage of our products that are sold via these programs, and our product pricing.
Although we accrue a liability for rebates related to these programs at the time we record the sale, the



rebate related to that sale is typically paid up to six months later. Because of this time lag, in any particular
period our rebate adjustments may incorporate revisions of accruals for several periods.

Most of our rebates outside the U.S. are contractual or legislatively mandated and are estimated and
recognized in the same period as the related sales. In some large European countries, government rebates
are based on the anticipated budget for pharmaceutical payments in the country. An estimate of these
rebates, updated as governmental authorities revise budgeted deficits, is recognized in the same period as
the related sale.

Sales Returns - Background and Uncertainties

When product sales occur, to determine the appropriate transaction price for our sales, we estimate a
reserve for future product returns related to those sales using an expected value approach. This estimate
is based on several factors, including: historical return rates, expiration date by product (on average,
approximately 24 months after the initial sale of a product to our customer), and estimated levels of
inventory in the wholesale and retail channels, as well as any other specifically-identified anticipated
returns due to known factors such as the loss of patent exclusivity, product recalls and discontinuances, or
a changing competitive environment. We maintain a returns policy that allows U.S. customers to return
product for dating issues within a specified period prior to and subsequent to the product’s expiration date.
Following the loss of exclusivity for a patent-dependent product, we expect to experience an elevated level
of product returns as product inventory remaining in the wholesale and retail channels expires.
Adjustments to the returns reserve have been and may in the future be required based on revised
estimates to our assumptions. We record the return amounts as a deduction to arrive at our net product
revenue. Once the product is returned, it is destroyed; we do not record a right of return asset. Our returns
policies outside the U.S. are generally more restrictive than in the U.S. as returns are not allowed for
reasons other than failure to meet product specifications in many countries. Our reserve for future product
returns for product sales outside the U.S. is not material.

As a part of our process to estimate a reserve for product returns, we regularly review the supply levels of
our significant products sold to major wholesalers in the U.S. and in major markets outside the U.S.,
primarily by reviewing periodic inventory reports supplied by our major wholesalers and available
prescription volume information for our products, or alternative approaches. We attempt to maintain U.S.
wholesaler inventory levels at an average of approximately one month or less on a consistent basis across
our product portfolio. Causes of unusual wholesaler buying patterns include actual or anticipated product-
supply issues, weather patterns, anticipated changes in the transportation network, redundant holiday
stocking, and changes in wholesaler business operations. In the U.S., the current structure of our
arrangements provides us with data on inventory levels at our wholesalers; however, our data on inventory
levels in the retail channel is more limited. Wholesaler stocking and destocking activity historically has not
caused any material changes in the rate of actual product returns.

Actual product returns have been less than 2 percent of our net revenue over each of the past three years
and have not fluctuated significantly as a percentage of revenue, although fluctuations are more likely in
periods following loss of patent exclusivity for major products in the U.S. market.

Adjustments to Revenue

Adjustments to revenue recognized as a result of changes in estimates for the judgments described above for our
most significant U.S. sales returns, rebates, and discounts liability balances for products shipped in previous
periods were approximately 2 percent and 1 percent of U.S revenue during 2019 and 2018, respectively.

Collaboration and Other Arrangements

We recognize several types of revenue from our collaborations and other arrangements, which we discuss in
general terms immediately below and more specifically in Note 4 for each of our material collaborations and other
arrangements. Our collaborations and other arrangements are not contracts with customers but are evaluated to
determine whether any aspects of the arrangements are contracts with customers.

Revenue related to products we sell pursuant to these arrangements is included in net product revenue,
while other sources of revenue (e.g., royalties and profit sharing from our partner) are included in
collaboration and other revenue.

Initial fees and developmental milestones we receive in collaborative and other similar arrangements from
the partnering of our compounds under development are generally deferred and amortized into income
through the expected product approval date.
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e  Profit-sharing due from our collaboration partners, which is based upon gross margins reported to us by
our partners, is recognized as collaboration and other revenue as earned.

e Royalty revenue from licensees, which is based on sales to third-parties of licensed products and
technology, is recorded when the third-party sale occurs and the performance obligation to which some or
all of the royalty has been allocated has been satisfied (or partially satisfied). This royalty revenue is
included in collaboration and other revenue.

e For arrangements involving multiple goods or services (e.g., research and development, marketing and
selling, manufacturing, and distribution), each required good or service is evaluated to determine whether
it is distinct. If a good or service does not qualify as distinct, it is combined with the other non-distinct
goods or services within the arrangement and these combined goods or services are treated as a single
performance obligation for accounting purposes. The arrangement’s transaction price is then allocated to
each performance obligation based on the relative standalone selling price of each performance obligation.
For arrangements that involve variable consideration where we have sold intellectual property, we
recognize revenue based on estimates of the amount of consideration we believe we will be entitled to
receive from the other party, subject to a constraint. These estimates are adjusted to reflect the actual
amounts to be collected when those facts and circumstances become known.

e Significant judgments must be made in determining the transaction price for our sales of intellectual
property. Because of the risk that products in development will not receive regulatory approval, we
generally do not recognize any contingent payments that would be due to us upon or after regulatory
approval.

e We have entered into arrangements whereby we transferred rights to products and committed to supply for
a period of time. For those arrangements for which we concluded that the obligations were not distinct, any
amounts received upfront are being amortized to revenue as net product revenue over the period of the
supply arrangement as the performance obligation is satisfied.

Contract Liabilities

Our contract liabilities result from arrangements where we have received payment in advance of performance
under the contract and do not include sales returns, rebates, and discounts. Changes in contract liabilities are
generally due to either receipt of additional advance payments or our performance under the contract.

The following table summarizes contract liability balances:

2019 2018

Contract liabilities $ 264.6 $ 294.9

The contract liabilities balances disclosed above as of December 31, 2019 and 2018 were primarily related to the
remaining license period of symbolic intellectual property and obligations to supply product for a defined period of
time.

During the years ended December 31, 2019 and 2018, revenue recognized from contract liabilities as of the
beginning of the year was not material. Revenue expected to be recognized in the future from contract liabilities as
the related performance obligations are satisfied is not expected to be material in any one year.



Disaggregation of Revenue

The following table summarizes revenue by product:

u.s.m Outside U.S.
2019 2018 2017 2019 2018 2017
Revenue—to unaffiliated customers:
Endocrinology:
Trulicity® $ 3,155.2 § 25158 $ 1,6098 $ 972.7 $ 6833 $ 419.9
Humalog® 2 1,669.7 1,787.8 1,717.8 1,151.0 1,208.7 1,147.4
Forteo® 645.5 757.9 965.2 759.1 817.7 783.8
Humulin® 879.7 910.2 884.6 410.4 421.2 450.7
Basaglar® 876.2 622.8 311.1 236.3 178.5 121.0
Jardiance® 565.9 400.2 290.4 378.3 258.1 157.0
Trajenta 224.8 224.2 213.2 365.8 350.5 324.7
Other Endocrinology 293.7 292.7 380.9 230.1 272.5 307.7
Total Endocrinology 8,310.7 7,511.6 6,373.0 4,503.7 4,190.5 3,712.2
Oncology:
Alimta® 1,219.5 1,131.0 1,034.3 896.4 1,001.9 1,028.2
Cyramza® 335.3 291.5 278.8 589.9 529.9 479.6
Verzenio® 454.8 248.5 21.0 124.9 6.6 -
Erbitux® 487.9 531.6 541.7 55.4 103.8 104.2
Other Oncology 111.0 200.6 174.6 339.3 215.1 149.6
Total Oncology 2,608.5 2,403.2 2,050.4 2,005.9 1,857.3 1,761.6
Immunology:
Taltz® 1,016.8 738.7 486.0 349.6 198.7 73.2
Olumiant® 42.2 6.7 - 384.7 195.9 45.8
Total Immunology 1,059.0 745.4 486.0 734.3 394.6 119.0
Neuroscience:
Cymbalta® 49.6 54.3 114.9 675.8 653.7 642.2
Zyprexa® 41.0 36.2 75.5 377.6 435.1 505.7
Strattera® 30.8 89.7 284.9 211.7 361.1 333.3
Emgality® 154.9 4.9 — 7.7 — -
Other Neuroscience 80.2 92.3 115.7 93.6 93.4 98.9
Total Neuroscience 356.5 277.4 591.0 1,366.4 1,543.3 1,580.1
Other:
Cialis © 231.7 1,129.2 1,358.6 658.8 722.7 964.5
Other 156.2 325.1 555.4 327.7 393.0 422.0
Total Other 387.9 1,454.3 1,914.0 986.5 1,115.7 1,386.5
Revenue $ 12,7226 $ 12,3919 % 11,6144 $ 9,596.8 $ 9,101.4 $ 8,559.4
Numbers may not add due to rounding.
WU.S. revenue includes revenue in Puerto Rico.
2'Humalog revenue includes insulin lispro.
B Jardiance revenue includes Glyxambi®and Synjardy®.
% Trajenta revenue includes Jentadueto®.
The following table summarizes revenue by geographical area:
2019 2018 2017
Revenue—to unaffiliated customers!":
u.s. $ 12,7226 % 12,3919 % 1M,614.4
Europe 3,765.0 3,663.1 3,390.6
Japan 2,547.6 2,407.4 2,339.5
Other foreign countries 3,284.3 3,030.9 2,829.3
Revenue $ 22,3195 §$ 21,4933 % 19,973.8

Numbers may not add due to rounding.

M Revenue is attributed to the countries based on the location of the customer.
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Note 3: Acquisitions and Divestiture

In February 2019, we completed the acquisition of Loxo Oncology, Inc. (Loxo). This transaction, as further discussed
in this note below in Acquisition of a Business, was accounted for as a business combination under the acquisition
method of accounting. Under this method, the assets acquired and liabilities assumed were recorded at their
respective fair values as of the acquisition date in our consolidated financial statements. 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, where applicable, has been recorded as goodwill. The
results of operations of Loxo have been included in our consolidated financial statements from the date of
acquisition.

We acquired assets in development in 2019, 2018, and 2017, which are further discussed in this note below in Asset
Acquisitions. Upon acquisition, the acquired IPR&D charges related to these products were immediately expensed
because the products had no alternative future use. For the years ended December 31, 2019, 2018, and 2017, we
recorded acquired IPR&D charges of $239.6 million, $1.98 billion, and $1.11 billion, respectively.

Acquisition of a Business

Loxo Acquisition
Overview of Transaction

In February 2019, we acquired all shares of Loxo for a purchase price of $6.92 billion, net of cash acquired. The
accelerated vesting of Loxo employee equity awards was recognized as transaction expense included in asset
impairment, restructuring, and other special charges during the year ended December 31, 2019 (see Note 5).

Under the terms of the agreement, we acquired a pipeline of investigational medicines, including selpercatinib
(LOX0-292), an oral RET inhibitor granted Breakthrough Therapy designation by the U.S. Food and Drug
Administration, and LOX0-305, an oral BTK inhibitor.

Assets Acquired and Liabilities Assumed

The following table summarizes the amounts recognized for assets acquired and liabilities assumed as of the
acquisition date:

Estimated Fair Value at February 15, 2019

Acquired IPR&D! $ 4,670.0
Finite-lived intangibles®? 980.0
Deferred income taxes (1,032.8)
Other assets and liabilities - net (26.4)
Total identifiable net assets 4,590.8
Goodwill® 2,326.9
Total consideration transferred - net of cash acquired $ 6,917.7

M$4.60 billion of the acquired IPR&D relates to selpercatinib (LOX0-292).

2 Contract-based intangibles (primarily related to Vitrakvi] which are being amortized to cost of sales on a straight-line basis over their
estimated useful lives, were expected to have a weighted average useful life of approximately 12 years from the acquisition date.

B The goodwill recognized from this acquisition is attributable primarily to future unidentified projects and products and the assembled
workforce for Loxo and is not deductible for tax purposes.

Our consolidated statement of operations for the year ended December 31, 2019 includes Loxo revenues of $136.7
million, primarily due to regulatory approval and sales milestones received. We are unable to provide the results of
operations for the year ended December 31, 2019 attributable to Loxo as those operations were substantially
integrated into our legacy business.

Pro forma information has not been included because this acquisition did not have a material impact on our results
of operations for the years ended December 31, 2019 and 2018.



Asset Acquisitions

The following table and narrative summarize our asset acquisitions during 2019, 2018, and 2017.

Acquisition Phase of Acquired IPR&D
Counterparty Compound(s),Therapy, or Asset Month Development! Expense
Tau aggregation inhibitor small J 2019
molecules for the potential treatment of anuary _
AC Immune SA [ e g it gt o o & Stzeggeg[gber Pre-clinical $ 127.1
neurodegenerative diseases
ImmuNext, Inc. Novel immunometabolism target March 2019 Pre-clinical 40.0
e Potential new medicines in immunology q -
Avidity Biosciences, Inc. oxi) Gl e e et ions April 2019 Pre-clinical 25.0
. . . CNTX-0290, a novel, small molecule
Centrexion Therapeutics Corporation somatostatin receptor type 4 agonist July 2019 Phase | 47.5
. . Encapsulated cell therapies for the : Rt
Sigilon Therapeutics potential treatment of type 1 diabetes April 2018 Pre-clinical 66.9
AurKa Pharma, Inc. AK-01, an Aurora kinase A inhibitor June 2018 Phase | 81.8
ARMO BioSciences, Inc. (ARMO]) Cancer therapy - pegilodecakin June 2018 Phase IlI 1,475.8
Anima Biotech IL%???J.‘SQJQTA?SEE for selected July 2018 Pre-clinical 30.0
SIGA Technologies, Inc. Priority Review Voucher October 2018 Not applicable 80.0
: : 0WL833, L -peptidic GLP-1 .
Chugai Pharmaceutical Company receptor :gno%rizt nhon-peptidic October 2018 Pre-clinical 50.0
NextCure, Inc. Immuno-oncology cancer therapies No;%ansber Pre-clinical® 28.1
g q Cardio-metabolic disease, December .
Dicerna Pharmaceuticals, Inc. neurodegeneration, and pain 2018 Pre-clinical 148.7
TRPA1 antagonists program for the
Hydra Biosciences potential treatment of chronic pain Deg[e]r{]gber Pre-clinical 22.6
syndromes
CoLucid Pharmaceuticals, Inc. (CoLucid) Sﬁﬁgﬁ,;’;ﬁge‘_p&%é’}gic“te treatment of —\15-ch 2017 Phase Ill 857.6
KeyBioscience AG Multiple molecules for treatment of July 2017 Phase Il 55.0
Nektar Therapeutics Immunological therapy - NKTR-358 August 2017 Phase | 150.0
CureVac AG Cancer vaccines No;%r1n7ber Pre-clinical 50.0

W The phase of development presented is as of the date of the arrangement and represents the phase of development of the most
advanced asset acquired, where applicable.

@ We recognized acquired IPR&D expenses of $96.9 million in January 2019 upon entering into a license agreement and $30.2 million in
September 2019 upon entering into an amendment to the license agreement.

B This research and development collaboration agreement has been terminated, to be effective March 2020.

In connection with these arrangements, our partners may be entitled to future royalties and/or commercial
milestones based on sales should products be approved for commercialization and/or milestones based on the

successful progress of compounds through the development process.

Divestiture

In October 2019, we completed a transaction in which we sold the rights in China for two legacy antibiotic
medicines, as well as a manufacturing facility in Suzhou, China to Eddingpharm, a China-based specialty
pharmaceutical company. In connection with the sale, we received net cash proceeds of $354.8 million from
Eddingpharm in 2019, with an additional payment of $40.3 million due to us in 2020. We accounted for the
transaction as the sale of a business. We recorded a gain of $309.8 million in Other—net, (income) expense upon

closing the transaction in 2019.

Subsequent Event - Dermira, Inc. (Dermira) Acquisition

On January 10, 2020, we announced an agreement to acquire Dermira for a purchase price of $18.75 per share, or
approximately $1.1 billion. The acquisition will expand our immunology pipeline with the addition of lebrikizumab, a
novel, investigational, monoclonal antibody designed to bind IL-13 with high affinity that is being evaluated in a
Phase Il clinical development program for the treatment of moderate-to-severe atopic dermatitis. Lebrikizumab
was granted Fast Track designation from the U.S. Food and Drug Administration (FDA). The FDA's fast track
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designation is designed to expedite the development and review of new therapies to treat serious conditions and
address unmet medical needs. The acquisition will also expand our portfolio of marketed dermatology medicines
with the addition of Qbrexza® (glycopyrronium] cloth, a medicated cloth approved by the FDA for the topical
treatment of primary axillary hyperhidrosis (uncontrolled excessive underarm sweating). The transaction is not
subject to any financing condition and is expected to close by the end of the first quarter of 2020, subject to
customary closing conditions, including receipt of required regulatory approvals and the tender of a majority of the
outstanding shares of Dermira’s common stock.

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 from or payments to the collaboration partner.
See Note 2 for amounts of collaboration and other revenue recognized from these types of arrangements.

Operating expenses for costs 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.

Boehringer Ingelheim Diabetes Collaboration

We and Boehringer Ingelheim have a global agreement to jointly develop and commercialize a portfolio of diabetes
compounds. Currently, included in the collaboration are Boehringer Ingelheim’s oral diabetes products: Trajenta,
Jentadueto, Jardiance, Glyxambi, Synjardy, and Trijardy® XR as well as our basal insulin, Basaglar. Jentadueto is
included in the Trajenta product family. Glyxambi, Synjardy, and Trijardy XR are included in the Jardiance product
family.

The table below summarizes significant milestones (deferred) capitalized for the compounds included in this
collaboration:

Product Family [Defermlé??ggiiglized“l
Trajenta®? $ Lbb 4
Jardiance® 289.0
Basaglar (250.0)

In connection with the regulatory approvals of Basaglar in the U.S., Europe, and Japan, milestone payments received were recorded as
contract liabilities and are being amortized through the term of the collaboration (2029) to collaboration and other revenue. In
connection with the regulatory approvals of Trajenta and Jardiance, milestone payments made were capitalized as intangible assets
and are being amortized to cost of sales through the term of the collaboration. This represents the cumulative amounts that have been
(deferred) or capitalized from the start of this collaboration through the end of the reporting period.

121 The collaboration agreement with Boehringer Ingelheim for Trajenta ends upon expiration of the compound patent and any
supplementary protection certificates or extensions thereto.

¥ The collaboration agreement with Boehringer Ingelheim for Jardiance ends upon expiration of the compound patent and any
supplementary protection certificates or extensions thereto.

Through December 31, 2019, in the most significant markets, we and Boehringer Ingelheim shared equally the
ongoing development costs, commercialization costs, and agreed upon gross margin for any product resulting from
the collaboration. We recorded our portion of the gross margin associated with Boehringer Ingelheim’s products as
collaboration and other revenue. We recorded our sales of Basaglar to third parties as net product revenue with the
payments made to Boehringer Ingelheim for their portion of the gross margin recorded as cost of sales. For all
compounds under this collaboration, we recorded our portion of the development and commercialization costs as
research and development expense and marketing, selling, and administrative expense, respectively. Each company
was entitled to potential performance payments depending on the sales of the molecules it contributes to the
collaboration. These performance payments may have resulted in the owner of the molecule retaining a greater
share of the agreed upon gross margin of that product. Subject to achieving these thresholds, in a given period, our
reported revenue for Trajenta and Jardiance may have been reduced by any performance payments we make
related to these products. Similarly, performance payments we may have received related to Basaglar effectively
reduced Boehringer Ingelheim’s share of the gross margin, which reduced our cost of sales.



Effective January 1, 2020, we and Boehringer Ingelheim modernized the alliance. In the most significant markets,
we and Boehringer Ingelheim share equally the ongoing development costs and commercialization costs for the
Jardiance product family. We receive a royalty on net sales of Boehringer Ingelheim’s products in the most
significant markets and recognize the royalty as collaboration and other revenue. We pay to Boehringer Ingelheim a
royalty on net sales for Basaglar in the U.S. We record our sales of Basaglar to third parties as net product revenue
with the royalty payments made to Boehringer Ingelheim recorded as cost of sales. For the Jardiance product
family, we record our portion of the development and commercialization costs as research and development
expense and marketing, selling, and administrative expense, respectively. Boehringer Ingelheim is entitled to
potential performance payments depending on the net sales of the Jardiance product family; therefore, our
reported revenue for Jardiance may be reduced by any potential performance payments we make related to this
product. Beginning January 1, 2021, the royalty received by us related to the Jardiance product family may also be
increased or decreased depending on whether net sales for this product family exceed or fall below certain
thresholds.

The following table summarizes our net product revenue recognized with respect to Basaglar and collaboration and
other revenue recognized with respect to the Trajenta and Jardiance families of products:

2019 2018 2017
Basaglar $ 1,112.6 $ 801.2 $ 432.1
Jardiance 944.2 658.3 447.5
Trajenta 590.6 574.7 537.9

Olumiant

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
Olumiant, 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. The agreement calls for payments by us to Incyte associated with certain development, success-based
regulatory, and sales-based milestones.

The following table summarizes our significant milestones achieved:

Year Event Classification Amount
2018 Regulatory approval in the U.S. Intangible asset $ 100.0
Began Phase Ill testing for systemic lupus erythematosus (SLE] R&D Expense 20.0
Regulatory approval in Europe Intangible asset 65.0
2017 Regulatory approval in Japan Intangible asset 15.0
Began Phase lll testing for atopic dermatitis R&D expense 30.0

As of December 31, 2019, Incyte is eligible to receive up to $130.0 million of additional payments from us contingent
upon certain development and success-based regulatory milestones. Incyte is also eligible to receive up to $150.0
million of potential sales-based milestones.

The agreement provided Incyte with options to co-develop the compound subject to the collaboration on an
indication-by-indication basis by funding 30 percent of the associated development costs from the initiation of a
Phase llb trial through regulatory approval in exchange for increased tiered royalties ranging up to percentages in
the high twenties. Incyte previously exercised its option to co-develop Olumiant in rheumatoid arthritis, atopic
dermatitis, alopecia areata, and SLE; however, it opted-out of co-development of all indications as of January 1,
2019. As a result, we will solely fund all further development and pay a lower royalty rate to Incyte on sales.

We record our sales of Olumiant to third parties as net product revenue with the royalty payments made to Incyte
recorded as cost of sales. The following table summarizes our net product revenue recognized with respect to
Olumiant:

2019 2018 2017

Olumiant $ 4269 $ 2025 $ 45.8
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Tanezumab

We have a collaboration agreement with Pfizer Inc. (Pfizer) to jointly develop and globally commercialize tanezumab
for the treatment of osteoarthritis pain, chronic low back pain and cancer pain. Under the agreement, the
companies share equally the ongoing development costs and, if successful, in gross margins and certain
commercialization expenses. As of December 31, 2019, Pfizer is eligible to receive 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.

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

The components of the charges included in asset impairment, restructuring, and other special charges in our
consolidated statements of operations are described below:

2019 2018 2017
Severance $ 778 $ 1278 % 601.0
Pension and post-retirement medical charges associated with U.S. voluntary early
retirement program (see Note 15) — — 446.7
Asset impairment and other special charges 497.8 139.1 283.9
Total asset impairment, restructuring, and other special charges $ 575.6 $ 2669 % 1,331.6

Severance costs recognized during the years ended December 31, 2019, 2018 and 2017 were incurred as a result of
actions taken to reduce our cost structure. Severance costs recognized in 2017 were primarily associated with the
U.S. voluntary early retirement program. During 2017, severance costs recognized in the U.S. and outside the U.S.
were $368.3 million and $232.7 million, respectively. Substantially all of the severance costs incurred in 2017 and
2018 have been paid. Substantially all of the severance costs incurred during the year ended December 31, 2019 are
expected to be paid in the next 12 months.

Asset impairment and other special charges recognized during the year ended December 31, 2019 consisted of
$400.7 million related to the acquisition of Loxo, substantially all of which is associated with the accelerated vesting
of Loxo employee equity awards. In addition, we incurred an asset impairment charge related to our decision to
close and sell a research and development facility located in the United Kingdom (U.K]. The facility was written
down to its estimated fair value, which was based primarily on recent sales of similar assets.

Asset impairment and other special charges recognized during the year ended December 31, 2018 resulted
primarily from asset impairment and other special charges related to the sale of the Posilac® (rbST) brand and the
associated Augusta, Georgia manufacturing site.

Asset impairment and other special charges recognized during the year ended December 31, 2017 resulted
primarily from asset impairments related to lower projected revenue for Posilac (rbST). The assets associated with
Posilac (rbST) were written down to their fair values, which were determined based upon a discounted cash flow
valuation. Impairment charges were recorded for the associated fixed assets and intangible asset of $151.5 million
and $50.0 million, respectively. In addition, we incurred approximately $43.4 million of costs associated with the
temporary shut down of our Puerto Rico facility following Hurricane Maria.

Note 6: Inventories

We use the last-in, first-out (LIFO) method for the majority of our inventories located in the continental U.S. Other
inventories are valued by the first-in, first-out (FIFO) method. FIFO cost approximates current replacement cost.
Inventories measured using LIFO must be valued at the lower of cost or market. Inventories measured using FIFO
must be valued at the lower of cost or net realizable value.

Inventories at December 31 consisted of the following:

2019 2018
Finished products $ 647.3 $ 577.8
Work in process 2,067.6 2,057.8
Raw materials and supplies 424.6 426.1
Total (approximates replacement cost) 3,139.5 3,061.7
Increase to LIFO cost 51.2 36.4
Inventories $ 3,190.7 $ 3,098.1

Inventories valued under the LIFO method comprised $1.20 billion and $1.37 billion of total inventories at
December 31, 2019 and 2018, respectively.



Note 7: Financial Instruments

Financial instruments that potentially subject us to credit risk consist principally of trade receivables and interest-
bearing investments. Wholesale distributors of life-science products account for a substantial portion of our trade
receivables; collateral is generally not required. We seek to mitigate the risk associated with this concentration
through 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 debt securities. In accordance with documented corporate risk-management 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.

We consider all highly liquid investments with a maturity of three months or less from the date of purchase to be
cash equivalents. The cost of these investments approximates fair value.

Our equity investments are accounted for using three different methods depending on the type of equity investment:

e Investments in companies over which we have significant influence but not a controlling interest are
accounted for using the equity method, with our share of earnings or losses reported in other-net, (income)
expense.

e For equity investments that do not have readily determinable fair values, we measure these investments at
cost, less any impairment, plus or minus changes resulting from observable price changes in orderly
transactions for the identical or similar investment of the same issuer. Any change in recorded value is
recorded in other-net, (income) expense.

e Our public equity investments are measured and carried at fair value. Any change in fair value is
recognized in other-net, (income) expense.

We review equity investments other than public equity investments for indications of impairment and observable
price changes on a regular basis.

Our derivative activities are initiated within the guidelines of documented corporate risk-management policies and
are intended to offset losses and gains on the assets, liabilities, and transactions being hedged. Management
reviews the correlation and effectiveness of our derivatives on a quarterly basis.

For derivative instruments 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 instruments that are designated and qualify as cash flow hedges, gains
and losses are reported as a component of accumulated other comprehensive loss and reclassified into earnings in
the same period the hedged transaction affects earnings. For derivative and non-derivative instruments that are
designated and qualify as net investment hedges, the foreign currency translation gains or losses due to spot rate
fluctuations are reported as a component of accumulated other comprehensive loss. Derivative contracts that are
not designated as hedging instruments are recorded at fair value with the gain or loss recognized in earnings
during the period of change.

We may enter into foreign currency forward or option contracts to reduce the effect of fluctuating currency
exchange rates [principally the euro, 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 and
option 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 and option contracts and
currency swaps as fair value hedges of firm commitments. Forward contracts generally have maturities not
exceeding 12 months. At December 31, 2019, we had outstanding foreign currency forward commitments to
purchase 447.9 million U.S. dollars and sell 402.9 million euro; commitments to purchase 1.81 billion euro and sell
2.02 billion U.S. dollars; commitments to purchase 308.3 million U.S. dollars and sell 33.49 billion Japanese yen,
commitments to purchase 101.4 million Swiss francs and sell 103.5 million U.S. dollars, and commitments to
purchase 236.2 million British pounds and sell 310.9 million U.S. dollars which all settled within 30 days.
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Foreign currency exchange risk is also managed through the use of foreign currency debt and cross-currency
interest rate swaps. Our foreign currency-denominated notes had carrying amounts of $5.49 billion and $3.40
billion as of December 31, 2019 and 2018, respectively, of which $4.10 billion and $2.65 billion have been designated
as, and are effective as, economic hedges of net investments in certain of our euro-denominated foreign operations
as of December 31, 2019 and 2018, respectively. At December 31, 2019, we had outstanding cross currency swaps
with notional amounts of $1.45 billion swapping U.S. dollars to euro, $1.00 billion swapping swiss francs to U.S.
dollars, and $396.0 million swapping U.S. dollars to British pounds, which have settlement dates ranging through
2028. Our cross-currency interest rate swaps, for which a majority convert a portion of our U.S. dollar-denominated
floating rate debt to foreign-denominated floating rate debt, have also been designated as, and are effective as,
economic hedges of net investments.

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 seek to 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 in our consolidated statements of cash flows. At
December 31, 2019, substantially all of our total long-term debt is at a fixed rate. We have converted approximately
11 percent of our long-term fixed-rate notes to floating rates through the use of interest rate swaps.

We also may enter into forward-starting interest rate swaps, which we designate as cash flow hedges, as part of any
anticipated future debt issuances in order to reduce the risk of cash flow volatility from future changes in interest
rates. The change in fair value of these instruments is recorded as part of other comprehensive income (loss), and
upon completion of a debt issuance and termination of the swap, is amortized to interest expense over the life of the
underlying debt. As of December 31, 2019, the total notional amounts of forward-starting interest rate contracts in
designated cash flow hedging instruments were $1.00 billion, which have settlement dates ranging between 2023
and 2025.

The Effect of Risk Management Instruments on the Consolidated Statements of
Operations

The following effects of risk-management instruments were recognized in other-net, (income] expense:

2019 2018 2017
Fair value hedges:
Effect from hedged fixed-rate debt $ 112.1 $ (40.9) $ (14.1)
Effect from interest rate contracts (112.1) 40.9 14.1
Cash flow hedges:
Effective portion of losses on interest rate contracts reclassified from accumulated
other comprehensive loss 15.9 14.8 14.8
Cross-currency interest rate swaps (17.1) — -
Net losses on foreign currency exchange contracts not designated as hedging
instruments 61.9 100.0 97.9
Total $ 60.7 $ 114.8 $ 112.7

During the years ended December 31, 2019 and 2018, the amortization of losses related to the portion of our risk
management hedging instruments, fair value hedges, and cash flow hedges that was excluded from the
assessment of effectiveness was not material.

During the year ended December 31, 2017, 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.



The Effect of Risk-Management Instruments on Other Comprehensive Income

(Loss)

The effective portion of risk-management instruments that was recognized in other comprehensive income (loss) is

as follows:

Net investment hedges:
Foreign currency-denominated notes
Cross-currency interest rate swaps
Foreign currency exchange contracts
Cash flow hedges:
Forward-starting interest rate swaps

Cross-currency interest rate swaps

2018 2017
401 % 1104 % (361.5)
47.4 96.8 (126.6)
- 5.7 —
31.6 - 13.0

(8.3) = =

In 2020, we expect to reclassify $16.3 million of net losses on cash flow hedges from accumulated other
comprehensive loss to other-net, (income) expense. During the year ended December 31, 2019 and 2018, the
amounts excluded from the assessment of hedge effectiveness recognized in other comprehensive income (loss)

were not material.
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Fair Value of Financial Instruments

The following tables summarize certain fair value information at December 31 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 Significant
in Active Other Significant
Markets for Observable Unobservable
Carrying Identical Assets Inputs Inputs Fair
Description Amount Cost! (Level 1) (Level 2) (Level 3) Value
December 31, 2019
Cash equivalents $ 1,025.4 $ 1,025.4 $ 1,025.4 $ - $ - $ 1,025.4
Short-term investments: -
U.S. government and agency securities  $ 7.2 $ 7.2 $ 7.2 - - $ 7.2
Corporate debt securities 81.4 81.1 — 81.4 - 81.4
Asset-backed securities 2.6 2.6 —_ 2.6 —_ 2.6
Other securities 9.8 9.8 - - 9.8 9.8
Short-term investments $ 101.0
Noncurrent investments: -
U.S. government and agency securities  $ 772 $ 763 $ 772 $ - $ - $ 77.2
Corporate debt securities 2711 267.8 - 2711 — 2711
Mortgage-backed securities 101.1 99.6 - 101.1 — 101.1
Asset-backed securities 30.0 29.6 - 30.0 -_ 30.0
Other securities 60.0 27.4 - - 60.0 60.0
Marketable equity securities 718.6 254.4 718.6 = = 718.6
Equity investments without readily
determinable fair values®? 405.0
Equity method investments!? 299.4
Noncurrent investments $ 1,962.4
December 31, 2018
Cash equivalents $ 57271 $ 57271 % 57271 $ - $ — 5,727.1
Short-term investments: -
U.S. government and agency securities  $ 169 $ 171 $ 169 $ - $ ) 16.9
Corporate debt securities 62.2 62.6 - 62.2 — 62.2
Asset-backed securities 7.6 7.7 = 7.6 = 7.6
Other securities 1.5 1.5 — 1.5 — 1.5
Short-term investments W
Noncurrent investments: -
U.S. government and agency securities  $ 1491 % 153.6 $ 1491 % - $ - $ 149.1
Corporate debt securities 568.0 587.8 — 568.0 — 568.0
Mortgage-backed securities 1M11.4 114.5 = 111.4 = 11.4
Asset-backed securities 27.7 27.9 - 27.7 - 27.7
Other securities 87.8 29.7 — — 87.8 87.8
Marketable equity securities 357.5 238.3 357.5 - - 357.5
Equity investments without readily
determinable fair values? 414.7
Equity method investments®? 289.2
Noncurrent investments $ 2,005.4

M For available-for-sale debt securities, amounts disclosed represent the securities’ amortized cost.

