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Consolidated Condensed Statements of Comprehensive Income
(Unaudited)
ELI LILLY AND COMPANY AND SUBSIDIARIES

(Dollars in millions)

Three Months Ended

Six Months Ended

June 30, June 30,
2017 2016 2017 2016
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Consolidated Condensed Balance Sheets
ELI LILLY AND COMPANY AND SUBSIDIARIES

(Dollars in millions)

£ $40.6 (2017)

June 30, 2017

December 31, 2016

(Unaudited)
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Notes to Consolidated Condensed Financial Statements
(Tables present dollars in millions, except per-share data)

Note 1: Basis of Presentation

We have prepared the accompanying unaudited consolidated condensed financial statements in accordance with the
requirements of Form 10-Q and, therefore, they do not include all information and footnotes necessary for a fair presentation of
financial position, results of operations, and cash flows in conformity with accounting principles generally accepted in the United
States (GAAP). In our opinion, the financial statements reflect all adjustments (including those that are normal and recurring) that
are necessary for a fair presentation of the results of operations for the periods shown. In preparing financial statements in
conformity with GAAP, we must make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue,
expenses, and related disclosures at the date of the financial statements and during the reporting period. Actual results could differ
from those estimates.

The information included in this Quarterly Report on Form 10-Q should be read in conjunction with our consolidated financial
statements and accompanying notes included in our Annual Report on Form 10-K for the year ended December 31, 2016. We
issue our financial statements by filing with the Securities and Exchange Commission and have evaluated subsequent events up
to the time of the filing.

Certain reclassifications have been made to prior periods in the consolidated condensed financial statements and accompanying
notes to conform with the current presentation. These reclassifications include $107.9 million that increased net cash provided by
operating activities and increased net cash used for financing activities on the consolidated condensed statements of cash flows
as a result of our adoption in the fourth quarter of 2016 of Accounting Standards Update 2016-09, # $

hog - #( as discussed in our Annual Report on Form 10-K
for the year ended December 31, 2016.

All per-share amounts, unless otherwise noted in the footnotes, are presented on a diluted basis, that is, based on the weighted-
average number of outstanding common shares plus the effect of incremental shares from our stock-based compensation
programs.
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Note 2: Implementation of New Financial Accounting Pronouncements

The following table provides a brief description of accounting standards that have not yet been adopted and could have a material
effect on our financial statements:

Standard

Description

Effective Date

Effect on the financial statements or other
significant matters

Accounting
Standards Update
2014-09 and various
other related
updates, ) -
* +

Accounting
Standards Update
2016-01, ,
& #

. )

This standard will replace existing
revenue recognition standards and will
require 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.
An entity can apply the new revenue
standard retrospectively to each prior
reporting period presented or with the
cumulative effect of initially applying the
standard recognized at the date of
initial application in retained earnings.
We currently plan to use the latter
approach.

This standard will require 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). An entity should apply
the new standard through a cumulative
effect adjustment to retained earnings
as of the beginning of the fiscal year of
adoption.

This standard is
effective January 1,
2018, and we will

adopt on that date.

This standard is
effective January 1,
2018, and we will

adopt on that date.

We are in the process of evaluating the
impact of the adoption of the standard.
We have identified two revenue
streams from our contracts with
customers: 1) product sales, which
represented 96 percent of our 2016
consolidated revenue and 2) licensing
and other arrangements, which
represented 4 percent of our 2016
consolidated revenue.

Our evaluation of our contracts for
product sales is substantially complete
and, based upon the results of our work
to date we currently do not expect the
application of the new standard to
these contracts to have a material
impact to our consolidated statements
of operations or balance sheets either
at initial implementation or on an
ongoing basis.

While we have completed most of our
reviews of arrangements in which we
have licensed or sold intellectual
property, we are not yet able to
estimate the anticipated impact to our
consolidated financial statements from
the application of the new standard to
these arrangements as we continue to
interpret and apply the principles in the
new standard to our arrangements.

We are also evaluating the new
disclosures required by the standard to
determine what additional information
will need to be disclosed.

We are unable to estimate the impact
of adopting this standard as the
significance of the impact will depend
upon our equity investments as of the
date of adoption.
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On January 3, 2017, we completed the acquisition of Boehringer Ingelheim Vetmedica, Inc.'s United States (U.S.) feline, canine,
and rabies vaccine portfolio and other related assets (BIVIVP). 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 this acquisition are included in our consolidated condensed financial statements
from the date of acquisition.

In March 2017, we acquired lasmiditan, an asset in development, as part of our acquisition of CoLucid Pharmaceuticals, Inc.
(CoLucid) which is further discussed in this note below in Asset Acquisition. Upon acquisition, the acquired in-process research
and development (IPR&D) charge of $857.6 million related to this product was immediately written off as an expense because the
product had no alternative future use.

In June 2017, we entered into a collaboration agreement with KeyBioscience AG (KeyBioscience), which will provide us with
access to KeyBioscience's Dual Amylin Calcitonin Receptor Agonists (DACRA) platform, a potential new class of treatments for
metabolic disorders such as type 2 diabetes, along with multiple molecules including KBP-042, KBP-089, and KBP-056. Prior to
entering into the agreement, KeyBioscience had initiated Phase Il development of KBP-042. The other assets included in the
collaboration range from pre-clinical to Phase | development. Under the terms of the agreement, we receive worldwide rights to
develop and commercialize these molecules. This transaction closed in July 2017 after receiving clearance under the Hart-Scott-
Rodino Antitrust Improvements Act. KeyBioscience will receive an initial payment of $55.0 million, which will be recorded as an
acquired IPR&D charge in the third quarter of 2017. KeyBioscience will also be eligible to receive potential development,
regulatory, and commercialization milestone payments based on the successful progress of the compounds through the