(2

Fair value disclosures are not applicable for equity method investments and investments accounted for under the measurement
alternative for equity investments.
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Fair Value Measurements Using

Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable Unobservable
Carrying Assets Inputs Inputs Fair
Description Amount (Level 1) (Level 2) (Level 3) Value

December 31, 2019 $ (1,494.2) $ - $ (1,491.6) $ - $ (1,491.6)

December 31, 2019 $ (13,823.0) $ - $ (15,150.0) $ — $ (15,150.0)
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Fair Value Measurements Using

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Carrying Assets Inputs Inputs Fair
Description Amount (Level 1) (Level 2) (Level 3) Value
December 31, 2019
Risk-management instruments
Interest rate contracts designated as fair value hedges:
Other noncurrent assets 720 $ - $ 720 $ — 72.0
Interest rate contracts designated as cash flow hedges:
Other noncurrent assets 43.3 - 43.3 —_ 43.3
Cross-currency interest rate contracts designated as net
investment hedges:
Other noncurrent assets 45.1 —_ 45.1 _ 45.1
Other current liabilities (21.4) — (21.4) — (21.4)
Other noncurrent liabilities (5.7) — (5.7) — (5.7)
Cross-currency interest rate contracts designated as cash
flow hedges:
Other noncurrent assets 3.0 3.0 3.0
Other noncurrent liabilities (20.1) — (20.1) — (20.1)
Foreign exchange contracts not designated as hedging
instruments:
Other receivables 18.4 - 18.4 - 18.4
Other current liabilities (11.9) — (11.9) — (11.9)
December 31, 2018
Risk-management instruments
Interest rate contracts designated as fair value hedges:
Other noncurrent assets 4.5 — 4.5 — 4.5
Other current liabilities (22.3) - (22.3) — (22.3)
Other noncurrent liabilities (19.0) — (19.0) — (19.0)
Cross-currency interest rate contracts designated as net
investment hedges:
Other receivables 69.2 — 69.2 = 69.2
Other noncurrent assets 8.2 - 8.2 - 8.2
Other current liabilities (9.2) — (9.2) — (9.2)
Cross-currency interest rate contracts not designated as
hedging instruments:
Other noncurrent liabilities (25.8) — (25.8) — (25.8)
Foreign exchange contracts not designated as hedging
instruments:
Other receivables 11.3 — 11.3 - 11.3
Other current liabilities (16.3) - (16.3) — (16.3)

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 enforceable master netting

arrangements 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 our Level 1 and Level 2 fair value measurements 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. Level 3 fair value measurements for other investment securities are determined using unobservable
inputs, including the investments' cost adjusted for impairments and price changes from orderly transactions. The
fair values of equity method investments and investments measured under the measurement alternative for equity
investments that do not have readily determinable fair values are not readily available.
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The table below summarizes the contractual maturities of our investments in debt securities measured at fair value
as of December 31, 2019:

Maturities by Period

Less Than More Than
Total 1 Year 1-5 Years 6-10 Years 10 Years
Fair value of debt securities $ 5706 $ 912 % 2765 $ 80.4 $ 122.5

The net unrealized gains (losses) recognized in our consolidated statements of operations for equity securities were
$395.3 million and $(20.1) million for the years ended December 31, 2019 and 2018, respectively.

We adjust our equity investments without readily determinable fair values based upon changes in the equity
instruments’ values resulting from observable price changes in orderly transactions for an identical or similar
investment of the same issuer. Downward adjustments resulting from an impairment are recorded based upon
impairment considerations, including the financial condition and near term prospects of the issuer, general market
conditions, and industry specific factors. Adjustments recorded for the years ended December 31, 2019 and 2018
were not material.

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 in accumulated other comprehensive loss follows:

2019 2018
Unrealized gross gains $ 10.3 $ 0.8
Unrealized gross losses 4.0 29.0
Fair value of securities in an unrealized gain position 429.5 84.3
Fair value of securities in an unrealized loss position 1411 858.6

We periodically assess our investment in available-for-sale securities for other-than-temporary impairment losses.
Other-than-temporary impairment losses were not material in 2019, and there were no other-than-temporary
impairment losses in 2018 or 2017.

For debt securities, the amount of credit losses are determined by comparing the difference between the present
value of future cash flows expected to be collected on these securities and the amortized cost. Factors considered

in assessing credit losses include the position in the capital structure, vintage and amount of collateral, delinquency
rates, current credit support, and geographic concentration.

As of December 31, 2019, the available-for-sale securities in an unrealized loss position include primarily fixed-rate
debt securities of varying maturities, which are sensitive to changes in the yield curve and other market conditions.
Approximately 56 percent of the fixed-rate debt securities in a loss position are investment-grade debt securities.
As of December 31, 2019, we do not intend to sell, and it is not more likely than not that we will be required to sell,
the securities in a loss position before the market values recover or the underlying cash flows have been received,
and there is no indication of default on interest or principal payments for any of our debt securities.

Activity related to our investment portfolio, substantially all of which related to equity and available-for-sale
securities, was as follows:

2019 2018 2017
Proceeds from sales $ 655.5 $ 5,668.0 $ 5,769.3
Realized gross gains on sales 40.0 11.8 176.0
Realized gross losses on sales 7.9 2.8 5.8

Realized gains and losses on sales of available-for-sale investments are computed based upon specific
identification of the initial cost adjusted for any other-than-temporary declines in fair value that were recorded in
earnings.

Accounts Receivable Factoring Arrangements

We have entered into accounts receivable factoring agreements with financial institutions to sell certain of our non-
U.S. accounts receivable. These transactions are accounted for as sales and result in a reduction in accounts
receivable because the agreements transfer effective control over and risk related to the receivables to the buyers.
Our factoring agreements do not allow for recourse in the event of uncollectibility, and we do not retain any interest
in the underlying accounts receivable once sold. We derecognized $678.8 million and $696.2 million of accounts
receivable as of December 31, 2019 and 2018, respectively, under these factoring arrangements. The costs of
factoring such accounts receivable on our consolidated results of operations for the years ended December 31,
2019, 2018, and 2017 were not material.
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Note 8: Goodwill and Other Intangibles
Goodwill

Goodwill results from excess consideration in a business combination over the fair value of identifiable net assets
acquired. Goodwill is not amortized but is reviewed for impairment at least annually, or more frequently if
impairment indicators are present, by first assessing qualitative factors to determine whether it is more likely than
not that the fair value is less than its carrying amount. If we conclude it is more likely than not that the fair value is
less than the carrying amount, a quantitative test that compares the fair value to its carrying value is performed to
determine the amount of any impairment. The change in goodwill during 2019 was primarily related to our
acquisition of Loxo. See Note 3 for further discussion.

No impairments occurred with respect to the carrying value of goodwill for the years ended December 31, 2019,
2018, and 2017.

Other Intangibles

The components of intangible assets other than goodwill at December 31 were as follows:

2019 2018
Carrying Carrying Carrying Carrying
Amount, Accumulated Amount, Amount, Accumulated Amount,
Description Gross Amortization Net Gross Amortization Net
Finite-lived intangible assets:
Marketed products $ 3,150.2 $ (1,244.6) $ 1,905.6 $ 2,077.2 $ (1,069.0) $ 1,008.2
Other 94.2 (51.8) 42.4 89.5 (29.7) 59.8
Total finite-lived intangible assets 3,244.4 (1,296.4) 1,948.0 2,166.7 (1,098.7) 1,068.0
Indefinite-lived intangible assets:
Acquired IPR&D 4,670.0 —_ 4,670.0 — - -
Other intangibles $ 7,914.4 $ (1,296.4) $ 6,618.0 $ 2,166.7 $ (1,098.7) $ 1,068.0

Marketed products consist of the amortized cost of the rights to assets acquired in business combinations and
approved for marketing in a significant global jurisdiction (U.S., Europe, and Japan) and capitalized milestone
payments. For transactions other than a business combination, we capitalize milestone payments incurred at or
after the product has obtained regulatory approval for marketing.

Other finite-lived intangibles consist primarily of the amortized cost of licensed platform technologies that have
alternative future uses in research and development, manufacturing technologies, and customer relationships from
business combinations.

Acquired IPR&D consists of the related costs capitalized, adjusted for subsequent impairments, if any. The costs of
acquired IPR&D projects acquired directly in a transaction other than a business combination are capitalized if the
projects have an alternative future use; otherwise, they are expensed immediately. The fair values of acquired
IPR&D projects acquired in business combinations, if any, are capitalized as other intangible assets.

Several methods may be used to determine the estimated fair value of other intangibles acquired in a business
combination. We utilize the “income method,” which is a Level 3 fair value measurement and applies a probability
weighting that considers the risk of development and commercialization to the estimated future net cash flows that
are derived from projected revenues and estimated costs. These projections are based on factors such as relevant
market size, patent protection, historical pricing of similar products, analyst expectations, and expected industry
trends. The estimated future net cash flows are then discounted to the present value using an appropriate discount
rate. This analysis is performed for each asset independently. The acquired IPR&D assets are treated as indefinite-
lived intangible assets until completion or abandonment of the projects, at which time the assets are tested for
impairment and amortized over the remaining useful life or written off, as appropriate.

See Note 3 for further discussion of intangible assets acquired in recent business combinations and Note 4 for
additional discussion of recent capitalized milestone payments. The increases in marketed products and acquired
IPR&D intangible assets in 2019 were primarily related to our acquisition of Loxo.

Other indefinite-lived intangible assets are reviewed for impairment at least annually, or more frequently if
impairment indicators are present, by first assessing qualitative factors to determine whether it is more likely than
not that the fair value of the asset is less than its carrying amount. If we conclude it is more likely than not that the
fair value is less than the carrying amount, a quantitative test that compares the fair value of the intangible asset to
its carrying value is performed to determine the amount of any impairment. Finite-lived intangible assets are
reviewed for impairment when an indicator of impairment is present. When required, a comparison of fair value to



the carrying amount of assets is performed to determine the amount of any impairment. When determining the fair
value of indefinite-lived acquired IPR&D as well as the fair value of finite-lived intangible assets for impairment
testing purposes, we utilize the “income method” discussed above.

Intangible assets with finite lives are capitalized and are amortized over their estimated useful lives, ranging from
three to 20 years. As of December 31, 2019, the remaining weighted-average amortization period for finite-lived
intangible assets was approximately 10 years.

Amortization expense related to finite-lived intangible assets was as follows:

2019 2018 2017

Amortization expense $ 2258 $ 3613 $ 462.2

The estimated amortization expense for each of the next five years associated with our finite-lived intangible assets
as of December 31, 2019 is as follows:

2020 2021 2022 2023 2024

Estimated amortization expense $ 2343 % 2352 $ 2273 $ 215.6 $ 165.7

Amortization expense is included in either cost of sales, marketing, selling, and administrative or research and
development depending on the nature of the intangible asset being amortized.

Note 9: Property and Equipment

Property and equipment is stated on the basis of cost. Provisions for depreciation of buildings and equipment are
computed generally by the straight-line method at rates based on their estimated useful lives (12 to 50 years for
buildings and three to 25 years for equipment). We review the carrying value of long-lived assets for potential
impairment on a periodic basis and whenever events or changes in circumstances indicate the carrying value of an
asset may not be recoverable. Impairment is determined by comparing projected undiscounted cash flows to be
generated by the asset to its carrying value. If an impairment is identified, a loss is recorded equal to the excess of
the asset’s net book value over its fair value, and the cost basis is adjusted.

At December 31, property and equipment consisted of the following:

2019 2018
Land $ 169.5 $ 165.5
Buildings 7,067.3 7.116.6
Equipment 7,913.3 7,792.3
Construction in progress 1,884.4 1,588.6

17,034.5 16,663.0
Less accumulated depreciation (9,161.6) (8,666.9)
Property and equipment, net $ 7,872.9 $ 7,996.1
Depreciation expense related to property and equipment was as follows:

2019 2018 2017

Depreciation expense $ 814.7 $ 7971  $ 681.7

Capitalized interest costs were not material for the years ended December 31, 2019, 2018, and 2017.

The following table summarizes long-lived assets by geographical area:

2019 2018
Long-lived assets!":
U.S. and Puerto Rico $ 5,595.4 $ 5,425.0
Ireland 1,454.8 1,351.3
Other foreign countries 1,758.3 1,769.9
Long-lived assets $ 8,8085 $ 8,546.2

M Long-lived assets consist of property and equipment, net, operating lease assets, and certain other noncurrent assets.
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Note 10: Leases

We determine if an arrangement is a lease at inception. We have leases with terms up to 13 years for corporate
offices, research and development facilities, vehicles, and equipment, including some of which have options to
extend and/or early-terminate the leases. We determine the lease term by assuming the exercise of any renewal
and/or early-termination options that are reasonably assured.

Beginning January 1, 2019, operating lease right-of-use assets have been presented in operating lease assets in
our consolidated balance sheet, and the current and long-term portions of operating lease liabilities are included in
other current liabilities and noncurrent operating lease liabilities, respectively, in our consolidated balance sheet.
Short-term leases, which are deemed at inception to have a lease term of 12 months or less, are not recorded on
the consolidated balance sheet.

Operating lease assets represent our right to use an underlying asset for the lease term and operating lease
liabilities represent our obligation to make lease payments arising from the lease. Operating lease assets and
liabilities are recognized at commencement date based on the present value of lease payments over the lease term.
As most of our leases do not provide an implicit rate, we use our incremental borrowing rate based on the
information available at commencement date in determining the present value of lease payments.

Lease expense for operating lease assets, which is recognized on a straight-line basis over the lease term, was
$172.8 million during the year ended December 31, 2019. Variable lease payments, which represent non-lease
components such as maintenance, insurance and taxes, and which vary due to changes in facts or circumstances
occurring after the commencement date other than the passage of time, are expensed in the period in which the
payment obligation is incurred and were not material during the year ended December 31, 2019. Short-term lease
expense was not material during the year ended December 31, 2019.

Supplemental balance sheet information related to operating leases as of December 31, 2019 was as follows:

Weighted-average remaining lease term 8 years

Weighted-average discount rate 3.6%

Supplemental cash flow information related to operating leases during the year ended December 31, 2019 was as
follows:

Operating cash flows from operating leases $ 153.6

Right-of-use assets obtained in exchange for new operating lease liabilities 81.2

The annual minimum lease payments of our operating lease liabilities as of December 31, 2019 were as follows:

Year 1 $ 138.1
Year 2 111.0
Year 3 82.3
Year 4 60.6
Year 5 55.7
After Year 5 272.7
Total lease payments 720.4
Less imputed interest 112.0
Total $ 608.4

Rental expense for all leases, including contingent rentals (not material), was $175.7 million and $177.4 million for
the years ended December 31, 2018 and 2017, respectively.

Finance leases are included in property and equipment, short-term borrowings and current maturities of long-term
debt, and long-term debt in our consolidated balance sheets. Finance leases are not material to our consolidated
financial statements.



Note 11: Borrowings

Debt at December 31 consisted of the following:

2019 2018
Short-term commercial paper borrowings $ 1,494.2 $ 498.9
0.15 to 7.13 percent long-term notes (due 2022-2059) 13,638.5 9,640.8
Other long-term debt 12.9 10.1
Unamortized debt issuance costs (73.6) (28.4)
Fair value adjustment on hedged long-term notes 245.2 177.2
Total debt 15,317.2 10,298.6
Less current portion (1,499.3) (1,102.2)
Long-term debt $ 13,8179 $ 9.196.4

The weighted-average effective borrowing rate on outstanding commercial paper at December 31, 2019 was 1.65
percent.

At December 31, 2019, we had a total of $5.21 billion of unused committed bank credit facilities, which consisted
primarily of a $3.00 billion credit facility that expires in December 2024 and a $2.00 billion 364-day facility that
expires in December 2020, both of which are available to support our commercial paper program. We have not
drawn against the $3.00 billion and $2.00 billion facilities. Of the remaining committed bank credit facilities, the
outstanding balances as of as December 31, 2019 and December 31, 2018 were not material. Compensating
balances and commitment fees are not material, and there are no conditions that are probable of occurring under
which the lines may be withdrawn.

In February 2019, we issued $1.15 billion of 3.38 percent fixed-rate notes due in March 2029, $850.0 million of 3.88
percent fixed-rate notes due in March 2039, $1.50 billion of 3.95 percent fixed-rate notes due in March 2049, and
$1.00 billion of 4.15 percent fixed-rate notes due in March 2059, with interest to be paid semi-annually. We used the
net proceeds of $4.45 billion from the offering to repay commercial paper that was issued in connection with the
acquisition of Loxo and for general corporate purposes.

In November 2019, we issued euro-denominated notes consisting of €600.0 million of 0.625 percent fixed-notes due
November 2031 and €1.00 billion of 1.70 percent fixed-rate notes due in November 2049 with interest to be paid
annually. We paid $2.27 billion, comprised of $1.75 billion of net cash proceeds from the offering and proceeds from
commercial paper, to purchase and redeem certain higher interest rate U.S. dollar denominated notes with an
aggregate principal amount of $2.00 billion and a net carrying value of $2.01 billion, resulting in a debt
extinguishment loss of $252.5 million. This loss was included in other-net, (income) expense in our consolidated
statement of operations during the year ended December 31, 2019.

In November 2019, we issued Japanese Yen-denominated notes consisting of ¥22.92 billion of 0.42 percent fixed-
rate notes due in November 2029, ¥9.28 billion of 0.56 percent fixed-rate notes due in November 2034, and ¥7.64
billion of 0.97 percent fixed-rate notes due in November 2049, with interest to be paid semi-annually. We used the
net cash proceeds from the offering of $356.6 million for general corporate purposes, including to repay
outstanding commercial paper.

The aggregate amounts of maturities on long-term debt for the next five years are as follows:

2020 2021 2022 2023 2024

Maturities on long-term debt $ 70 $ 59 $ 14247 $ 19 $ 619.6

We have converted approximately 11 percent of our long-term fixed-rate notes to floating rates through the use of
interest rate swaps. The weighted-average effective borrowing rates based on long-term debt obligations and
interest rates at December 31, 2019 and 2018, including the effects of interest rate swaps for hedged debt
obligations, were 2.88 percent and 3.13 percent, respectively.

The aggregate amount of cash payments for interest on borrowings, net of capitalized interest, are as follows:

2019 2018 2017

Cash payments for interest on borrowings $ 3055 $ 2238 $ 192.7

In accordance with the requirements of derivatives and hedging guidance, the portion of our fixed-rate debt
obligations that is hedged as a fair value hedge is reflected in the consolidated balance sheets as an amount equal
to the sum of the debt’s carrying value plus the fair value adjustment representing changes in fair value of the
hedged debt attributable to movements in market interest rates subsequent to the inception of the hedge.
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Note 12: Stock-Based Compensation

Our stock-based compensation expense consists of performance awards (PAs), shareholder value awards (SVAs),
and restricted stock units (RSUs). We recognize the fair value of stock-based compensation as expense over the
requisite service period of the individual grantees, which generally equals the vesting period. We provide newly
issued shares of our common stock and treasury stock to satisfy the issuance of PA, SVA, and RSU shares.

Stock-based compensation expense and the related tax benefits were as follows:

2019 2018 2017

Stock-based compensation expense $ 306.8 $ 2535 % 256.3
Tax benefit 64.4 53.2 64.1

At December 31, 2019, stock-based compensation awards may be granted under the 2002 Lilly Stock Plan for not
more than 54.6 million additional shares.

Performance Award Program

PAs are granted to officers and management and are payable in shares of our common stock. The number of PA
shares actually issued, if any, varies depending on the achievement of certain pre-established earnings-per-share
targets over a two-year period. PA shares are accounted for at fair value based upon the closing stock price on the
date of grant and fully vest at the end of the measurement period. The fair values of PAs granted for the years
ended December 31, 2019, 2018, and 2017 were $112.09, $71.63, and $73.54, respectively. The number of shares
ultimately issued for the PA program is dependent upon the EPS achieved during the vesting period. Pursuant to
this program, approximately 1.2 million shares, 0.9 million shares, and 1.3 million shares were issued during the
years ended December 31, 2019, 2018, and 2017, respectively. Approximately 1.1 million shares are expected to be
issued in 2020. As of December 31, 2019, the total remaining unrecognized compensation cost related to nonvested
PAs was $63.2 million, which will be amortized over the weighted-average remaining requisite service period of 12
months.

Shareholder Value Award Program

SVAs are granted to officers and management and are payable in shares of our common stock. The number of
shares actually issued, if any, varies depending on our stock price at the end of the three-year vesting period
compared to pre-established target stock prices. We measure the fair value of the SVA unit on the grant date using
a Monte Carlo simulation model. The model utilizes multiple input variables that determine the probability of
satisfying the market condition stipulated in the award grant and calculates the fair value of the award. Expected
volatilities utilized in the model are based on implied volatilities from traded options on our stock, historical
volatility of our stock price, and other factors. Similarly, the dividend yield is based on historical experience and our
estimate of future dividend yields. The risk-free interest rate is derived from the U.S. Treasury yield curve in effect
at the time of grant. The weighted-average fair values of the SVA units granted during the years ended

December 31, 2019, 2018, and 2017 were $95.01, $48.51, and $66.25, respectively, determined using the following
assumptions:

(Percents) 2019 2018 2017
Expected dividend yield 2.50% 2.50% 2.50%
Risk-free interest rate 2.46 2.31 1.38
Volatility 21.00 22.26 22.91

Pursuant to this program, approximately 1.0 million shares, 0.7 million shares, and 1.1 million shares were issued
during the years ended December 31, 2019, 2018, and 2017, respectively. Approximately 0.8 million shares are
expected to be issued in 2020. As of December 31, 2019, the total remaining unrecognized compensation cost
related to nonvested SVAs was $56.1 million, which will be amortized over the weighted-average remaining
requisite service period of 20 months.



Restricted Stock Units

RSUs are granted to certain employees and are payable in shares of our common stock. RSU shares are accounted
for at fair value based upon the closing stock price on the date of grant. The corresponding expense is amortized
over the vesting period, typically three years. The fair values of RSU awards granted during the years ended
December 31, 2019, 2018, and 2017 were $108.43, $70.95, and $72.47, respectively. The number of shares ultimately
issued for the RSU program remains constant with the exception of forfeitures. Pursuant to this program, 1.5
million, 1.3 million, and 1.4 million shares were granted and approximately 0.8 million, 1.0 million, and 0.9 million
shares were issued during the years ended December 31, 2019, 2018, and 2017, respectively. Approximately 0.7
million shares are expected to be issued in 2020. As of December 31, 2019, the total remaining unrecognized
compensation cost related to nonvested RSUs was $134.9 million, which will be amortized over the weighted-
average remaining requisite service period of 27 months.

Note 13: Shareholders' Equity

During 2019, 2018, and 2017, we repurchased $4.40 billion, $4.15 billion and $359.8 million, respectively, of shares
associated with our share repurchase programs. As of December 31, 2019, we had $1.50 billion remaining under
our $8.00 billion share repurchase program that our board authorized in June 2018.

We have 5.0 million authorized shares of preferred stock. As of December 31, 2019 and 2018, no preferred stock
was issued.

We have an employee benefit trust that held 50.0 million shares of our common stock at both December 31, 2019
and 2018, to provide a source of funds to assist us in meeting our obligations under various employee benefit plans.
The cost basis of the shares held in the trust was $3.01 billion at both December 31, 2019 and 2018, and is shown as
a reduction of shareholders’ equity. Any dividend transactions between us and the trust are eliminated. Stock held
by the trust is not considered outstanding in the computation of EPS. The assets of the trust were not used to fund
any of our obligations under these employee benefit plans during the years ended December 31, 2019, 2018, and
2017.

Note 14: Income Taxes

In December 2017, the President of the U.S. signed into law the 2017 Tax Act. The 2017 Tax Act included significant
changes to the U.S. corporate income tax system, such as the reduction in the corporate income tax rate from 35
percent to 21 percent, transition to a territorial tax system, changes to business related exclusions, deductions and
credits, and modifications to international tax provisions, including a one-time repatriation transition tax (also
known as the ‘Toll Tax’) on unremitted foreign earnings and a global intangible low-taxed income (GILTI) provision,
the new U.S. minimum tax on the earnings of our foreign subsidiaries. In 2017, we recognized a provisional amount
of $1.91 billion, which was included as a component of income tax expense from continuing operations. This amount
represented approximately $3.6 billion attributable to the Toll Tax, partially offset by the changes in deferred taxes
resulting from the transition to a U.S. territorial system, including the re-measurement of deferred taxes. In 2018,
we recorded $313.3 million of income tax benefit, mainly attributable to measurement period adjustments to the
Toll Tax and GILTI.

Deferred taxes are recognized for the future tax effects of temporary differences between financial and income tax
reporting based on enacted tax laws and rates. Deferred taxes related to GILTI are also recognized for the future tax
effects of temporary differences.

We recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax position,
based on its technical merits, will be sustained upon examination by the taxing authority. The tax benefits
recognized in the financial statements from such a position are measured based on the largest benefit that has a
greater than 50 percent likelihood of being realized upon ultimate resolution.
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Following is the composition of income tax expense:

2019 2018 2017
Current:
Federall) $ 280.2 $ 169.6 % 3,181.0
Foreign 299.8 106.8 47.5
State (14.4) 4.7 (5.4)
Total current tax expense 565.6 281.1 3,223.1
Deferred:
Federall? 141.3 (3.7) (601.2)
Foreign (24.1) 248.7 (230.9)
State (54.8) 3.4 0.2
Total deferred tax (benefit) expense 62.4 248.4 (831.9)
Income taxes $ 628.0 $ 5295 % 2,391.2

1 The 2019 current tax expense includes $153.1 million of tax benefit from utilization of net operating loss carryforwards. The 2018 and
2017 current tax expense includes $201.5 million and $3.25 billion of tax expense, respectively, related to effects of the 2017 Tax Act.

2 The 2018 and 2017 deferred tax benefit includes $26.2 million and $1.33 billion of tax benefit, respectively, related to the effects of the

2017 Tax Act.

Significant components of our deferred tax assets and liabilities as of December 31 were as follows:

2019 2018
Deferred tax assets:
Purchases of intangible assets $ 25124 $ 2,627.7
Compensation and benefits 934.3 781.6
Tax credit carryforwards and carrybacks 455.8 359.4
Tax loss carryforwards and carrybacks 318.8 248.2
Sales rebates and discounts 197.3 45.5
Operating lease liabilities 140.6 =
Product return reserves 98.1 95.3
Other comprehensive loss on hedging transactions 59.6 68.9
Debt 53.9 40.3
Other 835.7 646.3
Total gross deferred tax assets 5,606.5 4,913.2
Valuation allowances (616.5) (574.8)
Total deferred tax assets 4,990.0 4,338.4
Deferred tax liabilities:
Earnings of foreign subsidiaries (1,776.4) (1,745.3)
Intangibles (1,298.0) (86.9)
Inventories (686.4) (681.3)
Prepaid employee benefits (305.9) (240.1)
Property and equipment (274.1) (260.9)
Financial instruments (139.4) (22.8)
Operating lease assets (124.7) —
Total deferred tax liabilities (4,604.9) (3,037.3)
Deferred tax assets - net $ 385.1 $ 1,301.1

The deferred tax asset and related valuation allowance amounts for U.S. federal and state net operating losses and
tax credits shown above have been reduced for differences between financial reporting and tax return filings.

At December 31, 2019, based on filed tax returns we have tax credit carryforwards and carrybacks of $799.2 million
available to reduce future income taxes; $149.3 million, if unused, will expire by 2026, and $55.6 million, if unused,
will expire between 2032 and 2038. The remaining portion of the tax credit carryforwards is related to federal tax
credits of $86.6 million, international tax credits of $114.7 million, and state tax credits of $393.0 million, all of

which are substantially reserved.

At December 31, 2019, based on filed tax returns we had net operating losses and other carryforwards for

international and U.S. federal income tax purposes of $949.7 million: $181.4 million will expire by 2024;
$345.4 million will expire between 2025 and 2039; and $422.9 million of the carryforwards will never expire. Net



operating losses and other carryforwards for international and U.S. federal income tax purposes are partially
reserved. Deferred tax assets related to state net operating losses of $116.1 million and other state carryforwards
of $3.6 million are fully reserved as of December 31, 2019.

Domestic and Puerto Rican companies contributed approximately 44 percent, 15 percent, and 16 percent for the
years ended December 31, 2019, 2018, and 2017, respectively, to consolidated income before income taxes. We have
a subsidiary operating in Puerto Rico under a tax incentive grant effective through the end of 2031.

The 2017 Tax Act introduced international tax provisions that fundamentally change the U.S. taxation of foreign
earnings. As a result, substantially all of the unremitted earnings of our foreign subsidiaries are considered to not
be indefinitely reinvested for continued use in our foreign operations. At December 31, 2019, we had accrued an
immaterial amount of foreign withholding taxes and state income taxes that would be owed upon future
distributions of unremitted earnings of our foreign subsidiaries that are not indefinitely reinvested. For the amount
considered to be indefinitely reinvested, it is not practicable to determine the amount of the related deferred income
tax liability due to the complexities in the tax laws and assumptions we would have to make.

Cash payments of U.S. federal, state, and foreign income taxes, net of refunds, were as follows:

2019 2018 2017
Cash payments of income taxes $ 1,180.5 $ 1,076.7 $ 221.5

The 2017 Tax Act provided an election to taxpayers subject to the Toll Tax to make payments over an eight-year
period. We made this election; therefore, we have included Toll Tax payments accordingly.

Following is a reconciliation of the income tax expense applying the U.S. federal statutory rate to income before
income taxes to reported income tax expense:

2019 2018 2017

Income tax at the U.S. federal statutory tax rate $ 1,105.8 $ 7728 $ 806.7
Add (deduct):

International operations, including Puerto Rico (242.0) (627.1) (480.8)

General business credits (108.8) (87.4) (66.8)

Non-deductible acquired IPR&D!" - 309.9 300.1

2017 Tax Act —_ 175.3 1,914.0

Other (127.0) (14.0) (82.0)
Income taxes $ 628.0 $ 5295 % 2,391.2

M Non-deductible acquired IPR&D was related to ARMO in 2018 and CoLucid in 2017. See Note 3 for additional information related to
acquisitions.

A reconciliation of the beginning and ending amount of gross unrecognized tax benefits is as follows:

2019 2018 2017
Beginning balance at January 1 $ 2,034.6 $ 1,000.8 $ 843.3
Additions based on tax positions related to the current year 187.2 798.2 133.8
Additions for tax positions of prior years 425.3 410.9 93.8
Reductions for tax positions of prior years (100.3) (115.4) (59.3)
Settlements (260.5) (33.2) (2.4)
Lapses of statutes of limitation (161.5) (20.5) (19.3)
Changes related to the impact of foreign currency translation (16.2) (6.2) 10.9
Ending balance at December 31 $ 2,108.6 $ 2,034.6 $ 1,000.8

The total amount of unrecognized tax benefits that, if recognized, would affect our effective tax rate was
$1.53 billion and $1.48 billion at December 31, 2019 and 2018, respectively.

We file income tax returns in the U.S. federal jurisdiction and various state, local, and non-U.S. jurisdictions. We are
no longer subject to U.S. federal, state and local, or non-U.S. income tax examinations in most major taxing
jurisdictions for years before 2011.

The U.S. examination of tax years 2013-2015 began in 2016, and certain matters were effectively settled during the
second quarter of 2019. As a result, our gross uncertain tax positions were reduced by approximately $200 million,
we made a cash payment of approximately $125 million, and our consolidated results were benefited by an
immaterial reduction in tax expense. During the fourth quarter of 2019, certain matters for tax year 2015 were
effectively settled upon conclusion of the Internal Revenue Service's (IRS) examination which resulted in an
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immaterial reduction in tax expense and gross uncertain tax positions. Also in the fourth quarter of 2019, the IRS
began its examination of tax years 2016-2018.

We recognize both accrued interest and penalties related to unrecognized tax benefits in income tax expense. We
recognized income tax (benefit] expense related to interest and penalties as follows:

2019 2018 2017
Income tax (benefit) expense $ (26.4) $ 251 $ 22.8

At December 31, 2019 and 2018, our accruals for the payment of interest and penalties totaled $150.8 million and
$183.9 million, respectively.

Note 15: Retirement Benefits

We use a measurement date of December 31 to develop the change in benefit obligation, change in plan assets,
funded status, and amounts recognized in the consolidated balance sheets at December 31 for our defined benefit
pension and retiree health benefit plans, which were as follows:

Defined Benefit Retiree Health
Pension Plans Benefit Plans
2019 2018 2019 2018
Change in benefit obligation:
Benefit obligation at beginning of year $ 13,4271 $ 14,839.7 $ 1,540.0 $ 1,718.7
Service cost 250.4 292.7 36.3 41.5
Interest cost 486.0 458.5 58.0 57.3
Actuarial (gain) loss 2,631.7 (1,386.5) 54.3 (176.9)
Benefits paid (584.2) (579.4) (87.3) (82.8)
Plan amendments — 17.6 — (14.1)
Curtailment (gain] loss (16.8) (43.9) (0.5) 25
Foreign currency exchange rate changes and other adjustments 56.8 (171.6) 0.6 (6.2)
Benefit obligation at end of year 16,251.0 13,4271 1,601.4 1,540.0
Change in plan assets:
Fair value of plan assets at beginning of year 10,932.6 11,713.0 2,398.1 2,372.4
Actual return on plan assets 2,012.0 (360.1) 4441 32.6
Employer contribution 429.9 319.0 13.2 75.9
Benefits paid (584.2) (579.4) (87.3) (82.8)
Foreign currency exchange rate changes and other adjustments 67.7 (159.9) 0.1 -
Fair value of plan assets at end of year 12,858.0 10,932.6 2,768.2 2,398.1
Funded status (3,393.0) (2,494.5) 1,166.8 858.1
Unrecognized net actuarial (gain) loss 6,177.6 5,011.3 (111.6) 140.6
Unrecognized prior service (benefit) cost 17.4 25.0 (236.4) (299.9)
Net amount recognized $ 2,802.0 $ 25418 $ 8188 $ 698.8
Amounts recognized in the consolidated balance sheet consisted of:
Other noncurrent assets $ 163.3 % 1937 $ 1,381.3 $ 1,043.6
Other current liabilities (65.3) (64.2) (7.3) (7.3)
Accrued retirement benefits (3,491.0) (2,624.0) (207.2) (178.2)
Accumulated other comprehensive (income) loss before income taxes 6,195.0 5,036.3 (348.0) (159.3)
Net amount recognized $ 2,802.0 $ 25418 $ 8188 $ 698.8

The unrecognized net actuarial loss (gain) and unrecognized prior service cost (benefit] have not yet been

recognized in net periodic pension costs and were included in accumulated other comprehensive loss at
December 31, 2019.

Market variables associated with the remeasurement, specifically a decrease in the discount rate partially offset by
higher return on plan assets, were the primary drivers for the $2.89 billion increase in the benefit obligation in
2019.



In July 2018, we announced that we would amend our defined benefit pension and retiree health benefit plans to
freeze or reduce benefits for certain employees effective January 1, 2019. We remeasured the impacted pension and
retiree health plans’ benefit obligations as of July 31, 2018, which resulted in a net curtailment gain of $28.0 million,
which was recorded in asset impairment, restructuring, and other special charges. Market variables associated
with this remeasurement, specifically an increase in the discount rate, were the primary driver for the $1.59 billion
decrease in the benefit obligations in 2018.

The workforce reduction plan initiated in 2017 included a curtailment loss of $159.0 million and a special
termination benefit of $354.7 million, of which $446.7 million was recorded in asset impairment, restructuring, and
other special charges and $67.0 million was recorded in discontinued operations, as a result of a remeasurement
as of October 31, 2017. The special termination benefits related to early retirement incentives offered as part of a
voluntary early retirement program for the U.S. plan in the fourth quarter of 2017. This program allowed certain
employees the opportunity to voluntarily leave the Company.

The following represents our weighted-average assumptions as of December 31:

Defined Benefit Retiree Health
Pension Plans Benefit Plans
(Percents) 2019 2018 2017 2019 2018 2017
Discount rate for benefit obligation 3.0% 4.0% 3.4% 3.3% 4.4% 3.7%
Discount rate for net benefit costs 4.0 3.4 3.9 4.4 3.7 4.3
Rate of compensation increase for benefit obligation 3.3 3.4 3.4
Rate of compensation increase for net benefit costs 3.4 3.4 3.4
Expected return on plan assets for net benefit costs 7.4 7.4 7.4 6.0 8.0 8.0

We annually evaluate the expected return on plan assets in our defined benefit pension and retiree health benefit
plans. In evaluating the expected rate of return, we consider many factors, with a primary analysis of current and
projected market conditions; asset returns and asset allocations; and the views of leading financial advisers and
economists. We may also review our historical assumptions compared with actual results, as well as the
assumptions and trend rates utilized by similar plans, where applicable.

Given the design of our retiree health benefit plans, healthcare-cost trend rates do not have a material impact on
our financial condition or results of operations.

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid as
follows:

2020 2021 2022 2023 2024 2025-2029
Defined benefit pension plans $ 6145 $ 6218 $ 6410 $ 6523 $ 682.4 % 3,712.1
Retiree health benefit plans 93.7 93.8 92.9 91.7 94.3 469.8

Amounts relating to defined benefit pension plans with projected benefit obligations in excess of plan assets were
as follows at December 31:

2019 2018
Projected benefit obligation $ 14,039.7 $ 11,584.2
Fair value of plan assets 10,483.4 8,895.6

Amounts relating to defined benefit pension plans and retiree health benefit plans with accumulated benefit
obligations in excess of plan assets were as follows at December 31:

Defined Benefit Retiree Health
Pension Plans Benefit Plans
2019 2018 2019 2018
Accumulated benefit obligation $ 13,063.7 $ 10,8378 $ 2144  $ 189.4
Fair value of plan assets 10,483.4 8,895.6 —_ —

The total accumulated benefit obligation for our defined benefit pension plans was $15.17 billion and $12.57 billion
at December 31, 2019 and 2018, respectively.
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Net pension and retiree health benefit expense included the following components:

Defined Benefit Retiree Health
Pension Plans Benefit Plans
2019 2018 2017 2019 2018 2017
Components of net periodic (benefit) cost:

Service cost $ 250.4 $ 2927 $ 3208 $ 363 $ 415 % 46.4
Interest cost 486.0 458.5 411.6 58.0 573 52.9
Expected return on plan assets (839.6) (842.1) (773.6) (144.3) (177.9) (160.7)
Amortization of prior service (benefit) cost 6.1 4.6 5.6 (62.9) (79.5) (90.0)
Recognized actuarial loss 284.9 332.5 286.8 1.9 6.1 18.4
Curtailment (gain) loss 2.2 1.3 93.5 — (29.3) 65.5
Special termination benefit — — 317.2 - — 37.5
Net periodic (benefit) cost $ 190.0 $ 2475 $ 6619 $ (111.00 $ (181.8) $ (30.0)

The following represents the amounts recognized in other comprehensive income (loss) for the years ended
December 31, 2019, 2018, and 2017:

Defined Benefit Retiree Health
Pension Plans Benefit Plans
2019 2018 2017 2019 2018 2017

Actuarial gain (loss) arising during period $ (1,6461.0) $ 1828 $ (898.1) $ 2661 $ 375 $ 261.3
Plan amendments during period — (17.6) — - 14.1 —
Curtailment gain (loss) 19.0 45.2 3.2 - (31.8) (39.7)
Amortization of prior service (benefit) cost
included in net income 6.1 4.6 5.6 (62.9) (79.5) (90.0)
Amortization of net actuarial loss included in
net income 284.9 332.5 286.8 1.9 6.1 18.4
Foreign currency exchange rate changes and
other (7.7) 471 (108.8) 3.6 (0.1) (3.3)
Total other comprehensive income (loss) during
period $ (1,158.7) % 5946 % (711.3] $ 188.7 % (53.7) % 146.7

We have defined contribution savings plans that cover our eligible employees worldwide. The purpose of these
plans is generally to provide additional financial security during retirement by providing employees with an incentive
to save. Our contributions to the plans are based on employee contributions and the level of our match. Expenses
under the plans totaled $145.2 million, $132.6 million, and $147.0 million for the years ended December 31, 2019,
2018, and 2017, respectively.

We provide certain other postemployment benefits primarily related to disability benefits and accrue for the related
cost over the service lives of employees. Expenses associated with these benefit plans for the years ended
December 31, 2019, 2018, and 2017 were not material.

Benefit Plan Investments

Our benefit plan investment policies are set with specific consideration of return and risk requirements in
relationship to the respective liabilities. U.S. and Puerto Rico plans represent approximately 80 percent of our
global investments. Given the long-term nature of our liabilities, these plans have the flexibility to manage an
above-average degree of risk in the asset portfolios. At the investment-policy level, there are no specifically
prohibited investments. However, within individual investment manager mandates, restrictions and limitations are
contractually set to align with our investment objectives, ensure risk control, and limit concentrations.

We manage our portfolio to minimize concentration of risk by allocating funds within asset categories. In addition,
within a category we use different managers with various management objectives to eliminate any significant
concentration of risk.

Our global benefit plans may enter into contractual arrangements (derivatives) to implement the local investment
policy or manage particular portfolio risks. Derivatives are principally used to increase or decrease exposure to a
particular public equity, fixed income, commodity, or currency market more rapidly or less expensively than could
be accomplished through the use of the cash markets. The plans utilize both exchange-traded and over-the-counter
instruments. The maximum exposure to either a market or counterparty credit loss is limited to the carrying value
of the receivable, and is managed within contractual limits. We expect all of our counterparties to meet their



obligations. The gross values of these derivative receivables and payables are not material to the global asset
portfolio, and their values are reflected within the tables below.

The defined benefit pension and retiree health benefit plan allocation for the U.S. and Puerto Rico currently
comprises approximately 70 percent growth investments and 30 percent fixed-income investments. The growth
investment allocation encompasses U.S. and international public equity securities, hedge funds, private equity-like
investments, and real estate. These portfolio allocations are intended to reduce overall risk by providing
diversification, while seeking moderate to high returns over the long term.

Public equity securities are well diversified and invested in U.S. and international small-to-large companies across
various asset managers and styles. The remaining portion of the growth portfolio is invested in private alternative
investments.

Fixed-income investments primarily consist of fixed-income securities in U.S. treasuries and agencies, emerging
market debt obligations, corporate bonds, mortgage-backed securities, commercial mortgage-backed obligations,
and any related repurchase agreements.

Hedge funds are privately owned institutional investment funds that generally have moderate liquidity. Hedge funds
seek specified levels of absolute return regardless of overall market conditions, and generally have low correlations
to public equity and debt markets. Hedge funds often invest substantially in financial market instruments (stocks,
bonds, commodities, currencies, derivatives, etc.) using a very broad range of trading activities to manage portfolio
risks. Hedge fund strategies focus primarily on security selection and seek to be neutral with respect to market
moves. Common groupings of hedge fund strategies include relative value, tactical, and event driven. Relative value
strategies include arbitrage, when the same asset can simultaneously be bought and sold at different prices,
achieving an immediate profit. Tactical strategies often take long and short positions to reduce or eliminate overall
market risks while seeking a particular investment opportunity. Event strategy opportunities can evolve from
specific company announcements such as mergers and acquisitions, and typically have little correlation to overall
market directional movements. Our hedge fund investments are made through limited partnership interests in
fund-of-funds structures and directly into hedge funds. Plan holdings in hedge funds are valued based on net asset
values (NAVs] calculated by each fund or general partner, as applicable, and we have the ability to redeem these
investments at NAV.

Private equity-like investment funds typically have low liquidity and are made through long-term partnerships or
joint ventures that invest in pools of capital invested in primarily non-publicly traded entities. Underlying
investments include venture capital (early stage investing], buyout, special situations, private debt, and private real
estate investments. Private equity management firms typically acquire and then reorganize private companies to
create increased long term value. Private equity-like funds usually have a limited life of approximately 10-15 years,
and require a minimum investment commitment from their limited partners. Our private equity-like investments
are made both directly into funds and through fund-of-funds structures to ensure broad diversification of
management styles and assets across the portfolio. Plan holdings in private equity-like investments are valued
using the value reported by the partnership, adjusted for known cash flows and significant events through our
reporting date. Values provided by the partnerships are primarily based on analysis of and judgments about the
underlying investments. Inputs to these valuations include underlying NAVs, discounted cash flow valuations,
comparable market valuations, and may also include adjustments for currency, credit, liquidity and other risks as
applicable. The vast majority of these private partnerships provide us with annual audited financial statements
including their compliance with fair valuation procedures consistent with applicable accounting standards.

Real estate is composed of public holdings. Real estate investments in registered investment companies that trade
on an exchange are classified as Level 1 on the fair value hierarchy. Real estate investments in funds measured at

fair value on the basis of NAV provided by the fund manager are classified as such. These NAVs are developed with
inputs including discounted cash flow, independent appraisal, and market comparable analyses.

Other assets include cash and cash equivalents and mark-to-market value of derivatives.

The cash value of the trust-owned insurance contract is primarily invested in investment-grade publicly traded
equity and fixed-income securities.

Other than hedge funds, private equity-like investments, and a portion of the real estate holdings, which are
discussed above, 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.
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The fair values of our defined benefit pension plan and retiree health plan assets as of December 31, 2019 by asset
category were as follows:

Fair Value Measurements Using

Quoted Prices in

Active Significant Significant
Markets for Observable Unobservable Investments
Identical Assets Inputs Inputs Valued at Net
Asset Class Total (Level 1) (Level 2) (Level 3) Asset Value!
Defined Benefit Pension Plans
Public equity securities:
u.s. $ 794.2 $ 532.5 $ = $ = $ 261.7
International 2,639.2 1,046.8 — — 1,392.4
Fixed income:
Developed markets 3,661.4 4.8 2,658.9 — 997.7
Developed markets - repurchase
agreements (1,659.1) — (1,659.1) — —
Emerging markets 648.0 18.5 277.4 4.1 348.0
Private alternative investments:
Hedge funds 2,897.9 — — — 2,897.9
Equity-Llike funds 2,279.3 — — 16.8 2,262.5
Real estate 570.3 166.2 — — 4041
Other 1,226.8 62.9 222.6 6.6 934.7
Total $ 12,858.0 $ 1,831.7 $ 1,499.8 $ 27.5 $ 9,499.0
Retiree Health Benefit Plans
Public equity securities:
us. $ 76.5 $ 52.1 $ — $ - $ 24.4
International 152.6 60.8 — — 91.8
Fixed income:
Developed markets 82.7 — 56.3 = 26.4
Emerging markets 58.5 - 27.0 0.4 31.1
Private alternative investments:
Hedge funds 250.8 - - - 250.8
Equity-Llike funds 187.4 — — 1.6 185.8
Cash value of trust owned insurance
contract 1,832.2 — 1,832.2 — —
Real estate 313 16.2 — — 15.1
Other 96.2 1.4 7.9 0.7 76.2
Total $ 2,768.2 $ 140.5 $ 1,923.4 $ 2.7 $ 701.6

() Certain investments that are measured at fair value using the NAV per share (or its equivalent] as a practical expedient have not been
classified in the fair value hierarchy.

No material transfers between Level 1, Level 2, or Level 3 occurred during the year ended December 31, 2019. The
activity in the Level 3 investments during the year ended December 31, 2019 was not material.
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The fair values of our defined benefit pension plan and retiree health plan assets as of December 31, 2018 by asset
category were as follows:

Fair Value Measurements Using

Quoted Prices in

Active Significant Significant
Markets for Observable Unobservable Investments
Identical Assets Inputs Inputs Valued at Net

Asset Class Total (Level 1) (Level 2) (Level 3) Asset Value!!
Defined Benefit Pension Plans
Public equity securities:

u.s. $ 617.7 % 4091 $ - $ - $ 208.6

International 2,117.8 828.8 — 1.8 1,287.2
Fixed income:

Developed markets 2,933.4 17.2 2,173.3 — 742.9

Developed markets - repurchase

agreements (1,225.5) — (1,225.5) — —

Emerging markets 565.2 3.4 255.8 6.1 299.9
Private alternative investments:

Hedge funds 2,795.3 — — — 2,795.3

Equity-Llike funds 1,893.5 — — 16.8 1,876.7
Real estate 505.7 1471 — — 358.6
Other 729.5 213.0 83.7 = 432.8
Total $ 10,932.6 $ 1,618.6 $ 1,287.3 $ 24.7 $ 8,002.0
Retiree Health Benefit Plans
Public equity securities:

u.s. $ 59.9 $ 41.0 $ — $ — $ 18.9

International 127.0 50.5 — 0.2 76.3
Fixed income:

Developed markets 69.1 — 61.5 = 7.6

Emerging markets 53.5 - 255 0.6 27.4
Private alternative investments:

Hedge funds 245.8 - - — 245.8

Equity-Llike funds 169.2 — — 1.7 167.5
Cash value of trust owned insurance
contract 1,574.7 — 1,574.7 — —
Real estate 27.7 14.7 — — 13.0
Other 71.2 38.1 (3.8) - 36.9
Total $ 2,398.1 $ 144.3 $ 1,657.9 $ 2.5 $ 593.4

() Certain investments that are measured at fair value using the NAV per share (or its equivalent] as a practical expedient have not been
classified in the fair value hierarchy.

No material transfers between Level 1, Level 2, or Level 3 occurred during the year ended December 31, 2018. The
activity in the Level 3 investments during the year ended December 31, 2018 was not material.

In 2020, we expect to contribute approximately $40 million to our defined benefit pension plans to satisfy minimum
funding requirements for the year. Additional discretionary contributions are not expected to be significant.
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Note 16: Contingencies

We are a party to various legal actions and government investigations. The most significant of these are described
below. It is not possible to determine the outcome of these matters, and we cannot reasonably estimate the
maximum potential exposure or the range of possible loss in excess of amounts accrued for any of these matters;
however, we believe that, except as noted below with respect to the Alimta patent litigation and administrative
proceedings, the resolution of all such matters will not have a material adverse effect on our consolidated financial
position or liquidity, but could possibly be material to our consolidated results of operations in any one accounting
period.

Litigation accruals, environmental liabilities, and the related estimated insurance recoverables are reflected on a
gross basis as liabilities and assets, respectively, on our consolidated balance sheets. With respect to the product
liability claims currently asserted against us, we have accrued for our estimated exposures to the extent they are
both probable and reasonably estimable based on the information available to us. We accrue for certain product
liability claims incurred but not filed to the extent we can formulate a reasonable estimate of their costs. We
estimate these expenses based primarily on historical claims experience and data regarding product usage. Legal
defense costs expected to be incurred in connection with significant product liability loss contingencies are accrued
when both probable and reasonably estimable.

Patent Litigation

Alimta Patent Litigation and Administrative Proceedings

A number of manufacturers are seeking approvals in the U.S., a number of countries in Europe, and Japan to
market generic forms of Alimta prior to the expiration of our vitamin regimen patents, alleging that those patents
are invalid, not infringed, or both. We believe our Alimta vitamin regimen patents are valid and enforceable against
these generic manufacturers. However, it is not possible to determine the ultimate outcome of the proceedings, and
accordingly, we can provide no assurance that we will prevail. An unfavorable outcome in the U.S. could have a
material adverse impact on our future consolidated results of operations, liquidity, and financial position. We expect
that a loss of exclusivity for Alimta in any of the below jurisdictions would result in a rapid and severe decline in
future revenue for the product in the relevant market.

U.S. Patent Litigation and Administrative Proceedings

We filed a lawsuit in the U.S. District Court for the District of Delaware against Eagle Pharmaceuticals, Inc. (Eagle)
in response to its application to market a product using an alternative form of pemetrexed (the active ingredient in
Alimta). In December 2019, we and Eagle reached an agreement to settle all pending litigation, allowing Eagle a
limited initial entry into the market with its product starting February 2022 (up to an approximate three-week
supply) and subsequent unlimited entry starting April 2022. Alimta is protected by a vitamin regimen patent (2021)
plus pediatric exclusivity through May 2022.

In June 2018, the U.S. District Court for the Southern District of Indiana ruled in our favor in two similar cases,
finding Dr. Reddy's Laboratories' (Dr. Reddy) and Hospira, Inc.'s (Hospira) proposed products would infringe our
method of use patent under the doctrine of equivalents. The district court also ruled that the use of Hospira's
proposed product would literally infringe our method of use patent. In August 2019, the U.S. Court of Appeals for the
Federal Circuit affirmed the district court’s ruling that the use of Dr. Reddy’s and Hospira’s proposed products
would infringe our patent under the doctrine of equivalents but reversed the finding of literal infringement with
respect to Hospira’s product. In November 2019, the court denied Dr. Reddy and Hospira’s petition for rehearing of
the court’s doctrine of equivalents ruling. Dr. Reddy and Hospira have petitioned the U.S. Supreme Court to review
the case.

We have lawsuits pending alleging infringement against Actavis LLC (Actavis) and Apotex Inc. (Apotex) in response
to their applications to market products using alternative forms of pemetrexed. In December 2019, the U.S. District
Court for the Southern District of Indiana granted our motion for summary judgment of infringement under the
doctrine of equivalents and denied Apotex’s motion. Apotex has appealed. The lawsuit against Actavis has been
stayed, pending the conclusion of the Dr. Reddy and Hospira appeals (described above).

European Patent Litigation

Legal proceedings are ongoing in various national courts throughout Europe. We are aware that several companies
have received approval to market generic versions of pemetrexed in major European markets (including generics
currently on the market at risk in France, Germany, and the Netherlands) and that additional generic competitors
may choose to launch at risk. We will continue to seek to remove any generic pemetrexed products launched at risk
in European markets and seek damages with respect to such launches, and defend our patents against validity
challenges.



Japanese Administrative Proceedings

Three separate sets of demands for invalidation of our two Japanese vitamin regimen patents, involving several
companies, have been filed with the Japanese Patent Office (JPO). The JPO rejected a demand for invalidation by
Sawai Pharmaceutical Co., Ltd., which was affirmed on appeal in 2017. In July 2018, the JPO issued written
decisions dismissing demands brought by Nipro Corporation (Nipro) for invalidation of our two Japanese vitamin
regimen patents. In November 2019, the IP High Court in Tokyo affirmed the dismissal of Nipro’s demand for
invalidation. The JPO scheduled a hearing in March 2020 concerning the demands brought by Hospira. If upheld
through all challenges, these patents would provide intellectual property protection for Alimta until June 2021.
Notwithstanding our patents, generic versions of Alimta received regulatory approval in Japan starting in February
2016. We do not currently anticipate that generic versions of Alimta will proceed to pricing approval.

Jardiance Patent Litigation

Boehringer Ingelheim, our partner in marketing and development of Jardiance, initiated U.S. patent litigation in the
U.S. District Court of Delaware involving Jardiance, Glyxambi, and Synjardy in accordance with the procedures set
out in the Drug Price Competition and Patent Term Restoration Act of 1984 (the Hatch-Waxman Act). Several
companies submitted Abbreviated New Drug Applications seeking approval to market generic versions of Jardiance
prior to the expiration of the relevant patents, alleging certain patents, including in some allegations the compound
patent, are invalid or would not be infringed. Trial is scheduled in April 2021.

Taltz Patent Litigation

We have been named as a defendant in litigation filed by Genentech, Inc. in the U.S. District Court for the Southern
District of California seeking a ruling that Genentech’s patent would be infringed by our continued sales of Taltz.
Separately, the U.S. Patent and Trademark Office (USPTO) has granted our request to initiate a post grant review
(PGR] to examine the validity of Genentech’s patent asserted against us in the litigation. We expect USPTO's
decision on the merits in the fourth quarter of 2020. The litigation in the U.S. District Court for the Southern District
of California has been stayed pending the outcome of the PGR. We have also been named as defendant in litigation
filed by Genentech in Germany asserting infringement of a related Genentech patent and seeking a similar ruling of
patent infringement by sales of Taltz in Germany. We expect a trial to assess Genentech’s infringement claims could
take place in late 2020 or early 2021. We have ongoing litigation in the U.K. in which Genentech has asserted similar
claims regarding Genentech’s corresponding U.K. patent. We believe all of these lawsuits are without merit and we
are vigorously defending against them.

Emgality Patent Litigation

We have been named as a defendant in litigation filed by Teva Pharmaceuticals International GMBH and Teva
Pharmaceuticals USA, Inc. (collectively, Teva) in the U.S. District Court for the District of Massachusetts seeking a
ruling that various claims in nine different Teva patents would be infringed by our launch and continued sales of
Emgality for the prevention of migraine in adults. We believe this lawsuit is without merit and are defending against
it vigorously. Separately, the USPTO granted our request to initiate an inter partes review (IPR] to reexamine the
validity of the nine Teva patents asserted against us in the litigation. In February 2020, the USPTO ruled in our favor
and found that all claims asserted against us in six of Teva's nine patents were invalid. We expect the USPTO to
issue a decision on the remaining three Teva patents in the second quarter of 2020. The litigation in the U.S. District
Court for the District of Massachusetts has been stayed pending the outcome of the USPTO’s decision on all nine of
Teva's patents.

Product Liability Litigation
Cymbalta Product Liability Litigation

We were named as a defendant in a purported class-action lawsuit in the U.S. District Court for the Central District
of California (now called Strafford et al. v. Eli Lilly and Company) involving Cymbalta. The plaintiffs, purporting to
represent a class of persons who purchased and/or paid for Cymbalta, asserted claims under the consumer
protection statutes of California, Massachusetts, Missouri, and New York, and sought declaratory, injunctive, and
monetary relief for various alleged economic injuries arising from their purchases. After the district court denied
the plaintiffs’ motions for class certification, plaintiffs voluntarily dismissed their claims. The plaintiffs subsequently
appealed to the U.S. Court of Appeals for the Ninth Circuit. In November 2017, the U.S. Court of Appeals for the
Ninth Circuit dismissed the appeal for lack of jurisdiction. In July 2018, the U.S. District Court for the Central
District of California denied the plaintiffs’ motion to reopen the case. The plaintiffs appealed this denial to the U.S.
Court of Appeals for the Ninth Circuit and in January 2020, the Ninth Circuit affirmed the district court’s decision.
The plaintiffs have filed a petition for rehearing before the Ninth Circuit.
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Other Matters

Brazil Litigation - Cosmopolis Facility

Labor Attorney Litigation

Our subsidiary in Brazil, Eli Lilly do Brasil Limitada (Lilly Brasil), is named in a lawsuit brought by the Labor
Attorney for the 15th Region in the Labor Court of Paulinia, State of Sao Paulo, Brazil, alleging possible harm to
employees and former employees caused by exposure to heavy metals at a former Lilly Brasil manufacturing facility
in Cosmopolis, Brazil, operated by the company between 1977 and 2003. In May 2014, the labor court judge ruled
against Lilly Brasil, ordering it to undertake several actions of unspecified financial impact, including paying lifetime
health coverage for the employees and contractors who worked at the Cosmopolis facility more than six months
during the affected years and their children born during and after this period. We appealed this decision. In July
2018, the appeals court affirmed the labor court’s ruling with the total financial impact of the ruling estimated to be
approximately 500 million Brazilian real (approximately $125 million as of December 31, 2019). The appeals court
restricted the broad health coverage awarded by the labor court to health problems that claimants could show
arose from exposure to the alleged contamination. In August 2019, Lilly Brasil filed an appeal to the superior labor
court. In September 2019, the appeals court stayed a number of elements of its prior decision, including the
obligation to provide health coverage for contractors, their children, and children of employees who worked at the
Cosmopolis facility, pending the determination of Lilly Brasil's appeal to the superior labor court.

In June 2019, the Labor Attorney filed an application in the labor court for enforcement of the healthcare coverage
granted by the appeals court in its July 2018 ruling and requested restrictions on Lilly Brasil's assets in Brazil. In
July 2019, the labor court issued a ruling requiring either a freeze of Lilly Brasil's immovable property or,
alternatively, a security deposit of 500 million Brazilian real (approximately $125 million as of December 31, 2019).
Lilly Brasil filed a writ of mandamus challenging this ruling, but the court has stayed its decision on this writ and
instead directed the parties to attend conciliation hearings, a process which is ongoing. The labor court also stayed
the Labor Attorney’s application to enforce the previous healthcare coverage ruling until after the appeals court
ruled on the various motions pending before it. If the conciliation hearings are unsuccessful, once concluded, we
intend to file a motion to strike the Labor Attorney’s application to enforce the previous healthcare coverage given
the appeals court’s stay in September 2019 of a number of elements of its prior decision described above.

Individual Former Employee Litigation

We are also named in approximately 30 lawsuits filed in the same labor court by individual former employees
making similar claims. These lawsuits are each at various stages in the litigation process, with judgments being
handed down in approximately half of the lawsuits, nearly all of which are on appeal in the labor courts.

We believe all of these lawsuits are without merit and are defending against them vigorously.

Pricing Litigation, Investigations, and Inquiries

Litigation

We, along with Sanofi and Novo Nordisk, are named as defendants in a consolidated purported class action

lawsuit, In re. Insulin Pricing Litigation, in the U.S. District Court of New Jersey relating to insulin pricing. Plaintiffs
seek damages under various state consumer protection laws and the Federal Racketeer Influenced and Corrupt
Organization Act (federal RICO Act). Separately, we, along with Sanofi and Novo Nordisk, are named as defendants
in MSP Recovery Claims, Series, LLC et al. v. Sanofi Aventis U.S. LLC et al., in the same court, seeking damages under
various state consumer protection laws, common law fraud, unjust enrichment, and the federal RICO Act. Also, in
the same court, we, along with Sanofi and Novo Nordisk, had been named as defendants in a purported class action

lawsuit, Prof'l{ Drug Co., Inc. & FWK Holdings, LLC v. Novo Nordisk Inc. et al,, seeking damages under the federal and
New Jersey RICO Acts. Plaintiffs in that matter voluntarily dismissed their lawsuit in January 2020.

The Minnesota Attorney General's Office filed a complaint against us, Sanofi, and Novo Nordisk, State of Minnesota
v. Sanofi-Aventis U.S. LLC et al., in the U.S. District Court of New Jersey, alleging unjust enrichment, and violations
of various Minnesota state consumer protection laws and the federal RICO Act. Additionally, the Kentucky Attorney
General's Office filed a complaint against us, Sanofi, and Novo Nordisk, Commonwealth of Kentucky v. Novo
Nordisk, Inc. et al., in Kentucky state court, alleging violations of the Kentucky consumer protection law, false
advertising, and unjust enrichment. Harris County in Texas filed a complaint against us, Sanofi, Novo Nordisk,
Express Scripts, CVS, Optum, and Aetna, County of Harris Texas v. Eli Lilly & Co., et al., in federal court in the Southern
District of Texas, alleging violations of the federal RICO Act and RICO conspiracy, federal and state anti-trust law,
and the state deceptive trade practices-consumer protection act. Harris County also alleges common law claims
such as, fraud, unjust enrichment, and civil conspiracy. This lawsuit relates to our insulins as well as Trulicity.

We believe all of these claims are without merit and are defending against them vigorously.



Investigations, Subpoenas, and Inquiries

We have received a subpoena from the New York Attorney General's Office and civil investigative demands from the
Washington, New Mexico, and Colorado Attorney General Offices relating to the pricing and sale of our insulin
products. The Offices of the Attorney General in Mississippi, Washington D.C., California, Florida, Hawaii, and
Nevada have requested information relating to the pricing and sale of our insulin products. We also received
interrogatories from the California Attorney General's Office regarding our competition in the long-acting insulin
market. We received two requests from the House of Representatives’ Committee on Energy and Commerce and a
request from the Senate’s Committee on Health, Education, Labor, and Pensions, seeking certain information
related to the pricing of insulin products, among other issues. We also received requests from the House of
Representatives’ Committee on Oversight and Reform and the Senate’'s Committee on Finance, which seek detailed
commercial information and business records. We are cooperating with all of these aforementioned requests and
investigations.

Product Liability Insurance

Because of the nature of pharmaceutical products, it is possible that we could become subject to large numbers of
additional product liability and related claims in the future. Due to a very restrictive market for product liability
insurance, we are self-insured for product liability losses for all our currently and previously marketed products.
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Note 17: Other Comprehensive Income (Loss)

The following table summarizes the activity related to each component of other comprehensive income (loss):

Continuing Operations

Foreign Unrealized Defined Benefit Effective Accumulated
Currency Net Gains Pension and Portion of Other
Translation (Losses) Retiree Health Cash Flow Discontinued Comprehensive
(Amounts presented net of taxes) Gains (Losses) on Securities Benefit Plans Hedges Operations Loss
Beginning balance at January 1, 20170 § (1,686.6) % 224.0 $ (3,352.00 $ (2109) $ (2003) % (5,225.8)
Other comprehensive income (loss)
before reclassifications 525.6 (15.7) (532.1) 8.5 127.7 114.0
Net amount reclassified from
accumulated other comprehensive
loss 8.1 (110.6) 151.9 9.6 1.5 60.5
Net other comprehensive income
(loss) 533.7 (126.3) (380.2) 18.1 129.2 174.5
Reclassifications of stranded tax
effects (Note 1) (38.8) 15.8 (579.1) (41.5) — (643.6)
Balance at December 31, 20171 (1,191.7) 113.5 (4,311.3) (234.3) (71.1) (5,694.9)
Reclassification due to adoption of
new accounting standard® — (128.9) — — — (128.9)

Other comprehensive income (loss)
before reclassifications (378.0) 24.5 250.7 (16.3) 12.2 (106.9)

Net amount reclassified from
accumulated other comprehensive

loss = (31.2) 207.9 11.7 2.1 190.5

Net other comprehensive income

(loss) (378.0) (6.7) 458.6 (4.6) 14.3 83.6
Balance at December 31, 20184 (1,569.7) (22.1) (3,852.7) (238.9) (56.8) (5,740.2)

Other comprehensive income (loss)

before reclassifications (46.2) 28.9 (967.6) 14.5 (27.2) (997.6)

Net amount reclassified from
accumulated other comprehensive

loss (62.1) (1.9) 181.7 12.5 84.0 214.2

Net other comprehensive income

(loss) (108.3) 27.0 (785.9) 27.0 56.8 (783.4)
Ending balance at December 31,2019  $ (1,678.0) $ 4.9 $ (4,638.6) $ (211.9) $ - $ (6,523.6)

M Accumulated other comprehensive loss as of January 1, 2017 consists of $5.27 billion of accumulated other comprehensive loss
attributable to controlling interest and $48.2 million of accumulated other comprehensive income attributable to noncontrolling
interest.

2 Accumulated other comprehensive loss as of December 31, 2017 consists of $5.72 billion of accumulated other comprehensive loss
attributable to controlling interest and $23.7 million of accumulated other comprehensive income attributable to noncontrolling
interest.

B) This reclassification consists of $105.2 million of accumulated other comprehensive loss attributable to controlling interest and $23.7
million of accumulated other comprehensive loss attributable to noncontrolling interest. Refer to Note 1 for further details regarding
the reclassification due to the adoption of ASU 2016-01.

W Accumulated other comprehensive loss as of December 31, 2018 consists of $5.73 billion of accumulated other comprehensive loss
attributable to controlling interest and $11.0 million of accumulated other comprehensive loss attributable to noncontrolling interest.

The tax effects on the net activity related to each component of other comprehensive income (loss) for the years
ended December 31, were as follows:

Tax benefit (expense) 2019 2018 2017

Foreign currency translation gains/losses $ (18.4) $ 51.6 $ 170.8
Unrealized net gains/losses on securities (7.4) 2.1 55.0
Defined benefit pension and retiree health benefit plans 184.1 (85.3) 186.6
Effective portion of cash flow hedges (7.3) 1.3 (9.7)

Benefit/(provision) for income taxes allocated to other comprehensive income (loss)
items $ 151.0 $ (30.3) % 402.7

Except for the tax effects of foreign currency translation gains and losses related to our foreign currency-
denominated notes, cross-currency interest rate swaps, and other foreign currency exchange contracts designated
as net investment hedges (see Note 7), income taxes were not provided for foreign currency translation. Generally,
the assets and liabilities of foreign operations are translated into U.S. dollars using the current exchange rate. For
those operations, changes in exchange rates generally do not affect cash flows; therefore, resulting translation
adjustments are made in shareholders’ equity rather than in the consolidated statements of operations.



Reclassifications out of accumulated other comprehensive loss were as follows:

Year Ended December 31,

Details about Accumulated Other Affected Line Item in the Consolidated
Comprehensive Loss Components 2019 2018 2017 Statements of Operations
Amortization of retirement benefit items:
Prior service benefits, net $ (56.8) $ (749 % (84.4) Other—net, (income) expense
Actuarial losses 286.8 338.6 305.2 Other—net, (income) expense
Total before tax 230.0 263.7 220.8
Tax benefit (48.3) (55.8) (68.9) Income taxes
Net of tax 181.7 207.9 151.9

Unrealized gains/losses on available-for-
sale securities:

Realized gains, net (2.4) (39.5) (170.2) Other—net, (income) expense
Tax expense 0.5 8.3 59.6 Income taxes
Net of tax (1.9) (31.2) (110.6)

Other, net of tax (49.6) 11.7 17.7 Other—net, (income) expense
Reclassifications from continuing
operations [net of tax] 130.2 188.4 59.0
Reclassifications from discontinued Net income (loss) from discontinued
operations (net of tax) 84.0 2.1 1.5 operations
Total reclassifications for the period, net of
tax $ 214.2 $ 190.5 $ 60.5

Note 18: Other-Net, (Income) Expense

Other-net, (income) expense consisted of the following:

2019 2018 2017
Interest expense $ 400.6 $ 242.5 $ 225.0
Interest income (80.4) (159.3) (166.4)
Debt extinguishment loss (Note 11) 252.5 — —
Gain on sale of antibiotic business in China (Note 3) (309.8) — —
Retirement benefit (209.9) (240.5) (249.0)
Other (income) expense (344.6) 11.7 (111.1)
Other-net, (income) expense $ (291.6) $ (145.6) $ (301.5)

For the years ended December 31, 2019 and 2017, other income was primarily related to net gains on investments
(Note 7).

Note 19: Discontinued Operations

On September 24, 2018, Elanco completed its initial public offering (IPO) resulting in the issuance of 72.3 million
shares of its common stock, which represented 19.8 percent of Elanco’s outstanding shares, at $24 per share.

In connection with the completion of the IPO, through a series of equity and other transactions, we transferred to
Elanco the animal health businesses that formed its business. In exchange, Elanco transferred to us consideration
of approximately $4.2 billion, which consisted primarily of the net proceeds from the IPO and the net proceeds from
a $2.00 billion debt offering and a $500.0 million three-year term loan facility entered into by Elanco in August 2018.
The consideration that we received was used for debt repayment, dividends, and share repurchases. The excess of
the net proceeds from the IPO over the net book value of our divested interest was $629.2 million and was recorded
in additional paid-in capital. As of December 31, 2018, the noncontrolling interest of $1.02 billion associated with
Elanco was reflected in noncontrolling interests in the consolidated balance sheet.

Through March 11, 2019, we continued to consolidate Elanco, as we retained control over Elanco. We completed the
disposition of our remaining 80.2 percent ownership of Elanco common stock through a tax-free exchange offer that
closed on on March 11, 2019 (the disposition date). The earnings attributable to the divested, noncontrolling interest
for the period from the IPO until disposition were not material.
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As a result of the disposition, in the first quarter of 2019, we recognized a gain related to the disposition of
approximately $3.7 billion, and we presented Elanco, including the gain related to the disposition, as discontinued
operations in our consolidated financial statements for all periods presented.

The following table sets summarizes revenue and net income (loss] from discontinued operations:

2019 2018 2017
Revenue from discontinued operations $ 580.0 $ 3,062.4 $ 2,897.5

Net income (loss) from discontinued operations 3,680.5 81.4 (117.7)

The following table presents the major classes of assets and liabilities from discontinued operations at December

31, 2018:
December 31, 2018

Inventories $ 1,013.7
Other current assets 1,215.4
Current assets of discontinued operations $ 2,229.1
Goodwill $ 2,980.9
Other intangibles, net 2,453.0
Property and equipment, net 923.4
Other assets 126.8
Noncurrent assets of discontinued operations $ 6,484.1
Current liabilities of discontinued operations $ 692.8
Long-term debt $ 2,443.3
Other liabilities 299.0
Noncurrent liabilities of discontinued operations $ 2,742.3

The gain related to the disposition of Elanco in the consolidated statement of cash flows includes the operating
results of Elanco through the disposition date, which were not material. Net cash flows of our discontinued
operations for operating and investing activities for the year ended December 31, 2019 were not material. Net cash
provided by operating activities related to our discontinued operations was approximately $500 million and $300
million for the years ended December 31, 2018 and 2017, respectively. Net cash used by investing activities related
to our discontinued operations was approximately $130 million and $960 million for the years ended December 31,
2018 and 2017, respectively.

We entered into a transitional services agreement (TSA] with Elanco that is designed to facilitate the orderly
transfer of various services to Elanco. The TSA relates primarily to administrative services, which are generally to
be provided over 24 months from the disposition date. This agreement is not material and does not confer upon us
the ability to influence the operating and/or financial policies of Elanco subsequent to the disposition date.
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Note 20: Selected Quarterly Data (unaudited)

2019 Fourth Third Second First

Revenue $ 61140 $ 54766 $ 56367 $ 50922
Cost of sales 1,282.6 1,175.0 1,124.9 1,138.7
Operating expenses!! 3,279.5 2,793.2 2,988.5 2,747.6
Acquired IPR&D —_ 77.7 25.0 136.9
Asset impairment, restructuring, and other special charges®? 151.7 - - 423.9
Income before income taxes 1,663.1 1,405.8 1,465.9 731.1
Income taxes 167.4 151.9 138.7 170.0
Net income from continuing operations 1,495.7 1,253.9 1,327.2 561.1
Net Income from discontinued operations — - — 3,680.5
Net income 1,495.7 1,253.9 1,327.2 4,241.6
EPS from continuing operations - basic 1.64 1.37 1.44 0.57
EPS from discontinued operations - basic — —_ - 3.76
EPS—basic 1.64 1.37 1.44 4.33
EPS from continuing operations - diluted 1.64 1.37 1.44 0.57
EPS from discontinued operations - diluted — - - 3.74
EPS—diluted 1.64 1.37 1.44 4.31
Dividends paid per share 0.6450 0.6450 0.6450 0.6450
2018 Fourth Third Second First

Revenue $ 56376 $ 53069 $ 55850 $ 4,963.8
Cost of sales 1,129.9 1,152.9 1,234.3 1,164.6
Operating expenses!! 3,085.5 2,738.1 2,756.6 2,446.2
Acquired IPR&D® 329.4 30.0 1,624.5 —
Asset impairment, restructuring, and other special charges 192.7 42.9 (25.5) 56.8
Income before income taxes 931.6 1,341.1 41.7 1,365.7
Income taxes! (189.8) 247.5 2733 198.5
Net income (loss) from continuing operations 1,121.4 1,093.6 (231.6) 1,167.2
Net Income (loss) from discontinued operations 3.7 55.9 (28.3) 50.2
Net income (loss) 1,125.1 1,149.5 (259.9) 1,217.4
Earnings (loss) per share from continuing operations - basic 1.11 1.07 (0.22) 1.1
Earnings (loss) per share from discontinued operations - basic — 0.06 (0.03) 0.05
Earnings (loss) per share—basic 1.1 1.13 (0.25) 1.16
Earnings (loss) per share from continuing operations - diluted 1.10 1.07 (0.22) 1.11
Earnings (loss) per share from discontinued operations - diluted — 0.05 (0.03) 0.05
Earnings (loss) per share—diluted 1.10 1.12 (0.25) 1.16
Dividends paid per share 0.5625 0.5625 0.5625 0.5625

M Includes research and development and marketing, selling, and administrative expenses.

21 Asset impairment, restructuring, and other special charges in the first quarter of 2019 were primarily associated with the accelerated

vesting of Loxo employee equity awards as a result of the closing of the acquisition of Loxo. See Note 5 for further discussion.

B Acquired IPR&D charges in the second quarter of 2018 were primarily due to the ARMO acquisition. See Note 3 for further discussion.

“ Income taxes in the fourth quarter of 2018 were a tax benefit primarily due to adjustments associated with U.S. tax reform. See Note 14

for further discussion.

Our common stock is listed under the ticker symbol LLY on the New York Stock Exchange (NYSE].
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Management’s Reports

Management’s Report for Financial Statements—Eli Lilly and Company
and Subsidiaries

Management of Eli Lilly and Company and subsidiaries is responsible for the accuracy, integrity, and fair
presentation of the financial statements. The statements have been prepared in accordance with generally accepted
accounting principles in the United States and include amounts based on judgments and estimates by
management. In management’s opinion, the consolidated financial statements present fairly our financial position,
results of operations, and cash flows.

In addition to the system of internal accounting controls, we maintain a code of conduct (known as "The Red Book")
that applies to all employees worldwide, requiring proper overall business conduct, avoidance of conflicts of
interest, compliance with laws, and confidentiality of proprietary information. All employees must take training
annually on The Red Book and are required to report suspected violations. A hotline number is published in The Red
Book to enable employees to report suspected violations anonymously. Employees who report suspected violations
are protected from discrimination or retaliation by the company. In addition to The Red Book, the chief executive
officer and all financial management must sign a financial code of ethics, which further reinforces their ethical and
fiduciary responsibilities.

The consolidated financial statements have been audited by Ernst & Young LLP, an independent registered public
accounting firm. Their responsibility is to examine our consolidated financial statements in accordance with
generally accepted auditing standards of the Public Company Accounting Oversight Board (United States). Ernst &
Young's opinion with respect to the fairness of the presentation of the statements is included in our Annual Report.
Ernst & Young reports directly to the audit committee of the board of directors.

Our audit committee includes five nonemployee members of the board of directors, all of whom are independent
from our company. The committee charter, which is available on our website, outlines the members’ roles and
responsibilities. It is the audit committee’s responsibility to appoint an independent registered public accounting
firm subject to shareholder ratification, approve both audit and non-audit services performed by the independent
registered public accounting firm, and review the reports submitted by the firm. The audit committee meets several
times during the year with management, the internal auditors, and the independent public accounting firm to
discuss audit activities, internal controls, and financial reporting matters, including reviews of our externally
published financial results. The internal auditors and the independent registered public accounting firm have full
and free access to the committee.

We are dedicated to ensuring that we maintain the high standards of financial accounting and reporting that we
have established. We are committed to providing financial information that is transparent, timely, complete,
relevant, and accurate. Our culture demands integrity and an unyielding commitment to strong internal practices
and policies. Finally, we have the highest confidence in our financial reporting, our underlying system of internal
controls, and our people, who are objective in their responsibilities and operate under a code of conduct and are
subject to the highest level of ethical standards.

Management’s Report on Internal Control Over Financial Reporting—
Eli Lilly and Company and Subsidiaries

Management of Eli Lilly and Company and subsidiaries is responsible for establishing and maintaining adequate
internal control over financial reporting as defined in Rules 13a-15(f) and 15d-15(f] under the Securities Exchange
Act of 1934. We have global financial policies that govern critical areas, including internal controls, financial
accounting and reporting, fiduciary accountability, and safeguarding of corporate assets. Our internal accounting
control systems are designed to provide reasonable assurance that assets are safeguarded, that transactions are
executed in accordance with management’s authorization and are properly recorded, and that accounting records
are adequate for preparation of financial statements and other financial information. A staff of internal auditors
regularly monitors, on a worldwide basis, the adequacy and effectiveness of internal accounting controls. The
general auditor reports directly to the audit committee of the board of directors.

We conducted an evaluation of the effectiveness of our internal control over financial reporting based on the
framework in "2013 Internal Control—Integrated Framework" issued by the Committee of Sponsoring Organizations
of the Treadway Commission.



Based on our evaluation under this framework, we concluded that our internal control over financial reporting was
effective as of December 31, 2019. However, because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the

degree of compliance with the policies or procedures may deteriorate.

The internal control over financial reporting has been assessed by Ernst & Young LLP as of December 31, 2019.
Their responsibility is to evaluate whether internal control over financial reporting was designed and operating

effectively.

David A. Ricks Joshua L. Smiley

Chairman, President and Chief Executive Officer Senior Vice President and Chief Financial Officer

February 19, 2020
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Report of Independent Registered Public Accounting Firm
To the Board of Directors and Shareholders of Eli Lilly and Company

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of Eli Lilly and Company and subsidiaries (the
Company) as of December 31, 2019 and 2018, the related consolidated statements of operations, comprehensive
income (loss), shareholders’ equity and cash flows for each of the three years in the period ended December 31,
2019, and the related notes [(collectively referred to as the “consolidated financial statements”). In our opinion, the
consolidated financial statements present fairly, in all material respects, the financial position of the Company at
December 31, 2019 and 2018, and the results of its operations and its cash flows for each of the three years in the
period ended December 31, 2019, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States) (PCAOBY), the Company's internal control over financial reporting as of December 31, 2019, based on criteria
established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (2013 framework], and our report dated February 19, 2020 expressed an unqualified opinion
thereon.

Adoption of Accounting Standards Update ("ASU") No. 2016-16

As discussed in Note 1 to the consolidated financial statements, the Company changed its method of accounting for
the recognition of income tax consequences of intra-entity transfers of assets other than inventory in 2018 due to
the adoption of ASU No. 2016-16, Intra-Entity Transfers of Assets Other Than Inventory (Topic 740), using the modified
retrospective adoption method.

Basis for Opinion

These financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on the Company's financial statements based on our audits. We are a public accounting firm registered with
the PCAOB and are required to be independent with respect to the Company in accordance with the U.S. federal
securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the
PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement, whether due to error or fraud. Our audits included performing procedures to assess the risks of
material misstatement of the financial statements, whether due to error or fraud, and performing procedures that
respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements. Our audits also included evaluating the accounting principles used and
significant estimates made by management, as well as evaluating the overall presentation of the financial
statements. We believe that our audits provide a reasonable basis for our opinion.

Critical Audit Matters

The critical audit matters communicated below are matters arising from the current period audit of the financial
statements that were communicated or required to be communicated to the audit committee and that: (1) relate to
accounts or disclosures that are material to the financial statements and (2] involved our especially challenging,
subjective or complex judgments. The communication of critical audit matters does not alter in any way our opinion
on the consolidated financial statements, taken as a whole, and we are not, by communicating the critical audit
matters below, providing separate opinions on the critical audit matters or on the accounts or disclosures to which
they relate.



Description of the
Matter

How We Addressed the
Matter in Our Audit

Description of the
Matter

How We Addressed the
Matter in Our Audit

Description of the
Matter

Medicaid, Managed Care, and Medicare sales rebate accruals

As described in Note 1 to the consolidated financial statements under the caption “Revenue Recognition,” the
Company establishes provisions for sales rebate and discounts in the same period as the related sales occur. At
December 31, 2019 the Company had $4,933.6 million in sales rebate and discount accruals. A large portion of
these accruals are rebates associated with sales in the United States for which payment for purchase of the
product is covered by Medicaid, Managed Care, and Medicare.

Auditing the Medicaid, Managed Care, and Medicare sales rebate and discount liabilities is challenging because of
the subjectivity of certain assumptions required to estimate the rebate liabilities. In calculating the appropriate
accrual amount, the Company considers historical Medicaid, Managed Care, and Medicare rebate payments by
product as a percentage of their historical sales as well as any significant changes in sales trends, the lag in
payment timing, an evaluation of the current Medicaid and Medicare laws and interpretations, the percentage of
products that are sold via Medicaid, Managed Care, and Medicare, and product pricing. For Medicaid, there is
significant complexity associated with calculating the legislated Medicaid rebates. Management utilizes employees
with legislative experience and knowledge in developing assumptions used to calculate Medicaid rebates.
Similarly, for Managed Care and Medicare, given variability in prescription drug costs, continued historical year
over year increases in enrollees and variability in prescription data, historical rebate information may not be
predictive for management to estimate the rebate accrual and thus, management supplements its historical data
analysis with qualitative adjustments based upon current utilization.

We tested the Company’s controls addressing the identified risks of material misstatement related to the valuation
of the sales rebate and discount liabilities. This included testing controls over management’s review of the
significant assumptions used to calculate the Medicaid, Managed Care, and Medicare rebate liabilities, including
the significant assumptions discussed above. This testing also included management’s control to compare actual
activity to forecasted activity and controls to ensure the data used to evaluate the significant assumptions was
complete and accurate.

Our audit procedures included, among others, evaluating for reasonableness the significant assumptions in light of
economic trends, product profiles, and other regulatory factors. Our testing involved assessing the historical
accuracy of management’s estimates by comparing actual activity to previous estimates and performing analytical
procedures, based on internal and external data sources, to evaluate the completeness of the reserves.
Additionally, our procedures included reviewing a sample of contracts, testing a sample of rebate payments and
testing the underlying data used in management’s evaluation. For Medicaid, we involved our professional with an
understanding of the statutory reimbursement requirements to assess the consistency of the Company’'s
calculation methodologies with the applicable government regulations and policy. For Medicare we evaluated the
reasonableness of assumptions made by management in estimating the Medicare coverage gap liability.

Retirement Benefits - Valuation of Alternative Investments

As described in Note 15 to the consolidated financial statements under the caption “Benefit Plan Investments,” the
Company’s benefit plan investment policies are set with specific consideration of return and risk requirements in
relationship to the respective liabilities. At December 31, 2019 the Company had $15,626.2 million in plan assets
related to the defined benefit pension plans and retiree health benefit plans. Approximately 40% of the total
pension and retiree assets are in hedge funds and private equity-like investment funds (“alternative investments”).
These alternative investments are valued using significant unobservable inputs or are valued at net asset value
(NAV] reported by the counterparty, adjusted as necessary.

Auditing the fair value of these alternative investments is challenging because of the higher estimation uncertainty
of the inputs to the fair value calculations, including the underlying net asset values ("NAVs”), discounted cash flow
valuations, comparable market valuations, and adjustments for currency, credit, liquidity and other risks.
Additionally, certain information regarding the fair value of these alternative investments is based on unaudited
information available to management at the time of valuation.

We tested the Company’s controls addressing the risks of material misstatement relating to valuation of
alternative investments. This included testing management’s review controls over alternative investment valuation,
which included a comparison of returns to benchmarks and in-person or telephonic meetings with investment
firms to discuss valuation policies and procedures.

Our audit procedures included, among others, comparing fund returns to selected relevant benchmarks and
understanding variations, obtaining the latest audited financial statements and comparing to the Company’s
estimated fair values and reconciling any differences. We also inquired of management about changes to the
investment portfolio and/or related investment strategies and considerations. We assessed the historical accuracy
of management’s estimates by comparing actual activity to previous estimates. We evaluated for contrary evidence
by confirming the fair value of the investments and ownership interest directly with the trustees and a sample of
managers at year end.

Valuation of intangible assets related to the Loxo Oncology (Loxo) Acquisition

As described in Note 3 to the consolidated financial statements, in February 2019, the Company completed its
acquisition of Loxo Oncology, Inc. (Loxo) for a purchase price of $6.92 billion, net of cash acquired. As a result of
the acquisition, the Company acquired a pipeline of investigational medicines, including LOX0-292, an oral RET
inhibitor that has been granted Breakthrough Therapy designation by the U.S. Food and Drug Administration.
L0§0-292 was accounted for as an indefinite-lived in-process research and development (IPR&D) asset and valued
at $4.60 billion.

Auditing the valuation of the LOX0-292 IPR&D asset was complex because of the significant estimation uncertainty
in determining the fair value of the asset. The fair value determination is based on a discounted cash flow model
using certain assumptions for which there is high subjectivity, such as revenue growth, probability of technical
success and discount rate. These significant assumptions are forward-looking and could be affected by future
economic and market conditions. Further, the estimated fair value of the IPR&D asset was sensitive to changes in
these assumptions.
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How We Addressed the
Matter in Our Audit

We tested the Company’s controls addressing the identified risks of material misstatement related to the valuation
of the IPR&D asset. For example, we tested controls over management’s review of the significant assumptions
used to calculate the valuation of the intangible assets acquired including forecasts of future cash flows and review
of the valuation model.

Our audit procedures included, among others, obtaining an understanding of management’s approach to
developing the probability of technical success and evaluating the reasonableness by comparing to analyst
expectations, historical results of similar products in development and industry trends, to the extent applicable.
We also evaluated the reasonableness of the projected revenue growth used within the valuation against analyst
expectations, industry trends, market trends, other market information and identified contrary evidence. We
involved our valuation specialist to evaluate the discounted cash flow model used by the Company and to test the
discount rate utilized in the Company’s valuation. Lastly, we evaluated the appropriateness of the Company’'s
related disclosures.

Sanct ¥ MLLP

We have served as the Company's auditor since 1940.

Indianapolis, Indiana

February 19, 2020



Report of Independent Registered Public Accounting Firm
To the Board of Directors and Shareholders of Eli Lilly and Company

Opinion on Internal Control Over Financial Reporting

We have audited Eli Lilly and Company and subsidiaries’ internal control over financial reporting as of December 31,
2019, based on criteria established in Internal Control - Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (2013 framework] (the COSO criterial. In our opinion, Eli
Lilly and Company and subsidiaries (the Company) maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2019, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States) (PCAOB), the consolidated balance sheets of the Company as of December 31, 2019 and 2018, the related
consolidated statements of operations, comprehensive income (loss), shareholders’ equity and cash flows for each
of the three years in the period ended December 31, 2019, and the related notes and our report dated February 19,
2020 expressed an unqualified opinion thereon.

Basis for Opinion

The Company’s management is responsible for maintaining effective internal control over financial reporting and
for its assessment of the effectiveness of internal control over financial reporting included in the accompanying
Management’s Report on Internal Control Over Financial Reporting. Our responsibility is to express an opinion on
the Company'’s internal control over financial reporting based on our audit. We are a public accounting firm
registered with the PCAOB and are required to be independent with respect to the Company in accordance with the
U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission
and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting
was maintained in all material respects.

Our audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal control based on
the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

Definition and Limitations of Internal Control Over Financial Reporting

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2] provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that

controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

Sanct ¥ MLLP

Indianapolis, Indiana

February 19, 2020
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Selected Financial Data (unaudited)

ELI LILLY AND COMPANY AND SUBSIDIARIES

(Dollars in millions, except revenue per

employee and per-share data) 2019 2018 2017 2016 2015
Operations!"
Revenue 22,3195 % 21,4933 % 19,973.8 $ 18,3128 % 17,050.5
Cost of sales 4,721.2 4,681.7 4,447.7 4,160.5 3,373.1
Research and development 5,595.0 5,051.2 5,096.2 5,040.0 4,514.2
Marketing, selling, and administrative 6,213.8 5,975.1 5,982.4 5,841.9 5,732.4
Other® 523.6 2,105.2 2,142.7 (5.9) 538.9
Income before income taxes 5,265.9 3,680.1 2,304.8 3,276.3 2,891.9
Income taxes® 628.0 529.5 2,391.2 551.4 379.7
Net income (loss) from continuing operations 4,637.9 3,150.6 (86.4) 2,724.9 2,512.2
Net income (loss)@ 8,318.4 3,232.0 (204.1) 2,737.6 2,408.4
Earnings (loss) per share from continuing
operations—diluted 4.96 3.05 (0.08) 2.57 2.36
Earnings (loss) per share—diluted 8.89 3.13 (0.19) 2.58 2.26
Dividends declared per share 2.68 2.33 2.12 2.05 2.01
Weighted-average number of shares outstanding

—diluted (thousands) 935,684 1,033,667 1,052,023 1,061,825 1,065,720
Financial Position!"
Total assets 39,286.1 % 43,9084 % 44,981.0 $ 38,8059 $ 35,568.9
Long-term debt 13,817.9 9,196.4 9,940.0 8,367.4 7,971.4
Supplementary Data'"
Return on total equity¥ 184.9% 25.7% (1.5)% 18.5% 16.1%
Return on assets® 21.0% 7.3% (0.5)% 7.5% 6.8%
Revenue per employee 664,000 $ 650,000 $ 575,000 $ 510,000 $ 490,000
Number of employees 33,625 33,090 34,750 35,910 34,790
Number of shareholders of record 22,600 24,000 25,300 26,800 28,000

' 0n March 11, 2019, we completed the disposition of our remaining 80.2 percent ownership of Elanco Animal Health (Elanco) common
stock through a tax-free exchange offer. As a result, Elanco has been presented as discontinued operations in our consolidated

financial statements for all periods presented. See Note 19 to the consolidated financial statements for discussion regarding

discontinued operations.

12 Other includes acquired in-process research and development, asset impairment, restructuring, and other special charges, and other
—net, (income) expense. See Note 3 to the consolidated financial statements for discussion regarding in-process research and
development charges. See Note 5 to the consolidated financial statements for discussion regarding asset impairment, restructuring,

and other special charges.

B See Note 14 to the consolidated financial statements for discussion regarding income taxes.

W The 2019 increase was primarily driven by a gain of approximately $3.7 billion related to the disposition of Elanco. The 2019 increase in
earnings (loss) per share and return on equity were also driven by the reduction of common stock related to the disposition of Elanco.
See Note 19 to the consolidated financial statements for discussion regarding discontinued operations.



PERFORMANCE GRAPH

This graph compares the return on Lilly stock with that of the Standard & Poor’s 500 Stock Index and our peer group
for the years 2015 through 2019. The graph assumes that, on December 31, 2014, a person invested $100 each in
Lilly stock, the S&P 500 Stock Index, and the peer group’s collective common stock. The graph measures total
shareholder return, which takes into account both stock price and dividends. It assumes that dividends paid by a

company are reinvested in that company’s stock.

Value of $100 Invested on Last Business Day of 2014

Comparison of Five-Year Cumulative Total Return Among Lilly, S&P 500 Stock Index, Peer Group!" and Peer

Group (Previous)?

—@— Lilly

$225

$200

$175

—ll— Peer Group —&— S&P 500

$150
$125
$100
$75 \ \ \ \
Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19
Peer Group
Lilly Peer Group (Previous) S&P 500
Dec-14 $ 100.00 $ 100.00 $ 100.00 $ 100.00
Dec-15 $ 125.37 $ 104.58 $ 101.48 $ 101.38
Dec-16 $ 112.36 $ 98.05 $ 98.82 $ 113.51
Dec-17 $ 132.40 $ 114.47 $ 115.88 $ 138.29
Dec-18 $ 185.96 $ 119.86 $ 123.99 $ 132.23
Dec-19 $ 215.99 $ 142.01 $ 146.32 $ 173.86

" We constructed the peer group as the industry index for this graph. It is comprised of the following companies in the pharmaceutical and
biotech industries: AbbVie Inc.; Allergan plc; Amgen Inc.; AstraZeneca plc; Biogen Inc.; Bristol-Myers Squibb Company; Gilead Sciences Inc.;
GlaxoSmithKline plc; Johnson & Johnson; Merck & Co., Inc.; Novartis AG.; Novo Nordisk A/S; Pfizer Inc.; Roche Holding AG; Sanofi; and
Takeda Pharmaceutical Company Limited. The peer group used for performance benchmarking aligns with the peer group used for executive
compensation purposes for 2019 other than our peer group for performance benchmarking excludes Celgene Corporation and Shire plc as

they were acquired in 2019.

12l Qur previous peer group is the same as the peer group, except that Allergan plc, Novo Nordisk A/S and Takeda Pharmaceutical Company
Limited were added to and Baxter International Inc. and Medtronic plc were removed from the peer group. Our peer group (previous)
excludes Celgene Corporation and Shire plc as they were acquired in 2019. The peer group (previous) total shareholder return is not
presented in the graph above as the graph substantially overlapped the peer group total shareholder return.
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Trademarks Used In This Report

Trademarks or service marks owned by Eli Lilly and Company or its affiliates, when first used in this report, appear
with an initial capital and are followed by the symbol ® or ™, as applicable. In subsequent uses of the marks in the
report, the symbols may be omitted.

Actos® is a trademark of Takeda Pharmaceutical Company Limited.
Byetta® is a trademark of Amylin Pharmaceuticals, Inc.

Glyxambi®, Jardiance®, Jentadueto®, Synjardy®, Trajenta®, and Trijardy® are trademarks of Boehringer Ingelheim
GmbH.

Posilac®is a trademark of Union Agener and Elanco US Inc.
Qbrexza®is a trademark of Dermira, Inc.

Viagra® is a trademark of Pfizer Inc.
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Notice of
of Shareholders and Proxy Statement

YOUR VOTE IS IMPORTANT

1 7 &
Please vote online, by telephone, or by signing, dating,
and returning the enclosed proxy card by mail.




Letter from Our Chairman and Lead Independent Director

Dear fellow Lilly shareholders,

Thank you for your continued support of Eli Lilly and Company. We cordially invite you to attend the 2020 Annual Meeting
of Shareholders. We are pleased with Lilly's strong performance in 2019 and look forward to an exciting year in 2020.

Board engagement with shareholders and other key stakeholders is core to how we govern the company. In 2019, we
spoke with a number of investors on topics such as eliminating the company's classified board and supermajority voting
requirements; environmental, social, and governance topics including drug pricing, product quality, and safety; our board
and corporate culture; litigation and key enterprise risks; the company’s executive compensation; and proxy access,
among other topics. As a result of input from stakeholders, we recently amended the company's bylaws to include proxy
access provisions. Further, this year, as in past years, the board is putting forward management proposals to eliminate the
classified board structure and supermajority voting provisions.

We are dedicated to effective oversight of our business and believe that governance is key to the board’s oversight of our
long-term performance, strategy, key risks, and compliance. Our board believes independence is essential to strong
corporate governance. Having both an executive chair and a strong, lead independent director is important in balancing
inputs. Our chief executive officer provides strong operational leadership coupled with a long-term strategic agenda. This
is vital to our innovative research and development business with prolonged product development cycles. Further, the lead
independent director, currently a chief executive officer for a Fortune 100 company, drives an “outside in” analysis of
company decisions and performance and leads our independent directors in their important oversight function.

We remain committed to serving you and the millions of patients around the world whose lives it is our mission to make
better. We look forward to seeing you at the 2020 Annual Meeting of Shareholders.

Sincerely,
g ? ﬂ@ (J/Az\/ AP
David A. Ricks Juan Luciano

Chairman, President, and CEO Lead Independent Director
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Notice of 2020 Annual Meeting of Shareholders

To the holders of Common Stock of Eli Lilly and Company:

The 2020 Annual Meeting of Shareholders of Eli Lilly and Company will be held as shown below:

TIME AND DATE LOCATION* WHO CAN VOTE
11:00 a.m. EDT, Monday, The Lilly Center Auditorium Shareholders of record at close of business on March 9, 2020
May 4, 2020 Lilly Corporate Center

Indianapolis, Indiana 46285

This proxy statement is dated March 20, 2020, and is first being sent or given to our shareholders on or about that date.

ITEMS OF BUSINESS

Management Proposals Board Voting Recommendation Page Reference
Item 1 Election of the five directors listed in the proxy statement to serve FOR 10
three-year terms each of the director nominees
Item2 Approval, by non-binding vote, of the compensation paid to the FOR 34
company’'s named executive officers
Item 3  Ratification of Ernst & Young LLP as the independent auditor for 2020 FOR 62
Item 4  Approve amendments to the Articles of Incorporation to eliminate the FOR 64

classified board structure

Item5 Approve amendments to the Articles of Incorporation to eliminate FOR 65
supermajority voting provisions

Shareholder Proposals

Item 6 Shareholder proposal to disclose direct and indirect lobbying activities AGAINST 67
and expenditures

Item 7  Shareholder proposal to publish a report on the effectiveness of the AGAINST 68
forced swim test

Item 8 Shareholder proposal to amend the bylaws to require an independent AGAINST 70
board chair

Item 9  Shareholder proposal on board diversity requesting disclosures of AGAINST 72

specific minimum qualifications and board nominee skills, experience,
and ideological perspective

Item 10 Shareholder proposal to publish feasibility report on incorporating AGAINST T4
public concern over drug prices into senior executive compensation
arrangements
Item 11 Shareholder proposal to implement a bonus deferral policy AGAINST 75
Item 12 Shareholder proposal to disclose clawbacks on executive incentive AGAINST 76

compensation due to misconduct

Admission procedure for attending the annual meeting: In 2019, we introduced a new admission procedure to
attend the annual meeting, and we will be utilizing the same procedure again this year. To attend the meeting, you
must preregister for an admission ticket before 5:00 p.m. on April 28, 2020. For further details on the admission
process and for information regarding how to attend the meeting, see the section titled "Other Information -
Meeting and Voting Logistics.”

Every shareholder vote is important. Even if you plan to attend the meeting in person, we encourage you to sign,
date, and return your proxy card or voting instructions by mail, or to vote by telephone or online promptly so that a
quorum may be represented at the meeting.

By order of the Board of Directors,

Bronwen L. Mantlo *As part of our precautions regarding the coronavirus or COVID-19, we are planning
for the possibility that the annual meeting may be held by means of remote

Secretary communication. If we take this step, we will announce the decision to do so in
advance, and details on how to participate will be available at investor.lilly.com/
proxy.

March 20, 2020
Indianapolis, Indiana

Important notice regarding the availability of proxy materials for the shareholder meeting to be held May 4, 2020: The annual report and proxy
statement are available at lilly.com/disclosures/2019-annual-report.
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Proxy Statement Summary

New in This Year's Proxy Statement
In May 2019, Ellen Marram retired from the board; Juan Luciano was elected by the board to serve as the board's
lead independent director following the 2019 annual meeting of shareholders.

After considering the interests of the company and our shareholders, we recently amended the company’s bylaws to
include proxy access provisions. Further, this year, as in past years, the board has approved, and recommends that
the shareholders approve, the following management proposals at this year's meeting. The board recommends
approval of amendments to the company’s articles of incorporation to eliminate the classified board structure (see
Item 4 herein) and to eliminate supermajority voting provisions (see Item 5 herein). The board believes these two
proposals balance shareholder interests and demonstrate its accountability and willingness to take steps that
address shareholder-expressed concerns.

The information contained in, or that can be accessed through, our website is not a part of, or incorporated by
reference in, this proxy statement.

Highlights of 2019 Company Performance

The following provides a brief look at our 2019 performance in three dimensions: operating performance, progress
in our innovation pipeline, business development, and shareholder return (both absolute and relative). See our 2019
annual report on Form 10-K for more details.

Operating Performance
Performance highlights:

e 2019 revenue increased 4 percent to approximately $22.3 billion.

e 2019 earnings per share (EPS) on a reported basis were $8.89, compared to 2018 EPS on a reported basis
of $3.13.

e 2019 EPS increased 11 percent on a non-GAAP basis to $6.04.

Reported results were prepared in accordance with U.S. generally accepted accounting principles (GAAP), include
all revenue and expenses recognized during the periods, and reflect Elanco Animal Health as discontinued
operations. A reconciliation of EPS on a reported basis to EPS on a non-GAAP basis is included in Appendix A.

2019 Innovation and Business Development Progress
We made significant pipeline advances in 2019, including:

e U.S. approval of Reyvow™ (lasmiditan), an oral medication for the acute treatment of migraine.

e U.S. approval of Bagsimi® (glucagon) nasal powder for the treatment of severe hypoglycemia in people with
diabetes.

e U.S. approval of a new indication for Emgality® (galcanezumab-gnlm)] for the treatment of episodic cluster
headache.

e U.S. approval of a new indication for Taltz® (ixekizumab) for the treatment of active ankylosing spondylitis,
also known as radiographic axial spondyloarthritis.

e U.S. approval of a new indication for Alimta® (pemetrexed for injection) in combination with Keytruda® and
platinum chemotherapy for the first-line treatment of patients with metastatic nonsquamous non-small
cell lung cancer.

e EU approval of an update to the Trulicity® (dulaglutide) label and indication statement to include results
from the REWIND™ cardiovascular outcomes trial.

e Introduction in the U.S. of Insulin Lispro, a lower-priced version of Humalog®, providing patients with
diabetes an insulin option with a list price 50 percent lower than the current Humalog list price.

We also completed multiple significant strategic development activities in 2019, including:

e the divestiture of Elanco Animal Health, Inc.

e acquisitions, license agreements, and research collaborations to strengthen our pipeline, including the
acquisition of Loxo Oncology, Inc., broadening the scope of Lilly's oncology portfolio into precision
medicines through the addition of a promising pipeline of investigational medicines, including LOX0-292
(selpercatinib), a first-in-class oral RET inhibitor, and LOX0-305, an oral BTK inhibitor.



Shareholder Returns

We generated strong shareholder returns (share price appreciation plus dividends, reinvested quarterly) through
year-end 2019. Our returns significantly exceeded both the compensation peer group and the S&P 500 across the
three- and five-year time periods presented below:
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Item 1: Election of Directors

Further information see page 10

Name and principal occupation Public boards Management Vote required
recommendation to pass

Michael L. Eskew, 70
Retired Chairman and CEO, United Parcel ~ 3M Corporation

Service, Inc. IBM Corporation Majority of
] ) Allstate Insurance Vote FOR votes cast
Director since 2008 Company

William G. Kaelin, Jr., M.D., 62

Sidney Farber Professor of Medicine L
Harvard Medical School Vote FOR Majority of

votes cast

Director since 2012

David A. Ricks, 52
Chairman, President, and CEO, Eli Lilly and

Company i
Adobe Majority of

Vote FOR votes cast

Director since 2017

Marschall S. Runge, M.D., Ph.D., 65

Executive Vice President for Medical Affairs

and Medical School Dean, University of S

Michigan; CEQ Michigan Medicine Vote FOR "32{:‘;‘2:{

Director since 2013

Karen Walker, 58

Senior Vice President and Chief Marketing

Officer, Intel Corporation Majority of
Vote FOR votes cast

Director since 2018

Our Corporate Governance Policies Reflect Best Practices

Strateqy and risk oversight

v" Our board actively oversees and approves our corporate strategy.

v" Our board and board committee agendas are structured to engage our directors in informed reviews of
strategic and forward-looking issues, as well as in constructive challenge to management initiatives and
programs.

v" Our board oversees the state of our compliance program and reviews our enterprise-level risks and risk
management practices.

v" We have a comprehensive code of ethical and legal business conduct applicable to our board and all
employees worldwide. This code is reviewed and approved annually by the board.

P4




v" We have a supplemental code for our CEO and all members of financial management, in recognition of their
unique responsibilities to ensure proper accounting, financial reporting, internal controls, and financial
stewardship.

v' The charters of the board committees clearly establish the committees’ respective roles and responsibilities.

v" We have an annual cap on director compensation.
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Board skills and experience

v" Our board membership is characterized by leadership, experience, and diversity.

v" We conduct orientation and continuing education programs for directors.

v" Our board conducts a robust annual assessment of board performance led by the lead independent director,
including an annual assessment of each individual director.

v" We are committed to board refreshment and seek to balance continuity and fresh perspectives. Our director
composition reflects a mix of tenure on the board. Currently, eight directors have served on the board for six
years or more and five directors have served on the board for five years or less.

Focus on independence

v" 12 of our 13 directors are independent.

v" We have a strong, independent, clearly defined lead independent director role with significant governance
duties, including conducting regular executive sessions of independent directors.

v"All standing board committees are composed solely of independent directors.

v" Our board holds executive sessions of the independent directors at every regular board meeting and most
committee meetings.

v" Ourindependent directors actively engage in board meetings, have direct access to management, and have sole
discretion to hire independent advisors at the company’s expense.

v" Our independent directors select and evaluate our CEO and ensure we have a strong succession plan for
executive officer roles. Our Compensation Committee determines the compensation for our CEO and other
executive officers.

v" Our conflict of interest policy requires disclosures of potential conflicts to Lilly and clarifies when Lilly board
service must be disclosed to others.

Governance and accountability to shareholders

v" Our board values active shareholder engagement. In response to input from shareholders, we have put
forward for consideration at this year's annual meeting management proposals to eliminate our classified
board structure and supermajority voting provisions.

v" In addition, in December 2019, the board amended the company’s bylaws to add proxy access rights for
shareholders holding at least three percent of the company’s stock for at least three years to nominate board
candidates for up to 20 percent of the board seats.

v" We have a majority voting standard and resignation policy for the election of directors in uncontested
elections.

v" We have no shareholder rights plan (“poison pill’).

v" We have meaningful stock ownership and retention guidelines for our directors and executive officers to foster
alignment with shareholders.

Sustainability
Our board has a longstanding commitment to corporate responsibility.

We have strong governance and disclosure of corporate political spending.

We have transparent public policy engagement.

Our board oversees and maintains ongoing engagement with our senior executives on key environmental,
social, and governance matters, including cybersecurity, sustainability, and human capital management.

We publish annual corporate responsibility reports describing our corporate citizenship efforts across key focus
areas.
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Compensation
Item 2: Advisory Vote on Compensation Paid Management ~— Vote required to
to Named Executive Officers recommendation pass
Vote FOR Majority of vot
Further information see page 34 ote ajorlcésc,)t vores

Our Executive Compensation Programs Reflect Best Practices

v" We have had strong shareholder support of our compensation practices: for the last five consecutive years, over
97 percent of shares cast voted in favor of our executive compensation programs.

v" Our compensation programs are designed to align with shareholder interests and link pay to performance
through a blend of short- and long-term performance measures.

v" Our Compensation Committee annually reviews our compensation programs to ensure they provide incentives
to deliver long-term, sustainable business results while discouraging excessive risk-taking and other adverse
behaviors.

v" We have a broad compensation recovery or "clawback” policy that applies to all executives and covers a wide
range of misconduct.

v' Our executive officers are subject to robust stock ownership and retention guidelines and are prohibited from
hedging or pledging their company stock.

v" We do not have "top hat” retirement plans. Supplemental plans are open to all employees and are limited to
restoring benefits lost due to IRS limits on qualified plans.

v" We do not provide tax gross-ups to executive officers (except for limited gross-ups related to international

assignments).

We have a very restrictive policy on perquisites.

Our severance plans related to change-in-control generally require a double trigger.

We do not have employment agreements with any of our executive officers.

SSRNEN

Executive Compensation Summary for 2019

At the time the total target compensation was established at the end of 2018, target compensation for our named
executive officers (the five officers whose compensation is disclosed in this proxy statement] was slightly below
median of the company’s peer group. Incentive compensation payouts exceeded target, consistent with the
company's strong performance in 2019.

Pay for Performance

As described in the Compensation Discussion and Analysis (CD&A), we link our incentive pay programs to a mix of
measures on three dimensions of company performance: operating performance; progress with our innovation
pipeline; and shareholder return (both absolute and relative). The Compensation Committee adjusts reported EPS
results to eliminate the distorting effect of certain unusual items on incentive compensation performance
measures.

The summary below highlights how our incentive pay programs are intended to align with company performance.
Please also see Appendix A for any adjustments that were made to EPS for incentive compensation programs.
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2019 Bonus Plan Multiple

The company exceeded its annual cash bonus targets for EPS and pipeline progress and nearly achieved its target
for revenue. See the CD&A for further discussion on the Eli Lilly and Company Bonus Plan (Bonus Plan). For
purposes of the bonus, EPS was adjusted for the same items reflected in the non-GAAP financial results included in
our 2019 earnings announcement.

2019 Bonus Plan Multiple

T — Tarlgei Bonus l:llultiple
e
| $22.317 billio 1  $22.651 billion :
1 ]
Revenue 0.85 muttipte 1 :
1
- : Adjusted EPS
$5.68-! : $6.04
1 1
EPS : : 1.7 multiple
: Actual Pipeline :
1.00 4 1304
1 ]
Pipeline | 1.30 muttipte :
| | |
| 1 ]
0.0 0.5 1.0 189 15 2.0

Payout Multiple

2018-2020 Performance Award Multiple

We exceeded the EPS growth targets under our performance award program, which has targets based on expected
EPS growth of peer companies over a two-year period. For purposes of the performance award, EPS was adjusted
as detailed in Appendix A. This performance resulted in a performance award payout above target. See the CD&A
for further discussion on the performance award program.

2018-2020 Performance Award Multiple

Target Actual Adjusted
EPS Growth EPS Growth
| 8.10% —: 24.3%
Performance Award : 1.50 muttipte
| i
I I T 1
0.0 0.5 1.0 1.5

Payout Multiple

2017-2019 Shareholder Value Award Multiple

Our stock price growth exceeded the target range (16.1 percent to 28.6 percent] under our shareholder value award
program, which is based on expected large-cap company returns over a three-year period. This performance
resulted in a shareholder value award payout above target.

For individuals who were executive officers when the award was granted, shareholder value award payouts were
modified based on a three-year cumulative total shareholder return (TSR] relative to peer companies. Our relative
TSR was 32 percent above the peer group median, resulting in a +20 percent modifier, which resulted in a final
payout of 1.80 percent of target. See the CD&A for further discussion on the shareholder value award program and
the TSR modifier.
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2017-2019 Shareholder Value Award Multiple

Actual Lilly Stock
Price Growth - 66.0% ~ ~ ~ ~ ~

0.30 1.80
Maximum Multiple modifier* payout
Lilly Stock - - 1.5
Price Growth - 44.1% 1.50
multiple

Target Lilly Stock

Price Growth - 16.1% ~~ 10 -

0.5 1+

Payout Multiple

0.0 1 -

Initial Relative Final
Payout Multiple TSR Modifier Payout Multiple

*Over the performance period, Lilly’s cumulative TSR was 78.6 percent and the median peer cumulative TSR was 46.6 percent for a
total outperformance of 32.0 percent. This performance resulted in a maximum relative TSR modifier of +20 percent, based on a grid
approved by the compensation committee at the beginning of the performance period, and a final payout multiple modification of 0.30

(initial payout multiple of 1.50 * 20 percent = 0.30). Therefore, the final payout multiple is 1.50 + 0.30 = 1.80.

Audit Matters

Item 3: Ratification of Appointment of Independent
Auditor

Further information see page 62

Management Proposals

Item 4: Approval of Amendments to the Articles of
Incorporation to Eliminate the Classified Board Structure

Further information see page 64

Item 5: Approval of Amendments to the Articles of
Incorporation to Eliminate Supermajority Voting
Provisions

Further information see page 65

Management
recommendation

Vote FOR

Management
recommendation

Vote FOR

Management
recommendation

Vote FOR

Vote required to
pass

Majority of votes
cast

Vote required to
pass

80% of
outstanding
shares

Vote required to
pass

80% of
outstanding
shares



Shareholder Proposals

Item 6: Proposal to Disclose Direct and Indirect Lobbying

Activities and Expenditures

Further information see page 67

Item 7: Proposal to Publish a Report on the Effectiveness

of the Forced Swim Test

Further information see page 68

Item 8: Proposal to Amend the Bylaws to Require an
Independent Board Chair

Further information see page 70

Item 9: Shareholder Proposal on Board Diversity
Requesting Disclosures of Specific Minimum
Qualifications and Board Nominee Skills, Experience,
and Ideological Perspective

Further information see page 72

Item 10: Proposal to Publish Feasibility Report on
Incorporating Public Concern Over Drug Prices into
Senior Executive Compensation Arrangements

Further information see page 74

Item 11: Proposal to Implement a Bonus Deferral Policy

Further information see page 75

Item 12: Proposal to Disclose Clawbacks on Executive
Incentive Compensation Due to Misconduct

Further information see page 76

Voting

How to Vote in Advance of the Meeting

Even if you plan to attend the 2020 annual meeting in person, we encourage you to vote prior to the meeting via one

of the methods described below.

Management
recommendation

Vote AGAINST

Management
recommendation

Vote AGAINST

Management
recommendation

Vote AGAINST

Management
recommendation

Vote AGAINST

Management
recommendation

Vote AGAINST

Management
recommendation

Vote AGAINST

Management
recommendation

Vote AGAINST

Vote required to
pass

Majority of
votes cast

Vote required to
pass

Majority of
votes cast

Vote required to
pass

Majority of
votes cast

Vote required to
pass

Majority of
votes cast

Vote required to
pass

Majority of
votes cast

Vote required to
pass

Majority of
votes cast

Vote required to
pass

Majority of
votes cast
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ONLINE BY TELEPHONE BY MAIL
Visit the website listed on your proxy Call the telephone number on your Sign, date, and return your proxy
card or voting instruction form proxy card or voting instruction form card or voting instruction form

Further information on how to vote is provided at the end of the proxy statement under “Other Information.”

Voting at our 2020 Annual Meeting

You may also opt to vote in person at the 2020 annual meeting, which will be held on Monday, May 4, 2020, at the
Lilly Corporate Center, Indianapolis, IN 46285, at 11:00 a.m., EDT. See the section titled "Other Information” for
instructions.

Governance
Item 1. Election of Directors

Under the company’s articles of incorporation, the board is divided into three classes with approximately one-third
of the directors standing for election each year. The term for directors to be elected this year will expire at the
annual meeting of shareholders held in 2023. Each of the director nominees listed below has agreed to serve that
term. The following sections provide information about our directors, including their qualifications, the director
nomination process, and director compensation.

Board Recommendation on Item 1

The board recommends that you vote FOR each of the following nominees:
e Michael L. Eskew
e Williams G. Kaelin, Jr., M.D.
¢ David A. Ricks
e Marschall S. Runge, M.D., Ph.D.
e Karen Walker

Board Operations and Governance

Board of Directors

Each of our directors is elected to serve until his or her successor is duly elected and qualified. If a bona fide
nominee set forth in this proxy statement is unable to serve or for good cause will not serve, proxy holders may vote
for another nominee proposed by the board or, as an alternative, the board may reduce the number of directors to
be elected at the annual meeting.

Director Biographies

Set forth below is information as of March 20, 2020, regarding the nominees for election, which has been confirmed
by each of them for inclusion in this proxy statement. We have provided the most significant experiences,
qualifications, attributes, and skills that led to the conclusion that each director or director nominee should serve
as a director in light of our business and structure. Full biographies for each of our directors are available on our
website at lilly.com/about/board-of-directors/Pages/board-of-directors.aspx.

No family relationship exists among any of our directors, director nominees, or executive officers. To the best of our
knowledge, there are no pending material legal proceedings in which any of our directors or nominees for director,
or any of their associates, is a party adverse to us or any of our affiliates, or has a material interest adverse to us or
any of our affiliates. Additionally, to the best of our knowledge, there have been no events under any bankruptcy act,
no criminal proceedings and no judgments, sanctions, or injunctions during the past 10 years that are material to



the evaluation of the ability or integrity of any of our directors or nominees for director. There is no arrangement
between any director or director nominee and any other person pursuant to which he or she was or is to be selected
as a director or director nominee.

Class of 2020

The five directors listed below will seek election at this year's annual meeting. Four of these directors are standing
for reelection; Karen Walker was appointed to the board in December 2018 to replace a retiring director and is
seeking election for the first time. See “Item 1. Election of Directors” above for more information.

Michael L. Eskew

Age: 70, Director since 2008, Board Committees: Audit; Compensation; Directors and Corporate Governance (chair)

PUBLIC BOARDS NON-PROFIT BOARDS
3M Corporation; Chairman of the board of trustees of The Annie E. Casey Foundation
IBM Corporation;
Allstate Insurance Company
CAREER HIGHLIGHTS
¢ United Parcel Service, Inc., a global shipping and logistics company
- UPS Board of Directors (1998 - 2014)
- Chairman and CEO (2002 - 2007)
- Vice Chairman (2000 - 2002)
QUALIFICATIONS
Mr. Eskew has CEO experience with UPS, where he established a record of success in managing complex worldwide
operations, strategic planning, and building a strong consumer brand focus. He is an audit committee financial expert,
based on his CEO experience and his service on other U.S. public company audit committees. He has extensive corporate
governance experience through his service on the boards of other companies.
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William G. Kaelin, Jr., M.D.

Age: 62, Director since 2012, Board Committees: Finance; Science and Technology (chair)

INDUSTRY MEMBERSHIPS HONORS

National Academy of Medicine; Nobel Prize in Physiology or Medicine;

National Academy of Sciences; Albert Lasker Basic Medical Research Award;

American College of Physicians; Wiley Prize in Biomedical Sciences from the Rockefeller University;
Association of American Physicians; Steven C. Beering Award from the Indiana University School of

American Society of Clinical Investigation (ASCI] Medicine; ASCl's Stanley J. Korsmeyer Award; Paul Marks Prize for
Cancer Research from the Memorial Sloan Kettering Cancer Center;
Richard and Hinda Rosenthal Prize from the American Association for
Cancer Research; Scientific Grand Prix of the Foundation Lefoulon-
Delalande; Canada Gairdner International Award; Doris Duke
Distinguished Clinical Scientist Award; Helis Award from Baylor
College of Medicine; Massry Prize from the Meira and Shaul G.
Massry Foundation
CAREER HIGHLIGHTS
¢ Harvard Medical School
- Sidney Farber Professor of Medicine (2002 - present)
¢ Brigham and Women's Hospital
- Professor (2002 - present]
¢ Howard Hughes Medical Institute
- Investigator (2002 - present)
- Assistant Investigator (1998 - 2002)
QUALIFICATIONS
Dr. Kaelin is a prominent medical researcher and academician. He has extensive experience at Harvard Medical School,
a major medical institution, as well as special expertise in oncology, a key component of Lilly’s business. He also has
deep expertise in basic science, including mechanisms of drug action, and experience with pharmaceutical discovery
research.



David A. Ricks

Age: 52, Director since 2017, Board Committees: none
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PUBLIC BOARDS NON-PROFIT BOARDS INDUSTRY MEMBERSHIPS
Adobe Board of Governors for Riley Children’'s Foundation; International Federation of Pharmaceutical
Central Indiana Corporate Partnership Manufacturers & Associations (IFPMAJ;

Pharmaceutical Research and Manufacturers
of America (PhRMA])
CAREER HIGHLIGHTS
¢ Eli Lilly and Company
- Chairman, President, and CEQ (2017 - present)
- Senior Vice President and President, Lilly Bio-Medicines (2012 - 2016)
QUALIFICATIONS
Mr. Ricks was named President and CEO on January 1, 2017, and Chairman on June 1, 2017. Mr. Ricks joined Lilly in 1996
and most recently served as President of Lilly Bio-Medicines. He has deep expertise in product development, global
sales and marketing, as well as public policy. He has significant global experience in leading the company's commercial
operations.

Marschall S. Runge, M.D., Ph.D.

Age: 65, Director since 2013, Board Committees: Public Policy and Compliance; Science and Technology

NON-PROFIT BOARDS MEMBERSHIPS + OTHER ORGANIZATIONS
Michigan Medicine Experimental Cardiovascular Sciences Study Section of the National Institutes of Health
CAREER HIGHLIGHTS
¢ University of Michigan

- CEO, Michigan Medicine (2015 - present)

- Executive Vice President for Medical Affairs (2015 - present)

- Dean, Medical School (2015 - present)
¢ University of North Carolina, School of Medicine

- Executive Dean (2010 - 2015)

- Chair of the Department of Medicine (2000 - 2015)

- Principal Investigator and Director of the North Carolina Translational and Clinical Sciences Institute (2010 - 2015)
QUALIFICATIONS
Dr. Runge brings the unique perspective of a practicing physician who has a broad background in health care and
academia. He has extensive experience as a practicing cardiologist, a strong understanding of health care facility
systems, and deep expertise in biomedical research and clinical trial design.
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Karen Walker

Age: 58, Director since 2018, Board Committees: Audit; Public Policy and Compliance
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NON-PROFIT BOARDS MEMBERSHIPS + OTHER ORGANIZATIONS
Salvation Army Advisory Board of Silicon Valley  Association of National Advertisers; Sprout Social
CAREER HIGHLIGHTS
¢ Intel Corporation, a leader in the semiconductor industry
- Senior Vice President and Chief Marketing Officer (2019 - present)
¢ Cisco Systems, a provider of packaging products, aerospace, and other technologies and services to commercial and
governmental customers
- Senior Vice President and Chief Marketing Officer (2015 - 2019)
- Senior Vice President, Marketing (2013 - 2015)
- Senior Vice President of Segment, Services and Partner Marketing (2012 - 2013)
QUALIFICATIONS
Ms. Walker brings extensive marketing and digital expertise. She has valuable commercial experience developed
through her business and consumer leadership positions in the information technology industry and is a recognized
industry authority on both technology and marketing. Her business expertise includes senior field and marketing roles
in Europe, North America, and the Asia-Pacific region.

Class of 2021

The following four directors are serving terms that will expire in May 2021.

Katherine Baicker, Ph.D.

Age: 48, Director since 2011, Board Committees: Audit, Public Policy and Compliance (chair)

MEMBERSHIPS + OTHER ORGANIZATIONS
Board member of HMS Holdings; Panel of Health Advisers to the Congressional Budget Office? Advisory Board
of the National Institute for Health Care Management; Editorial Board of Health Affairs; Research Associate
of the National Bureau of Economic Research; Trustee of the Mayo Clinic; Member of the Mayo Clinic; Member of the
National Academy of Medicine; The National Academy of Social Insurance; The Council on Foreign Relations; and
American Academy of Arts and Sciences
CAREER HIGHLIGHTS
¢ Harris School of Public Policy, University of Chicago
- Dean and the Emmett Dedmon Professor (2017 - present)
¢ Harvard T.H. Chan School of Public Health, Department of Health Policy and Management
- C. Boyden Gray Professor (2014 -2017)
- Acting Chair (2014 - 2016)
- Professor of health economics (2007 - 2017)
¢ Council of Economic Advisers, Executive Office of the President
- Member (2005 - 2007)
- Senior Economist (2001 - 2002)
QUALIFICATIONS
Dr. Baicker is a leading researcher in the fields of health economics, public economics, and labor economics. As a valued
adviser to numerous health care-related commissions and committees, her expertise in health policy and health care
delivery is recognized in both academia and government.

P14




J. Erik Fyrwald

Age: 60, Director since 2005, Board Committees: Compensation; Science and Technology

PUBLIC BOARDS PRIVATE BOARDS NON-PROFIT BOARDS
Bunge Limited Syngenta International UN World Food Program Farm to Market Initiative;

CropLife International; Swiss-American Chamber of Commerce;

Syngenta Foundation for Sustainable Agriculture (chair)

CAREER HIGHLIGHTS
¢ Syngenta, a global Swiss-based agriculture technology company that produces agrochemicals and seeds

- CEO (2016 - present]
¢ Univar, Inc., a leading distributor of chemicals and provider of related services

- President and CEO (2012 - 2016)
¢ Ecolab, a leading provider of cleaning, sanitization, and water products and services

- President (2012)
¢ Nalco Company, a leading provider of water treatment products and services

- Chairman and Chief Executive Officer (2008 - 2011)
¢ E.l. duPont de Nemours and Company, a global chemical company

- Group Vice President, agriculture and nutrition (2003 - 2008)
QUALIFICATIONS
Mr. Fyrwald has a strong record of operational and strategic leadership in three complex worldwide businesses with a
focus on technology and innovation. He is an engineer by training and has significant CEO experience with Syngenta,
Univar, and Nalco.

Jamere Jackson
ﬁV\ Age: 51, Director since 2016, Board Committees: Audit (chair); Finance

CAREER HIGHLIGHTS
¢ Hertz Global Holdings Inc., a global vehicle rental, leasing, and fleet management business

- Chief Financial Officer (2018 - present]
¢ Nielsen Holdings plc, a global measurement and data analytics company

- Chief Financial Officer (2014 - 2018)
e GE

- Vice President and CFO, GE Oil & Gas, drilling and surface division (2013 - 2014)

- Senior Executive, Finance, GE Aviation (2007 - 2013)

- Finance Executive, GE Corporate (2004 - 2007)
QUALIFICATIONS
Through his senior financial roles at Hertz, Nielsen, and GE, Mr. Jackson brings to the board significant global financial
expertise and a strong background in strategic planning, having spent his professional career in a broad range of
financial and strategic planning roles. He is an audit committee financial expert, based on his CFO experience and
his training as a certified public accountant.
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Jackson P. Tai

Age: 69, Director since 2013, Board Committees: Audit; Directors and Corporate Governance; Finance

MEMBERSHIPS + OTHER

PUBLIC BOARDS PRIOR PUBLIC BOARDS NON-PROFIT BOARDS ORGANIZATIONS
MasterCard Incorporated; Canada Pension Plan Metropolitan Opera; Harvard Business School;
HSBC Holdings [chair, Group Investment Board; Rensselaer Polytechnic Asia-Pacific Advisory Board
Risk Committee) Royal Phillips NV; Institute

The Bank of China Limited;
Singapore Airlines;
NYSE Euronext;
ING Group NV;
CapitaLand (Singapore);
DBS Holdings and DBS Bank
CAREER HIGHLIGHTS
» DBS Group Holdings Ltd and DBS Bank Ltd (formerly the Development Bank of Singapore), one of the largest
financial services groups in Asia
- Vice Chairman and Chief Executive Officer (2002 - 2007)
- President and Chief Operating Officer (2001 - 2002)
- Chief Financial Officer (1999 - -2001)
¢ J.P. Morgan & Co. Incorporated, a leading global financial institution
- Managing Director in the Investment Banking Division (1974 - 1999)
QUALIFICATIONS
Mr. Tai is a former CEO with extensive experience in international business and finance, and is an audit committee
financial expert. He has deep expertise in the Asia-Pacific region, an important growth market for Lilly. He also has
broad corporate governance experience from his service on public company boards in North America, Europe, and Asia.



Class of 2022

The following four directors are serving terms that will expire in May 2022.
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Ralph Alvarez

Age: 64, Director since 2009, Board Committees: Compensation (chair); Science and Technology

PUBLIC BOARDS PRIOR PUBLIC BOARDS MEMBERSHIPS + OTHER ORGANIZATIONS
Lowe's Companies, Inc.; McDonald’s Corporation; KeyCorp; University of Miami: President’s Council
Dunkin® Brands Group, Inc. ~ Skylark Co., Ltd.; Realogy Holdings Corp.
CAREER HIGHLIGHTS
¢ Advent International Corporation, a leading global private equity firm

- Operating Partner (2017 - present)
e Skylark Co., Ltd., a leading restaurant operator in Japan

- Chairman of the Board (2013 - 2018)
¢ McDonald's Corporation

- President and Chief Operating Officer (2006 - 2009)
QUALIFICATIONS
Through his positions at Skylark Co., Ltd. and McDonald's Corporation, as well as with other global restaurant
businesses, Mr. Alvarez has extensive experience in consumer marketing, global operations, international business, and
strategic planning. His international experience includes a special focus on Japan and emerging markets. He also has
extensive corporate governance experience through his service on other public company boards.
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Carolyn R. Bertozzi, Ph.D.

Age: 53, Director since 2017, Board Committees: Public Policy and Compliance; Science and Technology

NON-PROFIT BOARDS MEMBERSHIPS + OTHER ORGANIZATIONS

Glenn Foundation; National Institute of Medicine; National Academy of Sciences; Foreign Member of the
Grace Science Foundation Royal Society; and American Academy of Arts and Sciences

HONORS

Solvay Prize for the Future of Chemistry; MacArthur Foundation Fellowship; Lemelson MIT Prize; Heinrich Wieland
Prize; National Academy of Sciences Award in the Chemical Sciences; UC Berkeley Distinguished Teaching Award;
Donald Sterling Noyce Prize for Excellence in Undergraduate Teaching
CAREER HIGHLIGHTS
¢ Stanford University

- Anne T. and Robert M. Bass Professor of Chemistry, Professor of Chemical and Systems Biology and

Radiology by courtesy (2015 - present)

- Baker Family Co-Director of Stanford ChEM-H (2017 - present]
¢ Howard Hughes Medical Institute

- Investigator (2000 - present]
¢ University of California, Berkeley

- T.Z. and Irmgard Chu Professor of Chemistry and Professor of Molecular and Cell Biology (1996 - 2015)
QUALIFICATIONS
Dr. Bertozzi is a prominent researcher and academician. She has extensive experience at Stanford University and the
University of California, Berkeley, two major research institutions. Her deep expertise spans the disciplines of
chemistry and biology, with an emphasis on studies of cell surface glycosylation associated with cancer, inflammation,
and bacterial infection and exploiting this knowledge for development of diagnostic and therapeutic approaches.

Juan R. Luciano

Age: 58, Director since 2016, Lead Independent Director since 2019. Board Committees: Directors and Corporate
Governance; Finance (chair)

PUBLIC BOARDS NON-PROFIT BOARDS MEMBERSHIPS + OTHER ORGANIZATIONS
Archer Daniels Midland Company; Intersect Illinois; Economic Club of Chicago; Commercial Club of Chicago
Boys and Girls Clubs of America;
Kellogg School of Management,
Northwestern University
CAREER HIGHLIGHTS
¢ Archer Daniels Midland Company, a global food-processing and commodities-trading company
- Chairman (2016 - present]
- CEO and President (2015 - present)
- President (2014 - 2015)
- Executive Vice President and Chief Operating Officer (2011 - 2014)
¢ The Dow Chemical Company, a multinational chemical company
- Executive Vice President and President, Performance Division (2010 - 2011)
QUALIFICATIONS
Mr. Luciano has CEO and global business experience with Archer Daniels Midland Company, where he has established
a reputation for strong results-oriented and strategic leadership, as well as many years of global leadership at The Dow
Chemical Company. He brings to the board a strong technology and operations background, along with expertise in the
highly regulated food and agriculture sectors.



Kathi P. Seifert

Age: 70, Director since 1995, Board Committees: Compensation; Directors and Corporate Governance

PUBLIC BOARDS PRIOR PUBLIC BOARDS NON-PROFIT BOARDS

Investors Community Bank Albertsons; Community Foundation for the Fox Valley Region;
Revlon Consumer Products Co.;  Fox Cities Building for the Arts;
Supervalu Inc; Fox Cities Chamber of Commerce; New North;
Lexmark International, Inc. Greater Fox Cities Area Habitat for Humanity;

Riverview Gardens; Bubolz Nature Preserve; Fox Valley
Humane Association
CAREER HIGHLIGHTS
e Katapult, LLC, a provider of pro bono mentoring and consulting services to nonprofit organizations
- Chairman (2004 - present)
¢ Kimberly-Clark Corporation, a global consumer products company
- Executive Vice President (1999 - 2004)
QUALIFICATIONS
Ms. Seifert is a retired senior executive of Kimberly-Clark. She has strong expertise in consumer marketing and brand
management, having led sales and marketing for several worldwide brands, with a special focus on consumer health.
She has extensive corporate governance experience through her other board positions.
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Director Qualifications and Nomination Process

Director Qualifications
Experience: Our directors are responsible for overseeing the company’s business consistent with their fiduciary
duties. This significant responsibility requires highly skilled individuals with various qualities, attributes, and
professional experience. We believe the board is well-rounded, with a balance of relevant perspectives and
experience, as illustrated in the following chart. Categories referencing “expertise” indicate that the director is an
expert in the field, while "experience” indicates direct experience, including management and oversight of
significant operations:
CEO Experience:
Financial Expertise:
Relevant Scientific/Academic Expertise:
Healthcare Experience:
Operational/Strategic Expertise:
International Experience:

Marketing and Sales Expertise:

Digital Expertise:

Board Tenure: As the following chart demonstrates, our director composition reflects a mix of tenure on the board,
which provides an effective balance of historical perspective and an understanding of the evolution of our business
with fresh perspectives and insights.

3 Years or Less:

3-5 Years: 4
6-10 Years: 4
More than 10 Years: 4

Diversity: The board strives to achieve diversity in the broadest sense, including persons diverse in geography,
gender, ethnicity, age, and experiences. Although the board does not establish specific diversity goals or have a
standalone diversity policy, the board's overall diversity is an important consideration in the director selection and
nomination process. The Directors and Corporate Governance Committee assesses the effectiveness of board
diversity efforts in connection with the annual nomination process as well as in new director searches. The
company's 13 directors range in age from 48 to 71 and include four women and five members of underrepresented
groups.

Character: Board members should possess the personal attributes necessary to be an effective director, including
unquestioned integrity, sound judgment, a collaborative spirit, and commitment to the company, our shareholders,
and other constituencies.

Director Refreshment

The Directors and Corporate Governance Committee performs periodic assessments of the overall composition and
skills of the board to ensure that the board and management are actively engaged in succession planning for
directors, and that our board reflects the viewpoints, diversity, and expertise necessary to support our complex and
evolving business. The Directors and Corporate Governance Committee, with input from all board members, also
considers the contributions of the individual directors.

The results of these assessments inform the board’s recommendations on nominations for directors at the annual
meeting each year and help provide us with insight on the types of experiences, skills, and other characteristics we
should be seeking for future director candidates. Based on this assessment, the Directors and Corporate
Governance Committee has recommended that the directors in the 2020 class be elected at the 2020 annual
meeting.



The board delegates the director screening process to the Directors and Corporate Governance Committee, which
receives input from other board members. Director candidates are identified from several sources, including
executive search firms retained by the committee, incumbent directors, management, and shareholders.

The Directors and Corporate Governance committee employs the same process for evaluating all candidates,
including those submitted by shareholders. The committee initially evaluates a candidate based on publicly
available information and any additional information supplied by the party recommending the candidate. If the
candidate appears to satisfy the selection criteria and the committee’s initial evaluation is favorable, the committee,
assisted by management or a search firm, gathers additional data on the candidate’s qualifications, availability,
probable level of interest, and any potential conflicts of interest. If the committee’s subsequent evaluation continues
to be favorable, the candidate is contacted by the chairman of the board and one or more of the independent
directors, including the lead independent director, for direct discussions to determine the mutual level of interest in
pursuing the candidacy. If these discussions are favorable, the committee recommends that the board nominate the
candidate for election by the shareholders (or elects the candidate to fill a vacancy, as applicable).

Director Compensation

Director compensation is reviewed and approved annually by the board, on the recommendation of the Directors
and Corporate Governance Committee. Directors who are employees receive no additional compensation for serving
on the board.

Cash Compensation
The following table shows the retainers and meeting fees in effect in 2019 for all non-employee directors.

Board and Committee Membership Retainers Leadership Retainers

(annual, paid in monthly installments) (annual, paid in monthly installments)
Annual Board Retainer $110,000 Lead Independent Director $35,000
Audit Committee, Science and Technology Committee $6,000 Audit Committee chair $18,000

members (including the chairs)

Compensation Committee, Directors and Corporate $3,000 Science and Technology Committee chair $15,000
Governance Committee, Finance Committee, Public

Policy and Compliance Committee members

(including the chairs)

All other committee chairs $12,000

Directors are reimbursed for customary and usual travel expenses in connection with their travel to and from board
meetings and other company events. Directors may also receive additional cash compensation for serving on ad hoc
committees that may be formed by the board from time to time.

Stock Compensation

Directors are required to hold meaningful equity ownership positions in the company and may not sell the equity
compensation they earn as a director until after leaving the board. A significant portion of director compensation is
in the form of deferred Lilly stock payable after they leave the board. Directors are required to hold Lilly stock,
directly or through company plans, valued at not less than five times their annual board retainer; new directors are
allowed five years to reach this ownership level. All directors serving at least five years have satisfied these
guidelines, and all other directors are making progress toward these requirements.

In 2019, non-employee directors received an annual grant of $175,000 of equity compensation (but no more than
7,500 shares), deposited in a deferred stock account in the Lilly Directors’ Deferral Plan (as described below). This
award is prorated for time served and payable beginning the second January following the director’s departure from
board service.

Annual Compensation Cap for Directors
In 2018, the board approved a cap to the total annual compensation (cash and equity compensation) for non-
employee directors of $800,000. The cap is intended to avoid excessive director compensation and is included in
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both our Directors’ Deferral Plan and in the Amended and Restated 2002 Lilly Stock Plan approved by shareholders
at the 2018 annual shareholders’ meeting.

Lilly Directors’ Deferral Plan: The Lilly Directors' Deferral Plan allows non-employee directors to defer receipt
of all or part of their cash compensation until after their service on the board has ended. Each director can choose
to invest the amounts deferred in one or both of the following two accounts:

Deferred Stock Account. This account allows the director, in effect, to invest his or her deferred cash compensation
in company stock. Funds in this account are credited as hypothetical shares of company stock based on the closing
stock price on pre-set monthly dates. In addition, the annual stock compensation award as described above is also
credited to this account. The number of shares credited is calculated by dividing the $175,000 annual compensation
figure by the closing stock price on a pre-set annual date. Hypothetical dividends are “reinvested” in additional
shares based on the market price of the stock on the date dividends are paid. Actual shares are issued on the
second January following the director's departure from board service.

Deferred Compensation Account. Funds in this account earn interest each year at a rate of 120 percent of the
applicable federal long-term rate, compounded monthly, as established the preceding December by the U.S.
Treasury Department under Section 1274(d) of the Internal Revenue Code of 1986 (the Internal Revenue Code). The
aggregate amount of interest that accrued in 2019 for the participating directors was $164,734, at a rate of

3.9 percent. The rate for 2020 is 2.5 percent.

Both accounts may generally only be paid out in a lump sum or in annual installments for up to 10 years, beginning
the second January following the director’s departure from board service. Amounts in the deferred stock account

are paid in shares of company stock.

2019 Compensation for Non-Employee Directors

All Other
Fees Earned Compensation

Name or Paid in Cash ($) Stock Awards ($)° and Payments ($)2 Total ($)?
Mr. Alvarez $131,000 $175,000 $0 $306,000
Dr. Baicker $131,000 $175,000 $0 $306,000
Dr. Bertozzi $119,000 $175,000 $0 $294,000
Mr. Eskew $136,000 $175,000 $0 $311,000
Mr. Fyrwald $119,000 $175,000 $31,000 $325,000
Mr. Jackson $131,000 $175,000 $0 $306,000
Dr. Kaelin $134,000 $175,000 $3,000 $312,000
Mr. Luciano $151,333 $175,000 $0 $326,333
Dr. Runge $119,000 $175,000 $0 $294,000
Ms. Seifert $117,000 $175,000 $10,667 $302,667
Mr. Tai $122,000 $175,000 $60,000 $357,000
Ms. Walker $144,000 $175,000 $0 $319,000
Retired

Ms. Marram $67,917 $72,917 $38,000 $178,834

"Each non-employee director received an award of stock valued at $175,000 (approximately 1,534 shares), except
Ms. Marram, who retired from the board in May 2019 and received a pro-rated award for a partial year of service.
This stock award and all prior stock awards are fully vested; however, the shares are not issued until the second
January following the director's departure from board service, as described above under “Lilly Directors’ Deferral
Plan.” The column shows the grant date fair value for each director’s stock award computed in accordance with
FASB ASC Topic 718, based on the closing stock price on the grant date. See Note 12 of the consolidated financial
statements in the company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2019, for
additional detail regarding assumptions underlying the valuation of equity awards. Aggregate outstanding stock
awards are shown in the “Common Stock Ownership by Directors and Executive Officers” table in the “Stock Units
Not Distributable Within 60 Days” column.



2 This column consists of amounts donated by the Eli Lilly and Company Foundation, Inc. (Foundation) under its
matching gift program, which is generally available to U.S. employees as well as non-employee directors. Under
this program, the Foundation matched 100 percent of charitable donations over $25 made to eligible charities, up
to a maximum of $30,000 per year for each individual. The Foundation matched these donations via payments
made directly to the recipient charity. The amounts for Mr. Fyrwald, Dr. Kaelin, Ms. Marram, and Mr. Tai include
matching contributions for donations made at the end of 2018 (Mr. Fyrwald - $1,000; Dr. Kaelin - $3,000;

Ms. Marram - $8,000; and Mr. Tai - $30,000), for which the matching contribution was not paid until 2019.

3 Directors do not participate in a company pension plan or non-equity incentive plan.

2020 Director Compensation

In 2019, the Directors and Corporate Governance Committee reviewed the company’s compensation for independent
directors, including a peer group analysis which showed total director compensation slightly above the median of
the general industry peer group (though below pharmaceutical industry peers). As a result of this analysis, the
committee recommended no changes to independent director compensation for 2020.

Director Independence

The board annually determines the independence of directors based on a review by the Directors and Corporate
Governance Committee. No director is considered independent unless the board has determined that he or she has
no material relationship with the company, either directly or as a partner, significant shareholder, or officer of an
organization that has a material relationship with the company. Material relationships can include commercial,
industrial, banking, consulting, legal, accounting, charitable, and familial relationships, among others. To evaluate
the materiality of any such relationship, the board has adopted categorical independence standards consistent with
the New York Stock Exchange (NYSE] listing standards, except that the “look-back period” for determining whether
a director’s prior relationship(s) with the company impairs independence is extended from three to four years.

The company's process for determining director independence is set forth in our Standards for Director
Independence, which can be found on our website at lilly.com/who-we-are/governance, along with our Corporate
Governance Guidelines.

On the recommendation of the Directors and Corporate Governance Committee, the board determined that each
current non-employee director is independent. Prior to her retirement in 2019, the board reached the same
conclusions regarding Ms. Marram, and determined that the members of each committee also meet our and the
NYSE's independence standards. The board determined that none of the non-employee directors has had during the
last four years (i) any of the relationships identified in the company’s categorical independence standards or [ii) any
other material relationship with the company that would compromise his or her independence. The table that
follows includes a description of categories or types of transactions, relationships, or arrangements the board
considered in reaching its determinations.
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Director

Primary Type of
Transaction/
Relationship/
Arrangement

2019 Aggregate
Percentage of

Type of Relationshipto  between Lilly and Organization's
Director Organization Organization Organization Organization Revenue
Educational
Dr. Baicker University of Chicago  Institution Employee Clinical Research Less than 0.1 percent
Educational
Dr. Bertozzi Stanford University Institution Employee Clinical Research Less than 0.1 percent
Syngenta For-profit
Mr. Fyrwald International AG Corporation Executive Officer Purchase of products  Less than 0.1 percent
Hertz Global Holdings  For-profit ) )
Mr. Jackson Inc Corporation Executive Officer Purchase of products  Less than 0.1 percent
Educational
Harvard University mS‘iﬁit'i%ﬂa Employee Research grants Less than 0.1 percent
) Brigham and Health Care
Dr. Kaelin Women's Hospital Institution Employee Clinical Research Less than 0.1 percent
Dana-Farber Cancer  Health Care Approximately 0.2
Institute Institution Employee Clinical Research percent
q f Purchase of products  Less than 0.1 percent
. Archer Daniels For-profit : s
Mr. Luciano Midland Corporation Executive Officer s e 0] e
Sale of products of Lilly's revenue
University of Michigan Educational
Dr. Runge Medical School Institution Executive Officer Clinical Research Less than 0.1 percent
. For-profit
Ms. Walker Cisco Systems Inc Corporation Former Employee Purchase of products  Less than 0.1 percent

All of the transactions described above were entered into at arm’s length in the normal course of business and, to
the extent they are commercial relationships, have standard commercial terms. Aggregate payments to each of the
organizations, in each of the last four fiscal years, did not exceed the greater of $1 million or 2 percent of that
organization’s consolidated gross revenues in a single fiscal year for the relevant four-year period. No director had
any direct business relationships with the company or received any direct personal benefit from any of these
transactions, relationships, or arrangements.

Committees of the Board of Directors

The duties and membership of the six board-appointed committees are described below. All committee members are
independent as defined in the NYSE listing requirements and Lilly's independence standards. The members of the Audit
and Compensation Committees each meet the additional independence requirements applicable to them as members of
those committees.

The Directors and Corporate Governance Committee makes recommendations to the board regarding director
committee membership and selection of committee chairs. The board has no set policy for rotation of committee
members or chairs but annually reviews committee memberships and chair positions, seeking the best blend of
continuity and fresh perspectives.

The chair of each committee determines the frequency and agenda of committee meetings. The Audit, Compensation,
and Public Policy and Compliance Committees meet alone in executive session on a regular basis; all other committees
meet in executive session as needed.



Membership and Meetings of the Board and Its Committees

In 2019, each director attended at least 80 percent of the total number of meetings of the board and the committees
on which he or she served during his or her tenure as a board or committee member. In addition, all board
members are expected to attend the 2020 annual meeting, and all directors then serving attended the annual
meeting in 2019. Current committee membership and the number of meetings of the board and each committee in
2019 are shown in the table below.
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Directors and Public Policy
Corporate and Science and
Name Board Audit Compensation |Governance Finance Compliance Technology
Mr. Alvarez v C v
Dr. Baicker v v
Dr. Bertozzi v v
Mr. Eskew v v Cc
Mr. Fyrwald v v
Mr. Jackson v C
Dr. Kaelin v c
Mr. Luciano LD v C
Mr. Ricks v
Dr. Runge v v v
Ms. Seifert v v
Mr. Tai v l
Ms. Walker v v
Number of 2019
Meetings 10 10 6 4 8 4 6
C Committee Chair
LD Lead Independent Director

All six committee charters are available online at lilly.com/who-we-are/governance, or upon request to the
company's corporate secretary. Key responsibilities of each committee are set forth below.

Audit Committee
The Audit Committee assists the board in fulfilling its oversight responsibilities by monitoring:
e the integrity of financial information provided to the shareholders and others
e management’s systems of internal controls and disclosure controls
e the performance of internal and independent audit functions
e the company’'s compliance with legal and regulatory requirements.

The committee has sole authority to appoint or replace the independent auditor, subject to shareholder ratification.

The board has determined that Mr. Eskew, Mr. Jackson, and Mr. Tai are audit committee financial experts, as
defined in the SEC rules.

Compensation Committee
The Compensation Committee:
e oversees the company’s global compensation philosophy and policies
e establishes the compensation of our CEO and other executive officers
e acts as the oversight committee with respect to the company’s deferred compensation plans, management
stock plans, and other management incentive compensation programs
e reviews succession plans for the CEO and other key senior leadership positions as well as the company’s
diversity and inclusion efforts
* reviews, monitors, and oversees stock ownership guidelines for executive officers.
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Compensation Committee Interlocks and Insider Participation
None of the Compensation Committee members:

has ever been an officer or employee of the company

is or has been a participant in a related-person transaction with the company (see “Review and Approval of
Transactions with Related Persons” for a description of our policy on related-person transactions)

has any other interlocking relationships requiring disclosure under applicable SEC rules.

Directors and Corporate Governance Committee
The Directors and Corporate Governance Committee:

]

leads the process for director recruitment, together with the lead independent director

recommends to the board candidates for membership on the board and its committees, as well as for the
role of lead independent director

oversees matters of corporate governance, including board performance, director independence and
compensation, corporate governance guidelines, and shareholder engagement on governance matters.

Finance Committee
The Finance Committee reviews and makes recommendations to the board regarding financial matters, including:

]

e o o o o o o

capital structure and strategies

dividends

stock repurchases

capital expenditures

investments, financing, and borrowings

benefit plan funding and investments

financial risk management

significant business development opportunities.

Public Policy and Compliance Committee
The Public Policy and Compliance Committee:

(]

reviews, identifies, and when appropriate, brings to the attention of the board ethical, social,
environmental, political, and legal trends and issues, and compliance and quality matters that may have an
impact on the business operations, financial performance, or public image of the company

reviews, monitors, and makes recommendations to the board on corporate policies and practices that
relate to public policy and compliance, including those related to employee health and safety.

Science and Technology Committee
The Science and Technology Committee:

]

e o o o

reviews and makes recommendations regarding the company’s strategic research goals and objectives
reviews new developments, technologies, and trends in pharmaceutical research and development
reviews the progress of the company’s product pipeline

reviews the scientific aspects of significant business development opportunities

oversees matters of scientific and medical integrity and risk management.



Board Oversight of Strategy, Compliance, and Risk Management

The board takes an active approach to its role in overseeing the development and execution of the company’s
business strategies. On an annual basis, the board and executive management conducts an extended review and
discussion of the company’s strategy, reviewing goals, the external environment, key questions, and key risks. Board
meetings include discussions of company performance relative to the strategy. The board also reviews strategic
focus areas for the company, such as innovation, information security, and human capital management.

The board, together with its committees, oversees the processes by which the company conducts its business to
ensure the company operates in a manner that complies with laws and regulations and reflects the highest
standards of integrity. On an annual basis, the full board reviews the company’s overall state of compliance and the
Public Policy and Compliance Committee receives an update on compliance at each meeting.

The chief ethics and compliance officer reports directly to the CEO.

The company also has an enterprise risk management program directed by its chief ethics and compliance officer.
Enterprise risks are identified and prioritized by management through both top-down and bottom-up processes.
The risk management program is overseen by the full board, and certain prioritized risks are reviewed by a board
committee or the full board. Company management is charged with managing risk through robust internal
processes and controls. The enterprise risk management program as a whole is reviewed annually at a full board
meeting, and enterprise risks are also addressed in periodic business function reviews and at the annual board and
senior management strategy session.

Code of Ethics

The board approves the company's code of ethics, which is set out in:

The Red Book: a comprehensive code of ethical and legal business conduct applicable to all employees worldwide
and to our board. The Red Book is reviewed and approved annually by the board.

Code of Ethical Conduct for Lilly Financial Management: a supplemental code for our CEO and all members of
financial management, in recognition of their unique responsibilities to ensure proper accounting, financial
reporting, internal controls, and financial stewardship.

These documents are available online at lilly.com/who-we-are/governance/ethics-and-compliance-program and
lilly.com/ethical-conduct-for-financial-management, or upon request to the company's corporate secretary. In the
event of any amendments to, or waivers from, a provision of the code affecting the CEO, chief financial officer, chief
accounting officer, controller, or persons performing similar functions, we intend to post on the above website
within four business days after the event a description of the amendment or waiver as required under applicable
SEC rules, and we will maintain that information on our website for at least 12 months.

Highlights of the Company’s Corporate Governance

The company is committed to good corporate governance, which promotes the long-term interests of shareholders
and other company stakeholders, builds confidence in our company leadership, and strengthens accountability by the
board and company management. The board has adopted corporate governance guidelines that set forth the
company's basic principles of corporate governance. The section that follows outlines key elements of the guidelines
and other governance matters. Investors can learn more by reviewing the corporate governance guidelines, which are
available online at lilly.com/who-we-are/governance or upon request to the company’s corporate secretary.

Role of the Board
The directors are elected by the shareholders to oversee the actions and results of the company’s management. The
board exercises oversight over a broad range of areas, but the board's key responsibilities include the following
(certain of which are carried out through the board’'s committees):

e providing general oversight of the business

e approving corporate strategy

e approving major management initiatives

P27

o
-
o
>
3
("]
-
>
-
m
k4
m
=z
-




[
=z
w
=
w
-
<
-
0
>
x
(=]
@
o

P28

e selecting, compensating, evaluating, and, when necessary, replacing the CEO, and compensating other key
senior leadership positions

e ensuring that an effective succession plan is in place for all key senior leadership positions and reviewing the
broader talent management process, including diversity and inclusion

e overseeing the company’s ethics and compliance program and management of significant business risks

e nominating, compensating, and evaluating directors

e overseeing the company's enterprise risk management program.

The board takes an active role in its oversight of our corporate strategy. Each year, the board and executive
management closely examine the company’s strategy, including key risks and decisions facing the company. Decisions
reached in this session are updated throughout the year, including as the board discusses the company's financial
performance, the performance of our business units, and progress in our pipeline.

Board Composition and Requirements

Mix of Independent Directors and Officer-Directors
We believe there should always be a substantial majority (75 percent or more) of independent directors. The CEO
should be a member of the board.

Voting for Directors

In an uncontested election, directors are elected by a majority of votes cast. An incumbent nominee who fails to
receive a greater number of votes “for” than “against” his or her election will tender his or her resignation from the
board (following the certification of the shareholder vote). The board, on recommendation of the Directors and
Corporate Governance Committee, will decide whether to accept the resignation. The company will promptly disclose
the board's decision, including, if applicable, the reasons the board rejected the resignation.

Director Tenure and Retirement Policy

Non-employee directors must retire no later than the date of the annual meeting that follows their seventy-second
birthday, although the Directors and Corporate Governance Committee has authority to recommend exceptions to this
policy. The Directors and Corporate Governance Committee, with input from all board members, also considers the
contributions of the individual directors annually, with a more robust assessment at least every three years when
considering whether to nominate directors to new three-year terms. The company has not adopted term limits
because the board believes that the company benefits from having a mix of longer- and shorter-tenured members of
the board.

Other Board Service

In general, no director may serve on more than three other public company boards. The Directors and Corporate
Governance Committee may approve exceptions if it determines that the additional service will not impair the
director’s effectiveness on the Lilly board.

Board Confidentiality Policy

The board has adopted a Confidentiality Policy, applicable to all current and future members of the board. The policy
prohibits a director from sharing confidential information obtained in his or her role as a director with any outside
party except under limited circumstances where the director is seeking legal advice or is required by law to disclose
information. The Confidentiality Policy can be viewed on the company's website: lilly.com/about/corporate-
governance/Pages/corporate-governance.aspx.

Leadership Structure; Oversight of Chairman, CEO, and Senior Management

Leadership Structure

The board currently believes that combining the role of chairman of the board and CEO, coupled with a strong lead
independent director position (see the description of the role below], is the most efficient and effective leadership
model for the company, fostering clear accountability, effective decision making, and alignment on corporate strategy.
The board periodically reviews its leadership structure and developments in the area of corporate governance to
ensure that this approach continues to strike the appropriate balance for the company and our stakeholders and
enables it to promote the long-term interests of shareholders. Such a review was conducted during the succession-
management process relating to the appointment of Mr. Ricks as chairman, effective June 2017, and more recently in
considering the shareholder proposal that has been put forward as Item 8 below. The board believes that Mr. Ricks



has served the company well as the chairman and CEQ, and that the combined role provides unified leadership and
focus on the company’s strategy, business plans, and efficiency efforts.

Mr. Luciano serves as the current lead independent director. Mr. Luciano is a strong, lead independent director who
fulfilled each of the duties below during the past year. As the CEO and president of Archer Daniels Midland Company,
he brings diverse experience and outside perspective to his lead independent director role, which permits him to
serve as a trusted adviser to Mr. Ricks and ensure effective board management.

In 2019, the independent directors, led by Mr. Luciano, met at every board meeting in executive session to discuss
various matters related to the oversight of the company, the management of the board’s affairs, and the CEQ’s
performance. We believe Mr. Luciano fosters an open and constructive dialogue during these sessions as well as
during individual discussions with the independent directors. Mr Luciano advised Mr. Ricks on the independent
directors’ discussions, including performance feedback.

Board Independence
The board has put in place a number of governance practices to ensure effective independent oversight, including:

* Executive sessions of the independent directors: held after every regular board meeting.

e Annual performance evaluation of the chairman and CEO: conducted by the independent directors, the
results of which are reviewed with the CEO and considered by the Compensation Committee in establishing
the CEO’s compensation for the next year.

* Astrong, independent, clearly defined lead independent director role: The lead independent director’s

responsibilities include:

o leading the board’s processes for selecting and evaluating the CEO

o presiding at all meetings of the board at which the chairman is not present

o serving as a liaison between the chairman and the independent directors

o if requested by major shareholders, ensuring that he or she is available for consultation and direct
communication

o approving meeting agendas and schedules and generally approving information sent to the board

o conducting executive sessions of the independent directors

° overseeing the independent directors’ annual performance evaluation of the chairman and CEO

o together with the board chair and the chair of the Directors and Corporate Governance Committee,
conducting the annual board assessment process

o together with the Directors and Corporate Governance Committee, leading the director recruitment
process.

e The lead independent director also has authority to call meetings of the independent directors and to retain
advisors for the independent directors.

e The lead independent director is appointed annually by the board, which conducts an assessment of his or
her performance as part of the annual board assessment process. Currently Mr. Luciano is the lead
independent director.

* Director access to management and independent advisors: Independent directors have direct access to
members of management whenever they deem it necessary, and the company’s executive officers attend part
of each regularly scheduled board meeting. The independent directors and all committees are also free to
retain their own independent advisors, at the company's expense, whenever they feel it would be desirable to
do so.

CEO Succession Planning

The Compensation Committee, board, and CEO annually review the company’s succession plans for the CEO and other
key senior leadership positions. The independent directors also meet without the CEO to discuss CEO succession
planning.
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During these reviews, the CEO and directors discuss:
e future candidates for the CEO and other senior leadership positions
e succession timing
e development plans for the highest-potential candidates.

The independent directors and the CEO maintain a confidential plan for the timely and efficient transfer of the CEQ's
responsibilities in the event of an emergency or his sudden departure, incapacitation, or death.

The company ensures that the directors have multiple opportunities to interact with the company's top leadership
talent in both formal and informal settings to allow them to most effectively assess the candidates’ qualifications and
capabilities.

Board Education and Annual Performance Assessment

The company engages in a comprehensive orientation process for incoming new directors. Directors also attend
ongoing continuing educational sessions on areas of particular relevance or importance to our company, and we hold
periodic mandatory training sessions for the Audit Committee.

Every year the Directors and Corporate Governance Committee, together with the chair and the lead independent
director, conducts a robust assessment of the board's performance, board committee performance, and all board
processes, based on input from all directors. We also conduct an annual assessment of each individual director’s
performance, and every three years we conduct a detailed review of individual director performance when considering
whether to nominate the director to a new three-year term.

Conflicts of Interest and Transactions with Related Persons

Conflicts of Interest

Occasionally a director’s business or personal relationships may give rise to an interest that conflicts, or appears to
conflict, with the interests of the company. As outlined in the company’s corporate governance guidelines, directors
must disclose to the company all relationships that could create a conflict or an appearance of a conflict. The board,
after consultation with counsel, takes appropriate steps to identify actual or apparent conflicts and ensure that all
directors voting on an issue are disinterested with respect to that issue. A director may be excused from board
discussions and decisions on an issue related to an actual or apparent conflict, as appropriate.

In addition, a director’s relationship with Lilly may give rise to an interest that conflicts, or appears to conflict, with the
interests of another company, institution, or other stakeholder. A director must disclose his or her relationship with
Lilly in connection with any scientific publication, using the International Committee of Medical Journal Editors
(ICMJE) conflict of interest form for this purpose when possible. Each director must disclose his or her service on the
board to his or her employer and any other organization with which the director has a relationship of trust and where
the relationship with the company is relevant. In addition, directors must follow the internal conflict of interest
policies and procedures of each such organization.

Review and Approval of Transactions with Related Persons

The board has adopted a policy and procedures for review, approval, and monitoring of transactions involving the
company and related persons (directors and executive officers, their immediate family members, or shareholders of
more than 5 percent of the company’s outstanding stock]. The policy covers any related-person transaction that meets
the minimum threshold for disclosure in the proxy statement under the relevant SEC rules (generally, transactions
involving amounts exceeding $120,000 in which a related person has a direct or indirect material interest).

Policy:

Related-person transactions must be approved by the board or by a committee of the board consisting solely of
independent directors, who will approve the transaction only if the board or committee determines that it is in the best
interests of the company. In considering the transaction, the board or committee will consider all relevant factors,
including:



e the company’s business rationale for entering into the transaction

e the alternatives to entering into a related-person transaction

e whether the transaction is on terms comparable to those available to third parties, or in the case of
employment relationships, to employees generally

e the potential for the transaction to lead to an actual or apparent conflict of interest and any safeguards
imposed to prevent such actual or apparent conflicts

e the overall fairness of the transaction to the company.

Procedures:

e Management or the affected director or executive officer will bring the matter to the attention of the
chairman, the lead independent director, the chair of the Directors and Corporate Governance Committee, or
the corporate secretary.

¢ The chairman and the lead independent director shall jointly determine (or, if either is involved in the
transaction, the other shall determine) whether the matter should be considered by the board or by one of its
existing committees.

e |fadirectorisinvolved in the transaction, he or she will be recused from all discussions and decisions about
the transaction.

e The transaction must be approved in advance whenever practicable, and if not practicable, must be ratified, if
appropriate, as promptly as practicable.

e The board or relevant committee will review the transaction annually to determine whether it continues to be
in the company’s best interests.

In 2019, there were no related party transactions to report pursuant to the relevant SEC rules and no required proxy
statement disclosure.

Communication with the Board of Directors

You may send written communications to members of the board, including independent directors, addressed to:
Board of Directors
Eli Lilly and Company
c/o Corporate Secretary
Lilly Corporate Center
Indianapolis, IN 46285

Shareholder Engagement on Governance Issues

Each year, the company engages large shareholders and other key constituents to discuss areas of interest or
concern related to corporate governance, as well as any specific issues for the coming proxy season. In 2019, we
spoke with a number of investors, both large and small, on topics such as eliminating the company’s classified
board and supermajority voting requirements; environmental, social, and governance topics including drug pricing,
product quality and safety, and our board and corporate culture; litigation and key enterprise risks; the company's
executive compensation; and proxy access, among other topics. The overall tone of these conversations was
productive and positive, and the investors with whom we spoke were generally supportive of our performance and
overall compensation and governance policies, although a few shareholders communicated differing views on some
of our governance practices. This feedback has been discussed with our chairman and CEO, the lead independent
director, our Compensation Committee, and our Directors and Corporate Governance Committee, and it was a key
input into board discussions on corporate governance topics. As a result of these discussions and its own
deliberations, the board decided to amend the company's bylaws to implement proxy access and recommend in
favor of the two management proposals described below. We are committed to continuing to engage with our
investors to ensure their diverse perspectives on corporate governance and other issues are thoughtfully
considered.
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Management Proposals to Eliminate Classified Board and Supermajority Voting Requirements
Each year between 2007 and 2012, and again in 2018 and 2019, our management put forward proposals to eliminate
the company's classified board structure. The proposals did not pass because they failed to receive a “supermajority
vote” of 80 percent of the outstanding shares of our common stock, as required in the company’s articles of
incorporation. In addition, in 2010, 2011, 2012, 2018, and 2019, we submitted management proposals to eliminate
the supermajority voting requirements themselves. Those proposals also fell short of the required 80 percent vote.

Prior to 2012, these proposals received support ranging from 72 to 77 percent of the outstanding shares. In 2012,
the vote in support of these proposals was approximately 63 percent of the outstanding shares, driven in part by a
2012 NYSE rule revision prohibiting brokers from voting their clients’ shares on corporate governance matters
absent specific instructions from such clients. In 2018, the vote in support was approximately 62 percent of the
outstanding shares and in 2019, the vote in support was approximately 66 percent of the outstanding shares.

After considering the interests of the company and our shareholders, we have resubmitted management proposals
to eliminate the classified board and supermajority voting requirements for consideration at the 2020 annual
meeting (see |tems 4 and 5]. We will continue to engage with our shareholders on these and other topics to ensure
that we continue to demonstrate strong corporate governance and accountability to shareholders.

Shareholder Proposals

If a shareholder wishes to have a proposal considered for inclusion in next year’s proxy statement, he or she must
submit the proposal in writing so that we receive it by November 20, 2020. Proposals should be addressed to the
company’s corporate secretary, Lilly Corporate Center, Indianapolis, Indiana 46285. In addition, the company’s
bylaws provide that any shareholder wishing to propose any other business at the 2021 annual meeting must give
the company written notice by November 20, 2020, and no earlier than September 21, 2020. That notice must
provide certain other information as described in the bylaws. Copies of the bylaws are available online at lilly.com/
who-we-are/governance or upon request to the company’s corporate secretary.

Shareholder Recommendations and Nominations for Director Candidates
A shareholder who wishes to recommend a director candidate for evaluation should forward the candidate’'s name
and information about the candidate’s qualifications to:

Chair of the Directors and Corporate Governance Committee
c/o Corporate Secretary

Lilly Corporate Center

Indianapolis, IN 46285

The candidate must meet the selection criteria described above under "Director Qualifications and Nomination
Process - Director Qualifications” and must be willing and expressly interested in serving on the board.

Under Section 1.9 of the company’s bylaws, a shareholder who wishes to directly nominate a director candidate at
the 2021 annual meeting (i.e., to propose a candidate for election who is not otherwise nominated by the board
through the recommendation process described above) must give the company written notice by November

20, 2020, and no earlier than September 21, 2020. The notice should be addressed to the corporate secretary at the
address provided above. The notice must contain prescribed information about the candidate and about the
shareholder proposing the candidate as described in more detail in Section 1.9 of the bylaws. A copy of the bylaws is
available online at lilly.com/who-we-are/governance. The bylaws will also be provided by mail upon request to the
corporate secretary.

We have not received any notice regarding shareholder nominations for board candidates or other shareholder
business to be presented at the 2020 shareholders’ meeting.



Ownership of Company Stock

Common Stock Ownership by Directors and Executive Officers

The following table sets forth the number of shares of company common stock beneficially owned by the directors,
the named executive officers, and all directors and executive officers as a group, as of February 14, 2020. None of
the stock or stock units owned by any of the listed individuals has been pledged as collateral for a loan or other
obligation.
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Beneficial Owners Common Stock '

Stock Units Not
Stock Units Distributable Distributable

Shares Owned ? Within 60 Days @ Within 60 Days *

Ralph Alvarez — — 46,909
Katherine Baicker, Ph.D. — — 18,779
Carolyn R Bertozzi, Ph.D. - - 4,924
Enrique A. Conterno (retired) 124,501 ’ — 21,779
Michael L. Eskew — — 41,825
J. Erik Fyrwald 100 - 64,493
Michael J. Harrington (retired) 119,299 ’ — 22,968
Jamere Jackson — — 5,652
William G. Kaelin, Jr., M.D. — — 17,224
Juan R. Luciano — — 11,152
David A. Ricks 290911 - 75,387
Marschall S. Runge, M.D., Ph.D. - - 12,840
Kathi P. Seifert 3,533 — 71,174
Daniel Skovronsky, M.D., Ph.D. 97,159 — —
Joshua L. Smiley 39,045 — 27,213
Jackson P. Tai 45,570 — 12,515
Karen Walker — — 2,921
All directors and current

executive officers as a group

(26 people): 890,301 97 487,143

' The sum of the "Shares Owned" and "Stock Units Distributable Within 60 Days” columns represents the shares
considered "beneficially owned"” for purposes of disclosure in the proxy statement. Unless otherwise indicated in a
footnote, each person listed in the table possesses sole voting and sole investment power with respect to their
shares. No person listed in the table owns more than 0.03 percent of the outstanding common stock of the
company. The directors and executive officers as a group own approximately 0.09 percent of the outstanding
common stock of the company.

2This column includes the number of shares of common stock held individually as well as the number of
401(k) Plan shares held by the beneficial owners indirectly through the 401(k) Plan.

3This column sets forth restricted stock units that vest within 60 days of February 14, 2020.

4 For the executive officers, this column reflects restricted stock units that will not vest within 60 days of February
14, 2020. For the independent directors, this column reflects the number of stock units credited to the directors’
accounts in the Lilly Directors’ Deferral Plan.

5The shares shown for Mr. Conterno are as of his retirement, December 31, 2019, and are excluded from the
aggregate totals for all directors and current officers as a group.

¢ The shares shown for Mr. Harrington are as of his retirement, January 31, 2020, and are excluded from the
aggregate totals for all directors and current officers as a group.

7The shares shown for Mr. Ricks include 16,026 shares that are owned by a family foundation for which he is a
director. Mr. Ricks has shared voting power and shared investment power with respect to the shares held by the
foundation.
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Principal Holders of Stock

Based on reports filed with the SEC pursuant to Regulation 13D-G of the Securities Exchange Act of 1934 (the
Exchange Act], the only beneficial owners of more than 5 percent of the outstanding shares of the company’s
common stock, as of December 31, 2019, are the shareholders listed below:

Number of Shares
Name and Address Beneficially Owned Percent of Class

Lilly Endowment Inc. (the Endowment)’ 114,560,599 11.9%
2801 North Meridian Street
Indianapolis, IN 46208

The Vanguard Group? 70,920,050 7.3%
100 Vanguard Blvd.
Malvern, PA 19355

BlackRock, Inc.? 60,879,212 6.3%
55 East 52nd Street
New York, NY 10055

The PNC Financial Services Group, Inc.* 52,130,652 5.4%
101 W Washington St.
Indianapolis, IN 46255

'The Endowment has sole voting and sole dispositive power with respect to all of its shares. The board of directors
of the Endowment is composed of N. Clay Robbins, chairman, president & CEO; Mary K. Lisher; William G. Enright;
Daniel P. Carmichael; Charles E. Golden; Eli Lilly Il; David N. Shane; Craig Dykstra; Jennett M. Hill; and John C.
Lechleiter.

2The Vanguard Group provides investment management services for various clients. It has sole voting power with
respect to 1,317,587 of its shares and shared voting power with respect to 259,876 of its shares. It has sole
dispositive power with respect to 69,419,868 of its shares and shared dispositive power with respect to 1,500,182 of
its shares.

3BlackRock, Inc. provides investment management services for various clients. It has sole voting power with
respect to 52,609,640 of its shares and sole dispositive power with respect to all of its shares.

4The PNC Financial Services Group, Inc.; PNC Bancorp, Inc.; PNC Bank, National Association; PNC Capital
Advisors, LLC; PNC Delaware Trust Company; and PNC Investments LLC (collectively, “PNC") beneficially owns
52,130,652 shares altogether. PNC has sole voting power with respect to 2,090,752 of its shares and shared voting
power with respect to 50,000,308 of its shares. PNC has sole dispositive power with respect to 1,700,429 of its
shares and shared dispositive power with respect to 50,358,773 of its shares. Of the total shares of common stock
reported for PNC above, 50,000,000 shares (5.21% of the class) are held in the ELli Lilly and Company Compensation
Trust account for which PNC Bank, National Association (“PNC Bank”) serves as directed trustee. As directed
trustee, PNC Bank is deemed to share both voting power and investment discretion with respect to those
50,000,000 shares.

Compensation

Item 2. Advisory Vote on Compensation Paid to Named Executive Officers

Section 14A of the Securities Exchange Act of 1934 provides the company’s shareholders with the opportunity to
approve, on an advisory basis, the compensation of the company’'s named executive officers as disclosed in the
proxy statement. Our compensation philosophy is designed to attract, engage, and retain highly talented individuals
and motivate them to create long-term shareholder value by achieving top-tier corporate performance while
embracing the company’s values of integrity, excellence, and respect for people.

The Compensation Committee and the board believe that our executive compensation aligns well with our
philosophy and with corporate performance. Executive compensation is an important matter for our shareholders.
We routinely review our compensation practices and engage in ongoing dialogue with our shareholders to ensure
our practices are aligned with stakeholder interests and reflect best practices.

We request shareholder approval, on an advisory basis, of the compensation of the company’s named executive
officers as disclosed in this proxy statement. As an advisory vote, this proposal is not binding on the company.



However, the Compensation Committee values input from shareholders and will consider the outcome of the vote
when making future executive compensation decisions.

Board Recommendation on Iltem 2

The board recommends that you vote FOR the approval, on an advisory basis, of the compensation paid to the
named executive officers, as disclosed pursuant to ltem 402 of Regulation S-K, including the Compensation
Discussion and Analysis [CD&A), the compensation tables, and related narratives provided below in this proxy
statement.

Compensation Committee Matters

Background
Role of the Independent Consultant in Assessing Executive Compensation
The Compensation Committee has retained Frederic W. Cook & Co., Inc., ("FW Cook") as its independent
compensation consultant. FW Cook reports directly to the Compensation Committee, and it is not permitted to have
any business or personal relationship with management or members of the Compensation Committee. The
consultant’s responsibilities are to:
¢ review the company’s total compensation philosophy, peer group, and target competitive positioning for
reasonableness and appropriateness
¢ review the company’s executive compensation program and advise the Compensation Committee of evolving
best practices
¢ provide independent analyses and recommendations to the Compensation Committee on the CEQ’s pay
¢ review draft CD&A and related tables for the proxy statement
e proactively advise the Compensation Committee on best practices for board governance of executive
compensation
e undertake special projects at the request of the Compensation Committee chair.

FW Cook interacts directly with members of company management only on matters under the Compensation
Committee’s oversight and with the knowledge and permission of the Compensation Committee chair.

Role of Executive Officers and Management in Assessing Executive Compensation

With the oversight of the CEO and the senior vice president of human resources and diversity, the company’s global
compensation group formulates recommendations on compensation philosophy, plan design, and compensation for
executive officers (other than the CEOQ, as noted below). The CEO provides the Compensation Committee with a
performance assessment and compensation recommendation for each of the other executive officers. The
Compensation Committee considers those recommendations with the assistance of its compensation consultant.
The CEO and the senior vice president of human resources and diversity attend Compensation Committee
meetings; they are not present for executive sessions or any discussion of their own compensation. Only non-
employee directors and the Compensation Committee’s consultant attend executive sessions.

The CEO does not participate in the formulation or discussion of his pay recommendations. He has no prior
knowledge of the recommendations that the consultant makes to the Compensation Committee.

Risk Assessment Process
As part of the company's overall enterprise risk management program, in 2019 (consistent with prior years), the
Compensation Committee reviewed the company’s compensation policies and practices and concluded that the
programs and practices are not reasonably likely to have a material adverse effect on the company. The
Compensation Committee noted numerous policy and design features of the company’s compensation programs
and governance structure that reduce the likelihood of inappropriate risk-taking, including, but not limited to:
¢ Only independent directors serve on the Compensation Committee
e The Compensation Committee engages its own independent compensation consultant
e The Compensation Committee has downward discretion to lower compensation plan payouts
e The Compensation Committee approves all adjustments to financial results that affect compensation
calculations
« Different measures and metrics are used across multiple incentive plans that appropriately balance cash/stock,
fixed/variable pay, and short-term/long-term incentives
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¢ Incentive plans have predetermined maximum payouts

¢ Performance objectives are challenging but achievable

e Programs with operational metrics have a continuum of payout multiples based upon achievement of
performance milestones, rather than “cliffs” that might encourage suboptimal or improper behavior

¢ A compensation recovery policy is in place for all members of senior management; negative compensation
consequences can result in cases involving serious compliance violations

¢ Meaningful share ownership and retention requirements are in place for all members of senior management
and the board.

Compensation Committee Report

The Compensation Committee evaluates and establishes compensation for executive officers and oversees the
deferred compensation plan, management stock plans, and other management incentive and benefit programs.
Management has the primary responsibility for the company’s financial statements and reporting process, including
the disclosure of executive compensation. With this in mind, the Compensation Committee has reviewed and
discussed with management the CD&A above. The Compensation Committee recommended to the board that the
CD&A be included in this proxy statement for filing with the SEC.

Compensation Committee
Ralph Alvarez, Chair

Michael L. Eskew

J. Erik Fyrwald

Kathi P. Seifert

Compensation Discussion and Analysis

This CD&A describes our executive compensation philosophy, the Compensation Committee’s process for setting
executive compensation, the elements of our compensation program, the factors the Compensation Committee
considered when setting executive compensation for 2019, and how the company’s results affected incentive
payouts. This CD&A provides compensation information for our CEO, David Ricks, our chief financial officer, Joshua
Smiley, and the three other most highly compensated executive officers who were serving as executive officers on
December 31, 2019, Daniel Skovronsky, Enrique Conterno (retired), and Michael Harrington (retired).

Our Philosophy on Compensation

At Lilly, our purpose is to unite caring with discovery to create medicines that make life better for people around the
world. To do this, we must attract, engage, and retain highly talented individuals who are committed to our core
values of integrity, excellence, and respect for people. Our compensation programs are designed to help us achieve
these goals while balancing the long-term interests of our shareholders and customers.

Objectives
Our compensation and benefits programs are based on the following objectives:

e Reflect individual and company performance: We reinforce a high-performance culture by linking pay with
individual and company performance. As employees assume greater responsibilities, the proportion of total
compensation based on company performance and shareholder returns increases. We perform annual
reviews to ensure our programs provide an incentive to deliver long-term, sustainable business results
while discouraging excessive risk-taking or other adverse behaviors.

e Attract and retain talented employees: Compensation opportunity should be market competitive and
reflect the level of job impact and responsibilities. Retention of talent is an important factor in the design of
our compensation and benefit programs.

e Implement broad-based programs: While the amount of compensation paid to employees varies, the
overall structure of our compensation and benefit programs is broadly similar across the organization to
encourage and reward all employees who contribute to our success.

e Consider shareholder input: Management and the Compensation Committee consider the results of our
annual say-on-pay vote and other sources of shareholder feedback when designing executive
compensation and benefit programs.



Say-on-Pay Results for 2019

At last year's annual meeting, more than 97 percent of the shares cast voted in favor of the company's say-on-pay
proposal on executive compensation. Management and the Compensation Committee view this vote as supportive of
the company’'s overall approach toward executive compensation.

Compensation Committee's Processes and Analyses

Setting Compensation

The Compensation Committee considers individual performance assessments, compensation recommendations
from the CEO (with respect to all other named executive officers), company performance, peer group data, input
from its compensation consultant, and its own judgment when determining compensation for the company's
executive officers.

e Individual performance: Generally, the independent directors, under the direction of the lead independent
director, meet with the CEO at the beginning of each year to establish the CEO’s performance objectives. At
the end of the year, the independent directors meet to assess the CEQ’s achievement of those objectives
along with other factors, including contribution to the company’s performance, ethics, and integrity. This
evaluation is used in setting the CEQ’s compensation opportunity for the next year.

The Compensation Committee receives individual performance assessments and target compensation
recommendations from the CEO for each of the remaining executive officers. Each executive officer’s
performance assessment is based on the achievement of objectives established at the start of the year, as
well as other factors, including the demonstration of Lilly values and leadership behaviors. The
Compensation Committee considers these inputs, its knowledge of and interactions with each executive
officer, and its judgment to develop a final individual performance assessment. For new executive officers,
target compensation is set by the Compensation Committee at the time of promotion or offer.

e Company performance: Lilly performance is considered in two ways:

e Overall performance for the prior year based on a variety of metrics is a factor in establishing target
compensation for the coming year.

e Specific performance goals are established at the beginning of each performance year to determine
payouts under cash and equity incentive programs.

e Peer group analysis: The Compensation Committee uses data from the peer group described below as a
market check for compensation decisions but does not use this data as the sole basis for its compensation
targets and does not target a specific position within that range of market data.

e Input from an independent compensation consultant concerning executive pay: The Compensation
Committee considers the advice of its independent compensation consultant, FW Cook, when setting
executive officer compensation.

Competitive Pay Assessment

Lilly’'s peer group is composed of companies that directly compete with Lilly, use a similar business model, and
employ people with the unique skills required to operate an established biopharmaceutical company. The
Compensation Committee selects a peer group whose median market cap and revenue are broadly similar to Lilly's.
The Compensation Committee reviews the peer group at least every three years. The Compensation Committee
established the following peer group in May 2018 for purposes of assessing competitive pay:

AbbVie Celgene Novo Nordisk
Allergan Gilead Pfizer
Amgen GlaxoSmithKline Roche
AstraZeneca Johnson & Johnson Sanofi
Biogen Merck Shire
Bristol-Myers Squibb Novartis Takeda
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At the time of the review in May 2018, all peer companies were no greater than two times our revenue or market
cap except Johnson & Johnson, Novartis, Pfizer, and Roche. The Compensation Committee included these four
companies despite their size because they compete directly with Lilly, have similar business models, and seek to
hire from the same pool of management and scientific talent.

When determining pay levels for target compensation, the Compensation Committee considers an analysis of peer
group pay for each executive officer position (except CEQ), along with internal factors such as the performance and
experience of each executive officer. The independent compensation consultant for the Compensation Committee
provides a similar analysis when recommending pay levels for the CEO. The CEO analysis includes a comparison of
our CEO actual total direct compensation in the prior year to company performance on an absolute basis and on a
relative basis to the peer group. The analysis also includes a comparison of current target total direct compensation
for our CEO to the most recently available data on CEO target total direct compensation for our peer companies. On
average, the named executive officer’s target total direct compensation for 2019 was below the median of the peer
group, which reflects several named executive officers being relatively new to their roles.

Components of Our Compensation
Our 2019 executive compensation was primarily composed of three components:
e base salary
e annual cash bonus, which is generally calculated based on company performance relative to internal
targets for revenue, EPS, and the progress of our pipeline
e two different forms of equity incentives:
o performance awards, which are performance-based equity awards that vest over three years and have
a performance component measuring the company’s two-year change in EPS relative to the expected
peer group change followed by a 13-month service-vesting period
o shareholder value awards, which are performance-based equity awards that pay out based on absolute
company stock price growth and TSR relative to peers, both measured over a three-year period,
followed by a one-year holding period.

Executives also receive a company benefits package, described below under “"Other Compensation Practices and
Information - Employee Benefits.”

Adjustments to Reported Financial Results
The Compensation Committee has authority to adjust the company's reported revenue and EPS upon which
incentive compensation payouts are determined to eliminate the distorting effect of unusual income or expense
items. The adjustments are intended to:
e align award payments with the underlying performance of the core business
e avoid volatile, artificial inflation or deflation of awards due to unusual items in the award year, and, where
relevant, the previous (comparator) year
e eliminate certain counterproductive short-term incentives—for example, incentives to refrain from
acquiring new technologies, to defer disposing of underutilized assets, or to defer settling legacy legal
proceedings to protect current bonus payments
e facilitate comparisons with peer companies.

The Compensation Committee considers the adjustments approved by the Audit Committee for reporting non-GAAP
EPS and other adjustments, based on guidelines approved by the Compensation Committee prior to the
performance period. The Compensation Committee reviews and approves adjustments on a quarterly basis and may
adjust payouts for items, including but not limited to, the impact of significant acquisitions or divestitures, the
impact of share repurchases that differ significantly from business plan, and large swings in foreign exchange
rates. For the 2018-2020 performance award, the Compensation Committee adjusted for the expected impact of the
acquisition of Loxo Oncology, Inc., and the impact of the Elanco Animal Health, Inc., divestiture. Further details on
the adjustments for 2019 and the rationale for making these adjustments are set forth in Appendix A, "Summary of
Adjustments Related to the Annual Cash Bonus and Performance Award.” For ease of reference, throughout the
CD&A and the other compensation disclosures, we refer simply to “revenue” and "EPS" but we encourage you to
review the information in Appendix A to understand the adjustments from reported EPS that were approved.

The Compensation Committee also has general authority to apply downward (but not upward) discretion to bonus,
performance award, and shareholder value award payouts for individual executive officers.



1. Base Salary

In setting salaries, Lilly seeks to retain, motivate, and reward successful performers while maintaining affordability
within the company’s business plan. Base salaries are reviewed and established annually and may be adjusted upon
promotion, following a change in job responsibilities, or to maintain market competitiveness. Salaries are based on
each person’s level of contribution, responsibility, expertise, and competitiveness and are compared annually with
peer group data.

Base salary increases for 2019 were established based upon a corporate budget for salary increases, which is set
considering company performance over the prior year, expected company performance for the following year, and
general external trends.

2. Annual Cash Bonus

The Bonus Plan is designed to reward the achievement of the company’s annual financial and innovation objectives.
All the named executive officers participated in the Bonus Plan during 2019.

Bonus Plan

The Compensation Committee sets performance goals and individual bonus targets for the Bonus Plan at the
beginning of each year. The bonus is based on three areas of company performance measured relative to internal
targets: revenue, EPS, and innovation progress. The annual cash bonus payout is calculated as follows:

base salary earnings individual bonus target bonus multiple

Actual payouts can range from 0 to 200 percent of an individual's bonus target. The Compensation Committee
references the annual operating plan and pipeline objectives to establish performance targets and to assess the
relative weighting for each objective. The 2019 weightings remain unchanged from the prior year:

Lilly Goals Weighting
Revenue performance 25%
EPS performance 50%
Pipeline progress 25%

Based on this weighting, the company bonus multiple is calculated as follows:

0.25 x revenue multiple + 0.50 x EPS multiple + 0.25 x pipeline multiple bonus multiple

Executive officer bonuses for 2019 were also subject to the terms of the Executive Officer Incentive Plan (EOIP).
Under the EOIP, the maximum annual cash bonus allowable was calculated based on non-GAAP net income
(generally described in "Adjustments for 2019 Bonus Plan” in Appendix A} for the year. For Mr. Ricks, the maximum
amount for 2019 was 0.3 percent of non-GAAP net income. For other executive officers, the maximum amount was
0.15 percent of non-GAAP net income. In addition, none of the executive officers were eligible to receive an annual
cash bonus payment unless the company had positive non-GAAP net income for the year.

Under the EOIP, the Compensation Committee had the discretion to reduce (but not to increase) the amount to be
paid. In exercising this discretion, the Compensation Committee awarded the lesser of (i) the bonus the executive
officer would have received under the Bonus Plan, or (ii) the EQOIP maximum payout. As described further in
“Looking Ahead to 2020 Compensation” below, the EOIP was terminated effective January 1, 2020.

3. Equity Incentives

The company grants two types of equity incentives to executives and certain other employees: performance awards
that are designed to focus leaders on multi-year operational performance relative to peer companies and
shareholder value awards that are intended to align earned compensation with long-term growth in shareholder
value and relative TSR performance within our industry. The Compensation Committee has the discretion to adjust
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any payout from an equity award granted to an executive officer downward (but not upward) from the amount
yielded by the applicable formula.

Performance Awards

Performance awards vest over three years. Payouts are based on achieving EPS growth targets over a two-year
performance period, followed by an additional 13-month service-vesting period for executive officers, during which
the award is held in the form of restricted stock units. The growth-rate targets are set relative to the median
expected EPS growth for our peer group over the same performance period. These awards do not accumulate
dividends during the two-year performance period, but they do accumulate dividend equivalent units during the
service-vesting period.

The Compensation Committee believes EPS growth is an effective measure of operational performance because it
is closely linked to shareholder value, is broadly communicated to the public, is understood by Lilly employees, and
allows for objective comparisons to performance of Lilly's peer group. Consistent with the objectives established by
the Compensation Committee, Lilly company performance exceeding the expected peer group median results in
above-target payouts, while Lilly company performance lagging the expected peer group median results in
below-target payouts. Possible payouts range from 0 percent to 150 percent of the target number of shares,
depending on Lilly EPS growth over the performance period.

The measure of EPS used in the performance award program differs from the measure used in the Bonus Plan in
two ways. First, the EPS goal in the Bonus Plan is set with reference to internal goals that align to our annual
operating plan for the year, while the EPS goal in the performance award program is set based on the expected
growth rates of our peer group. Second, the Bonus Plan measures EPS over a one-year period, while the
performance award program measures EPS over a two-year period. In a given year, the Bonus Plan may pay above
target while the performance award pays below target (or vice versa).

Shareholder Value Awards

Shareholder value awards are earned based on Lilly's share price and relative TSR performance. Shareholder value
awards pay above target if Lilly's stock outperforms an expected rate of return and below target if Lilly's stock
underperforms that expected rate of return. The expected rate of return is based on the three-year TSR that a
reasonable investor would consider appropriate when investing in a basket of large-cap U.S. companies, as
determined by the Compensation Committee. The minimum price to achieve target is calculated by multiplying the
starting share price of Lilly's stock by the three-year compounded expected rate of return less Lilly's dividend yield.
Shareholder value awards have a three-year performance period, and any shares paid are subject to a one-year
holding requirement. No dividends are accrued during the performance period. Executive officers receive no payout
if Lilly’s TSR for the three-year period is zero or negative. Possible payouts are based on share price growth and
range from 0 to 150 percent of the target number of shares.

A modifier based on Lilly's three-year cumulative TSR relative to our peer companies’ median TSR performance is
applied to executive officer payouts. The committee added the relative TSR modifier to the shareholder value award
to align executive officers’ rewards with strong relative performance within the industry. The payout is increased by
one percent for every percentage point that Lilly's TSR exceeds the median (up to a maximum of 20 percent).
Likewise, the payout is reduced by one percent for every percentage point that Lilly’s TSR is below the median
(maximum reduction of 20 percent).

Pay for Performance

The mix of compensation for our named executive officers reflects Lilly's desire to link executive compensation with
individual and company performance. As reflected in the charts below, a substantial portion of the target pay for
executive officers is performance-based. The annual cash bonus and equity payouts are contingent upon company
performance, with the bonus factoring in performance over a one-year period, and equity compensation factoring in
performance over two- and three-year periods (as described above). The charts below depict the annualized mix of
target compensation for Lilly’s CEO and the average for the other named executive officers.
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Performance Review Process

In setting 2019 target compensation for the named executive officers, the Compensation Committee considered
individual contributions, Lilly performance during 2018, internal relativity, peer group data, and input from the CEQ
for named executive officers other than himself.

2018 Individual Named Executive Officer Performance
A summary of the Compensation Committee’'s review of individual named executive officer performance is provided
below:

David Ricks, Chairman, President, and CEOQ: In accordance with the company’s Corporate Governance Guidelines, the
independent directors conducted an assessment of Mr. Ricks” performance led by the lead independent director.
The independent directors believe the company largely met or exceeded its combined financial and strategic goals
for 2018 under Mr. Ricks' leadership. In 2018, Mr. Ricks and his team:

e delivered on the company's financial commitments, including with relation to our mid-term guidance

e launched new innovative medicines to patients around the world, including the approval of Emgality in the
U.S. and ten other product approvals in Europe, Japan, and the rest of world

e progressed numerous potential medicines into Phase 1 and Phase 2 clinical development from both
internal research efforts and external sources

e implemented a cross-company productivity agenda resulting in savings that funded increased investment
in research and development and allowed above-plan capital return to shareholders

e completed the initial public offering of Elanco in anticipation of Elanco’s complete divestiture in early 2019

e built on the company's program to improve diversity and inclusion across the company, increased the
representation of women and minorities in management, and conducted pay equity studies to ensure
equality in pay

e drove the refinement of the strategy for Lilly 30x30, a program to improve access to quality health care in
resource-limited settings for 30 million people on an annual basis by 2030, and clarified tactics to ensure
forward progress

e improved certain environmental performance areas, such as greenhouse gas emissions, energy efficiency,
waste efficiency, and wastewater.

In addition, the company was named one of the world’'s most ethical companies by Ethisphere Institute.

Joshua Smiley, Senior Vice President and Chief Financial Officer: Mr. Smiley contributed to the strong financial
performance of the company in his first year as chief financial officer. Mr. Smiley’s 2018 accomplishments included:
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e drove the company’s 2018 strategic planning and business planning process

¢ led the strategic review of Lilly’s Elanco Animal Health business unit and its initial public offering

e championed the company’s productivity agenda during the 2018 strategic and operations planning
processes

e co-led the evaluation and due diligence for numerous business development deals

e led the capital allocation process allowing for investment in several in-licensing deals and increased
funding for the advancement of new medicines

e established excellent rapport with the investment community in his first year as CFO

e partnered well with the business unit presidents and chief scientific officer to drive resource allocation

e provided leadership and executive sponsorship of Lilly’s Indian Network, an employee resource group
focused on supporting and advancing people of Indian heritage in the company.
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Daniel Skovronsky, M.D., Ph.D., Senior Vice President, Chief Scientific Officer, and President, Lilly Research
Laboratories: Dr. Skovronsky became senior vice president and chief scientific officer on June 1, 2018. Prior to this
promotion, Dr. Skovronsky was senior vice president for product development. In 2018, Dr. Skovronsky led efforts
including:

e advanced innovative medicines through the product pipeline, including the first approval of Emgality in the
U.S., ten other product approvals around the world, and the entry of several new potential medicines into
Phase 1 and Phase 2 testing

e co-led the evaluation and due diligence for numerous business development deals

* increased the speed of research by expanding the number of internal teams with governance designed to
enable agile decision making

e enhanced strategies to further reduce the time drug candidates spend in development, leading to earlier
potential product launch

e sponsored an increase in Lilly’s external research efforts, including expansion of key research hubs in
Boston and San Francisco

e led diversity and inclusion strategies in research and development to improve innovation and productivity;
acted as executive sponsor of Lilly’s Japanese Network, an employee resource group focused on
supporting and advancing people of Japanese heritage in the company.

Enrique Conterno [retired), Senior Vice President and President, Lilly Diabetes and President, Lilly USA: Mr. Conterno
demonstrated strong leadership of Lilly Diabetes and across the company prior to his retirement effective
December 31, 2019. In 2018, he:

e drove volume growth within the diabetes business unit, primarily from newer products

e championed the development of new insulin delivery devices incorporating digital technology to provide
patients with better diabetes control

e led the company’s U.S. commercial business, which is the company’s largest market, as well as the
company's human pharmaceutical commercial operations in China, Japan, and Canada

e created the Lilly Diabetes Solutions Center to provide insulin affordability support

e initiated late clinical testing for tirzepitide, a potential advancement for the treatment of type 2 diabetes

e served as executive sponsor of WILL (Women'’s Initiative for Leading at Lilly), the company’s employee
resource group focused on supporting and advancing the development of women across the company.

Michael Harrington (retired), Senior Vice President and General Counsel: Mr. Harrington was effective and influential
in his role as general counsel prior to his retirement effective January 31, 2020, and he was a productive partner
with the executive team. In 2018, he:

¢ defended several key patents, including patents for Alimta in the U.S., Europe, and Japan

e developed and implemented legal strategies in the areas of mergers and acquisitions, product liability,
regulatory reform, and pharmaceutical pricing

e provided sound legal counsel throughout the Elanco Animal Health initial public offering in anticipation of
its complete divestiture in early 2019 as well as numerous business development deals

e influenced the company’s ethics and compliance programs globally to ensure the company lives its long-
standing value of integrity

e led a company initiative to increase protection of Lilly's intellectual property assets and partnered with the
chief technology officer to improve cybersecurity
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e led and served as an executive sponsor of the company’s Pride organization, an employee resource group
focused on supporting and advancing lesbian, gay, bisexual, transgender, and queer/questioning
employees.
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2019 Target Compensation
The information below reflects total compensation at target for named executive officers for 2019. The actual
compensation received in 2019 is summarized below in "2019 Compensation Results.”

Rationale for Changes to Named Executive Officer Target Compensation
The Compensation Committee established 2019 target total compensation for each named executive officer based
on the named executive officer's 2018 performance, internal relativity, and peer group data.

Base Salary

The following table shows the approved annualized salary effective at the beginning of March for each named
executive officer. Each named executive officer’s actual base salary earned during 2019 is reflected in the Summary
Compensation Table in the "Executive Compensation” section of this proxy.

Name 2018 Annual Base Salary 2019 Annual Base Salary Increase (effective March 1, 2019)
Mr. Ricks $1,400,000 $1,400,000 —
Mr. Smiley $875,000 $900,000 3%
Dr. Skovronsky $900,000 $900,000 —
Mr. Conterno (retired) $800,000 $840,000 5%
Mr. Harrington (retired) $860,300 $900,000 5%

Annual Cash Bonus Targets

Based on a review of internal relativity, peer group data, and individual performance, the Compensation Committee
decided to increase Mr. Conterno’s bonus target and retain the same bonus targets for Mr. Ricks, Mr. Smiley,

Dr. Skovronsky, and Mr. Harrington as in 2018. Bonus targets are shown in the table below as a percentage of each
named executive officer’'s earnings from base salary in 2019:

Name 2018 Bonus Target 2019 Bonus Target
Mr. Ricks 150% 150%
Mr. Smiley 95% 95%
Dr. Skovronsky 95% 95%
Mr. Conterno (retired) 80% 95%
Mr. Harrington (retired) 80% 80%

Equity Incentives - Target Grant Values

For 2019 equity grants, the Compensation Committee set the total target values for named executive officers based
on peer group data, individual performance, and internal relativity. Named executive officers have 60 percent of
their equity target allocated to shareholder value awards and 40 percent to performance awards. Total target values
for the 2018 and 2019 equity grants to the named executive officers were as follows:

Name 2018 Annual Equity Grant 2019 Annual Equity Grant
Mr. Ricks $9,000,000 $10,500,000
Mr. Smiley $2,300,000 $2,700,000
Dr. Skovronsky $2,300,000 $3,500,000
Mr. Conterno (retired) $2,600,000 $2,600,000
Mr. Harrington (retired) $2,550,000 $2,550,000
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Performance Goals for 2019 Incentive Programs

Annual Cash Bonus Goals

The Compensation Committee established the company performance targets using the company’s 2019 annual
operating plan, which was approved by the board in 2018. These targets are described below under "2019
Compensation Results.”
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2019-2021 Performance Award

In February 2019, the Compensation Committee established a compounded two-year EPS growth target of 5.8
percent per year based on investment analysts” EPS growth estimates for our peer group companies at that time.
Payouts for the 2019-2021 performance award can range from 0 to 150 percent of the target number of shares, as
shown below:

50% payout

I
f 1 Target

L

Payout Multiple 0.00 0.50 0.75 1.00 1.25 1.50
Cumulative 2-Year
EPS < $5.10 $9.87 $10.48 $11.10 $11.75 > $12.41
EPS Growth (2.2)% 1.8% 5.8% 9.8% > 13.8%

2019-2021 Shareholder Value Award

For purposes of establishing the stock price target for the shareholder value awards, the starting price was $112.38
per share, the average closing stock price for all trading days in November and December 2018. The target share
price was established using the expected annual rate of return for large-cap companies (8 percent), less an
assumed Lilly dividend yield of 2.30 percent. To determine payout, the ending price will be the average closing price
of company stock for all trading days in November and December 2021. The award is designed to deliver no payout
to executive officers if the shareholder return (including projected dividends) is zero or negative. Possible payouts
based on share price ranges are illustrated in the grid below.

. . Less than $103.43 - $118.08 - $132.73 - $147.38 - Greater than
Ending Stock Price $103.43 $118.07 $132.72 $147.37 $162.02 $162.02
Compounded Annual
Share Price Growth Less than Greater than
Rate (excluding (2.7%] (2.7%)-1.7% 1.7%-5.7% 5.7%-9.5% 9.5% -13.0% 13.0%
dividends)

Percent of Target 0% 50% 75% 100% 125% 150%

Executive officer awards are subject to a relative TSR modifier, as shown in the grid below. The number of shares to
be paid will increase or decrease by one percent for every percentage point Lilly’s three-year TSR deviates from our
peer group's median three-year TSR, capped at 20 percent.

LLY TSR Difference
from Median (pps)

-20 -15 -10 -5 “ +5 +10 #15 +20

Payout adjusted by -20% -15% -10% -5% 5% 10% 15% 20%
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2019 Compensation Results
The information in this section reflects the amounts paid to named executive officers under the Bonus Plan and for
equity awards granted in prior years for which the relevant performance period ended in 2019.

Lilly Performance

In 2019 we exceeded our targets for EPS and stock price, and nearly achieved our target for revenue. We also
exceeded our target for pipeline progress. Key pipeline highlights include the first regulatory approval for Bagsimi
and Reyvow. The discussion below details the measures used in each program, what the performance goal was to
obtain target performance, how performance outcomes were assessed and what the compensation committee
approved as the final payout multiple.

Bonus Plan

The company utilized revenue change, EPS change, and pipeline progress to incent the achievement of 2019
company objectives. Each measure contributes to the final payout multiple on a weighted basis: Revenue change (25
percent), EPS change (50 percent), and pipeline progress (25 percent). Each performance measure is assessed a
payout multiple contribution of 0 to 200 percent.

The company exceeded its annual cash bonus target for EPS and nearly achieved its target for revenue. The Science
and Technology Committee’s assessment of the company’s product pipeline achievements is detailed below:

Activity Objective Achievement
2 new drug first approvals 2 new drug first approvals
Approvals 11-12 other approvals 15 other approvals
Potential new drug Phase 3 starts 2 1
Potential new drug Phase 1 starts 12-14 16
Potential new indication or line extension 5 4
Phase 3 starts
Plan Boldl Meet industry benchmark for speed of Exceeded industry benchmark for speed of
¥ development development
Deliver to Launch Meet planned project timelines Met planned project timelines

Assessment of the chief scientific officer's evaluation of performance against strategic

Qualitative Assessment objectives

Based on the recommendation of the Science and Technology Committee, the Compensation Committee approved a
pipeline multiple of 1.30.

The company’s performance compared to targets as well as the resulting bonus multiple, is illustrated below:
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2019 Bonus Plan Multiple

(-
=
w
=
w
-
<
-
(2]
>
x
o
[+ 4
o

T — Tarlget Bonus |:4ultiple
e
| $22.319 billion — i~ $22.651 billion i
I ]
Revenue 0.85 muttipte ! :
1
‘ : : Adjusted EPS
-
$5.68—: : $6.04 :
1 1
EPS : : 1.7 multiple
: Actual Pipeline :
1.00— 1304
1 ]
Pipeline | 1.30 muttipte :
| | |
| 1 1
0.0 0.5 1.0 139 15 2.0

Payout Multiple

For additional information on financial results, see Appendix A, "Summary of Adjustments Related to the Annual
Cash Bonus and Performance Award."

When combined, the revenue, EPS, and pipeline multiples yielded a bonus multiple of 1.39.

Revenue EPS Pipeline Payout

0.25 x 0.85 e 0.50 x 1.71 ] 0.25 x 1.30 1.39 bonus multiple

The 2019 bonuses paid to the applicable named executive officers under the Bonus Plan were as follows:

Name 2019 Bonus ($)
Mr. Ricks $2,919,000
Mr. Smiley $1,182,948
Dr. Skovronsky $1,188,450
Mr. Conterno (retired) $1,100,417
Mr. Harrington (retired) $993,442

2018-2020 Performance Awards

The target cumulative EPS for the 2018-2020 performance award was set in the first quarter of 2018, reflecting
expected industry growth of 8.1 percent each year over the two-year performance period of 2018-2019. The
company's adjusted EPS growth for the two-year period was 24.3 percent. The compensation committee adjusted
non-GAAP EPS by $0.35 for the expected impact of the acquisition of Loxo Oncology, Inc., and to neutralize the
impact of the Elanco divestiture.

2018-2020 Performance Award Multiple

Target Actual Adjusted
EPS Growth EPS Growth
| 8‘1.0%—-: 24.3%
Performance Award : 1.50 muttiple
| !
I | ! 1
0.0 0.5 1.0 1.5

Payout Multiple
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For the named executive officers other than Dr. Skovronsky, shares earned for the 2018-2019 performance period
are subject to an additional 13-month service-vesting period and are shown in the table below as restricted stock
units. Dr. Skovronsky’'s 2018-2019 performance award was paid in shares of Lilly common stock.
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Name Target Shares Shares Earned RSUs Earned
Mr. Ricks 50,258 N/A 75,387
Mr. Smiley 12,844 N/A 19,266
Dr. Skovronsky 16,055 24,083 N/A
Mr. Conterno (retired) 14,519 N/A 21,779
Mr. Harrington (retired) 14,240 N/A 21,360

2017-2019 Shareholder Value Award

The target stock price range of $83.80 to $92.79 (16.1 percent to 28.6 percent total stock price growth] for the
2017-2019 shareholder value award was set in 2017 based on a beginning stock price of $72.15, which was the
average closing price for Lilly stock for all trading days in November and December 2016. The ending stock price of
$119.76 represents stock price growth of approximately 66 percent over the relevant three-year period resulting in a
payout multiple of 1.50.

The TSR modifier applies to those individuals who were executive officers when the award was granted. The
cumulative TSR median for the company’s peer group was 46.6 percent, and Lilly’s TSR over the same period was
78.6 percent. Given this positive relative performance, the shareholder value award payout multiple was increased
by 20 percent, making the final performance multiple 1.80.

2017-2019 Shareholder Value Award Multiple

Actual Lilly Stock
Price Growth - 66.0% "~~~ ~
0.30 1.80
Maximum Multiple modifier* payout
Lilly Stock - - 1.5
Price Growth - 44.1% 1.50
multiple
Target Lilly Stock
Price Growth - 16.1% ~~ 1-0 -
[
= 0.5 4
3
=
5
o
T
a 0.0 1 -
Initial Relative Final
Payout Multiple TSR Modifier Payout Multiple

*Over the performance period, Lilly’s cumulative TSR was 78.6 percent and the median peer cumulative TSR was 46.6 percent for a
total outperformance of 32.0 percent. This performance resulted in a maximum relative TSR modifier of +20 percent, based on a grid
approved by the compensation committee at the beginning of the performance period, and a final payout multiple modification of 0.30
(initial payout multiple of 1.50 * 20 percent = 0.30). Therefore, the final payout multiple is 1.50 + 0.30 = 1.80.

The number of shares paid to each of our named executive officers for the 2017-2019 performance period were as
follows:
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Name Target Shares Shares Paid Out
Mr. Ricks 78,089 140,560

Mr. Smiley* 5,258 7,887

Dr. Skovronsky* 9,764 14,646

Mr. Conterno (retired) 22,967 41,341

Mr. Harrington (retired) 21,130 38,034

*The TSR modifier did not apply to Mr. Smiley’s and Dr. Skovronsky’s 2017-2019 shareholder value award payouts
since neither one was an executive officer at the time of grant.

Other Compensation Practices and Information

Employee Benefits
The company offers core employee benefits coverage to:
e provide our workforce with a reasonable level of financial support in the event of illness or injury
e provide post-retirement income
e enhance productivity and job satisfaction through benefit programs that focus on overall well-being.

The benefit programs available to executive officers are offered to all U.S. employees and include medical and
dental coverage, disability insurance, and life insurance. In addition, The Lilly Employee 401(k) plan (401(k) Plan)
and The Lilly Retirement Plan (the Retirement Plan) are intended to provide U.S. employees a reasonable level of
retirement income reflecting employees’ careers with the company. To the extent that any employee’s retirement
benefit exceeds Internal Revenue Service (IRS) limits for amounts that can be paid through a qualified plan, the
company also offers a nonqualified pension plan and a nonqualified savings plan. These plans provide only the
difference between the calculated benefits and the IRS limits, and the formula is the same for all U.S. employees.
The cost of employee benefits is partially borne by the employee, including each executive officer.

Perquisites

The company provides very limited perquisites to executive officers. The company generally does not allow personal
use of the corporate aircraft. In rare cases when the security and efficiency benefits outweigh the expense, the
corporate aircraft is made available to Mr. Ricks for personal use. The company did not incur any expenses for
personal use of its aircraft in 2019 by Mr. Ricks, and he did not receive any reportable perquisites. Depending on
seat availability, family members and personal guests may accompany executive officers who are traveling for
business on the company aircraft. There is no incremental cost to the company for these trips by family members
and personal guests.

The Lilly Deferred Compensation Plan

Members of senior management may defer receipt of part or all of their cash compensation under The Lilly
Deferred Compensation Plan (Deferred Compensation Plan), which allows executives to save for retirement in a tax-
effective way at minimal cost to the company. Under this unfunded plan, amounts deferred by the executive are
credited at an interest rate of 120 percent of the applicable federal long-term rate, as described in more detail
following the “Nonqualified Deferred Compensation in 2019" table.

Severance Benefits

Except in the case of certain terminations following a change in control of the company, the company is generally
not obligated to pay severance to executive officers upon termination of their employment; any such payments are
at the discretion of the Compensation Committee.

The company has adopted change-in-control severance pay plans for nearly all employees, including executive
officers. The plans are intended to preserve employee morale and productivity and encourage retention in the face
of the disruptive impact of an actual or rumored change in control. In addition, the plans are intended to align
executive and shareholder interests by enabling executives to evaluate corporate transactions that may be in the
best interests of the shareholders and other constituents of the company without undue concern over whether the
transactions may jeopardize the executives own employment.
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Highlights of Our Change-in-Control Severance Plans
e allregular employees are covered

double trigger generally required

no tax gross-ups

up to two-year pay protection

18-month benefit continuation
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Although benefit levels may differ depending on the employee’s job level and seniority, the basic elements of the
plans are comparable for all eligible employees:
e Double trigger: Unlike “single trigger” plans that pay out immediately upon a change in control, our plans
require a “double trigger” — a change in control followed by an involuntary loss of employment within
two years. This is consistent with the plan’s intent to provide employees with financial protection upon loss of
employment. With respect to unvested equity, performance to the date of the change in control will be used to
determine the number of shares earned under an award, but vesting does not accelerate immediately upon a
change in control. Rather, the performance-adjusted awards will convert to time-based restricted stock units
that continue to vest with the new company. Shares will pay out upon the earlier of the completion of the
original award period; upon a covered termination; or if the successor entity does not assume, substitute, or
otherwise replace the awards.

e Covered terminations: Employees are eligible for payments if, within two years of the change in control, their
employment is terminated (i) without cause by the company or [ii) for good reason by the employee, each as
defined in the plan. See “Executive Compensation - Payments Upon Termination or Change in Control” for a
more detailed discussion, including a discussion of what constitutes a change in control.

¢ Employees who suffer a covered termination receive up to two years of pay and 18 months of benefits
protection: These provisions ensure employees a reasonable period of protection of their income and core
employee benefits.

e Severance payment. Eligible terminated employees would receive a severance payment ranging from
six months to two years’ base salary. Executives are all eligible for two years” base salary plus
two times the then-current year’s target bonus.

¢ Benefit continuation. Basic employee benefits such as health and life insurance would continue for
18 months following termination of employment, unless the individual becomes eligible for coverage
with a new employer. All employees would receive an additional two years of both age and years-of-
service credit for purposes of determining eligibility for retiree medical and dental benefits.

e Accelerated vesting of equity awards: Any unvested equity awards would vest at the time of a covered
termination.

e Excise tax: In some circumstances, the payments or other benefits received by the employee in connection with
a change in control could exceed limits established under Section 280G of the Internal Revenue Code. The
employee would then be subject to an excise tax on top of normal federal income tax. The company does not
reimburse employees for these taxes. However, the amount of change-in-control-related benefits will be
reduced to the 280G limit if the effect would be to deliver a greater after-tax benefit than the employee would
receive with an unreduced benefit.

Share Ownership and Retention Guidelines

Share ownership and retention guidelines help create direct alignment of interests between senior management
and shareholders over the longer term. Lilly has established a formal share ownership policy under which the CEO
and other senior executives are required to acquire and hold Lilly shares in an amount representing a multiple of
base salary.

Until the required number of shares is reached, an executive officer must hold 50 percent of all shares, net of tax,
from all equity payouts. Executive officers are also required to hold all shares received from equity program
payouts, net of taxes, for at least one year, even once share ownership requirements have been met. For
performance awards granted to executive officers, this holding requirement is met by the 13-month service-vesting
period after the end of the performance period.
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All of the named executive officers are compliant with the share ownership guidelines. The following graphic shows
each respective named executive officers’ guideline and each named executive officers” holdings as of December 31,
2019:

Share Ownership and Retention Guidelines

6x Base Salary Ownership Requirement
I

Mr. Ricks : 22x

4x Base Salary Ownership Requirement
1

Mr. Smiley Sx

Dr. Skovronsky b
25x

Mr. Conterno (retired)

Mr. Harrington (retired) 18x

Prohibition on Hedging and Pledging Shares

Non-employee directors and employees, including executive officers, are not permitted to hedge their economic
exposures to company stock through short sales or derivative transactions. Non-employee directors and all
members of senior management (approximately 140 employees in 2019) are prohibited from pledging any company
stock [i.e., using company stock as collateral for a loan or trading shares on margin).

Executive Compensation Recovery Policy

All incentive awards are subject to forfeiture upon termination of employment prior to the end of the performance
or vesting period or for disciplinary reasons. In addition, the Compensation Committee has adopted an executive
compensation recovery policy that gives the Compensation Committee broad discretion to claw back incentive
payouts from any member of senior management whose misconduct results in a material violation of law or
company policy that causes significant harm to the company or who fails in his or her supervisory responsibility to
prevent such misconduct by others.

Additionally, the company can recover all or a portion of any incentive compensation from an executive officer in the
case of materially inaccurate financial statements or material errors in the performance calculation, whether or not
such inaccuracies or errors result in a restatement and whether or not the executive officer has engaged in
wrongful conduct.

The recovery policy covers any incentive compensation awarded or paid to a member of senior management during
the last three years. Subsequent changes in status, including retirement or termination of employment, do not
affect the company’s rights to recover compensation under the policy.

Looking Ahead to 2020 Compensation

The executive officer incentive plan (EOIP) was designed to maximize the deductibility of performance-based
compensation under Internal Revenue Code Section 162(m). The changes to the US tax code associated with the Tax
Cuts and Jobs Act of 2017 disallowed the deductibility of any compensation exceeding one million dollars. As a
result, the company is discontinuing the EOIP as of December 31, 2019, and all executive officers will participate in
the Bonus Plan starting January 1, 2020.

The Compensation Committee reviewed and approved an update to the annual equity program that encourages
company leadership to successfully and efficiently execute the company’s business plan, deliver value to Lilly
shareholders, and effectively compete against Lilly’s peers. For 2020, we continued rewarding strong financial
results (as measured by two-year cumulative EPS growth goals) through use of the performance award and



continued to encourage delivery of long-term shareholder value (as measured by our three-year absolute stock
price appreciation) through the shareholder value award. However, we discontinued use of the relative TSR modifier
in shareholder value awards granted beginning in 2020 and instead implemented a new award called the relative
value award. The relative value award is based on Lilly’s TSR versus the median TSR of our peer group. If Lilly
outperforms the peer group median TSR, payouts will be at target or higher. If Lilly underperforms the peer group
median TSR, payouts will fall below target or result in no pay out.

We have also aligned all three equity awards to have a maximum payout of 175 percent of target. This is an increase
from 150 percent of target for the performance award design, and a decrease from 180 percent of target for the
prior shareholder value award (including the relative TSR modifier]. This adjustment is designed to reward
significant outperformance in each of three important areas: our business plan, total shareholder return, and
performance relative to our peers.

For 2020, Lilly's named executive officers’ equity awards were allocated into three separate awards as shown below:

Award Type Percent
Performance Awards 30%
Shareholder Value Awards 35%
Relative Value Awards 35%

Additional details regarding each award will be provided in the 2021 proxy statement.
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Executive Compensation

Summary Compensation Table
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Non-Equity
Stock Option  Incentive Plan Change in All Other Total
Name and Principal Salary Bonus Awards Awards Compensation Pension Value Compensation Compensation
Position Year ($) ($) ($)1 ($) ($)2 ($)2 ($)4 ($)
David A. Ricks 2019  $1,400,000 $0 $12,222,000 $0 $2,919,000 $4,658,242 $84,000 $21,283,242
Chairman, President, and
Chief Executive Officer 2018  $1,400,000 $0 $10,584,000 $0 $3,633,000 $1,529,337 $84,000 $17,230,337
2017  $1,400,000 $0 $10,200,000 $0 $2,814,000 $1,347,991 $84,000 $15,845,991
Joshua L. Smiley 2019 $895,833 $0 $3,142,800 $0 $1,182,948 $2,073,070 $53,750 $7,348,401
Senior Vice President and
Chief Financial Officer 2018  $875,000 $0 $2,704,800 $0 $1,438,063 $174,980 $52,500 $5,245,343
2017 N/A N/A N/A N/A N/A N/A N/A N/A
Daniel M. Skovronsky,
M.D., Ph.D. 2019 $900,000 $0 $4,074,000 $0 $1,188,450 $446,521 $54,000 $6,662,971
Senior Vjce Eresidgnt,
Chief Scientific Officer, 2018 $837,500 $0 $2,806,000 $0 $1,376,431 $75,717 $50,250 $5,145,898
and President, Lilly
Research Laboratories 2017 N/A N/A N/A N/A N/A N/A N/A N/A
Enrique A. Conterno
(retired) 2019 $833,333 $0 $3,026,400 $0 $1,100,417 $2,165,228 $50,000 $7,175,378
Senior Vice President and
President, Lilly Diabetes
and President, Lilly USA 2018 $794,683 $0 $3,057,600 $0 $1,099,842 $0 $47,681 $4,999,806
2017 $762,002 $0 $6,000,000 $0 $816,866 $999,426 $45,720 $8,624,014
Michael J. Harrington
(retired) 2019 $893,383 $0 $2,968,200 $0 $993,442 $2,587,220 $53,603 $7,495,848
Senior Vice President and
General Counsel 2018 $860,300 $0 $2,998,800 $0 $1,190,655 $338,947 $51,618 $5,440,320
2017 $856,130 $0 $2,760,000 $0 $917,771 $1,657,718 $51,368 $6,242,987

'This column shows the grant date fair value of performance awards and shareholder value awards computed in
accordance with FASB ASC Topic 718. See Note 12 of the consolidated financial statements in the company’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2019, for additional detail regarding assumptions underlying
the valuation of equity awards. All values in the “Stock Awards” column were based upon the probable outcome of
performance conditions as of the grant date, which vary year to year.

For purposes of comparison, the supplemental table below shows the total target grant values of stock awards approved
by the Compensation Committee:

Name 2017 Total Equity 2018 Total Equity 2019 Total Equity
Mr. Ricks $8,500,000 $9,000,000 $10,500,000
Mr. Smiley N/A $2,300,000 $2,700,000
Dr. Skovronsky N/A $2,300,000 $3,500,000
Mr. Conterno (retired)* $2,500,000 $2,600,000 $2,600,000
Mr. Harrington [retired)* $2,300,000 $2,550,000 $2,550,000

*Due to the retirement of Mr. Conterno on December 31, 2019, and Mr. Harrington on January 31, 2020, the stock awards
granted in 2018 and 2019 will be prorated for time worked in the performance period.

The table below shows the minimum, target, and maximum payouts (using the grant date fair value) for the 2019-2021
performance award included in the Summary Compensation Table, which will payout in January 2022.
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Name Minimum Payout Target Payout Maximum Payout
Mr. Ricks $0 $4,200,000 $6,300,000
Mr. Smiley $0 $1,080,000 $1,620,000
Dr. Skovronsky $0 $1,400,000 $2,100,000
Mr. Conterno (retired)* $0 $1,040,000 $1,560,000
Mr. Harrington (retired)* $0 $1,020,000 $1,530,000

*Mr. Conterno’s and Mr. Harrington's 2019-2021 performance award will be prorated for time worked in the performance
period due to retirement.

The table below shows the minimum, target, and maximum payouts (using the grant date fair value) for the 2019-2021
shareholder value award included in the Summary Compensation Table, which will payout in January 2022.

Name Minimum Payout Target Payout Maximum Payout
Mr. Ricks $0 $6,300,000 $11,340,000
Mr. Smiley $0 $1,620,000 $2,916,000
Dr. Skovronsky $0 $2,100,000 $3,780,000
Mr. Conterno (retired)* $0 $1,560,000 $2,808,000
Mr. Harrington (retired)* $0 $1,530,000 $2,754,000

*Mr. Conterno’s and Mr. Harrington's 2019-2021 shareholder value award will be prorated for time worked in the
performance period due to retirement.

2Payments under the Bonus Plan for performance in the years represented.

3The amounts in this column reflect the change in pension value for each individual, calculated by our actuary, and are
affected by additional service accruals and pay earned, as well as actuarial assumption changes. The changes in pension
values in 2019 were driven primarily by the change in the discount rate and increases to pensionable earnings. The
design of the pension benefit plan did not change. See the Pension Benefits in 2019 table below for information about the
standard actuarial assumptions used. No named executive officer received preferential or above-market earnings on
deferred compensation.

4The amounts in this column are company matching contributions into each individual's 401(k) and nonqualified savings
plan contributions. The company does not reimburse executives for taxes outside of the limited circumstance of taxes
related to a domestic employee relocation or a prior international assignment. There were no reportable perquisites or
personal benefits.

Grants of Plan-Based Awards During 2019

The compensation plans under which the grants in the following table were made are described in the CD&A above and
consist of the Bonus Plan (a non-equity incentive plan) and the Amended and Restated 2002 Lilly Stock Plan (which
provides for performance awards, shareholder value awards, and restricted stock units, among others).

To receive a payout under the performance award or the shareholder value award, a participant must remain employed
with the company through the end of the relevant award period (except in the case of death, disability, retirement, or
plant closing or reduction in workforce). No dividends accrue on either performance awards or shareholder value awards
during the performance period. For performance awards, non-preferential dividends accrue during the 13-month
service-vesting period (following the two-year performance period) and are paid upon vesting.
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Estimated Possible Payouts Estimated Possible and Future ALl Other
Under Non-Equity Payouts Under Equity Arrkes
Incentive Plan Awards ' Incentive Plan Awards Option
Awards:
Number of
Shares of Grant Date
Compensation Stock, Fair Value
Committee  Threshold Target Maximum Threshold Target Maximum  Options, or of Equity
Name Award Grant Date2  Action Date ($) ($) ($) (# shares)  (# shares)  (# shares) Units Awards
Mr. Ricks — — $525,000 $2,100,000 $4,200,000
2019-2021
PA s 2/7/2019 12/17/2018 18,735 37,470 56,205 $5,922,000
2019-2021
SVA «  2/7/2019 12/17/2018 27,353 68,382 123,088 $6,300,000
0
Mr. Smiley — — $212,760  $851,042  $1,702,083
2019-2021
PA s 2/7/2019 12/17/2018 4,818 9,635 14,453 $1,522,800
2019-2021
SVA < 2/7/2019 12/17/2018 7,034 17,584 31,651 $1,620,000
0
Dr.
Skovronsky — — $213,750 $855,000 $1,710,000
2019-2021
PA s 2/7/2019 12/17/2018 6,245 12,490 18,735 $1,974,000
2019-2021
SVA < 2/7/2019 12/17/2018 9,118 22,794 41,029 $2,100,000
0
Mr.
Conterno
(retired) — — $197,917  $791,667 $1,583,333
2019-2021
0 pAO s 2/7/2019 12/17/2018 4,639 9,278 13,917 $1,466,400
2019-2021
SVA < 2/7/2019 12/17/2018 6,773 16,933 30,479 $1,560,000
0
Mr.
Harrington
(retired) — — $178,677 $714,707 $1,429,413
2019-2021
PA s 2/7/2019 12/17/2018 4,550 9,100 13,650 $1,438,200
2019-2021
SVA «  2/7/2019 12/17/2018 6,643 16,607 29,893 $1,530,000
0

'These columns show the threshold, target, and maximum payouts for performance under the Bonus Plan. Bonus payouts
range from 0 to 200 percent of target. The Bonus Plan payment for 2019 performance was 139 percent of target. Actual
payouts are shown in the Summary Compensation Table in the column titled “Non-Equity Incentive Plan Compensation.”

2To assure grant timing is not manipulated for employee gain, the annual grant date is established in advance by the
Compensation Committee.

3This row shows the possible payouts for the 2019-2021 performance awards ranging from 0 to 150 percent of target. This
performance award will pay out in January 2022. For Mr. Conterno and Mr. Harrington, payouts will be prorated for time
worked during the performance period.

4This row shows the range of payouts for the 2019-2021 shareholde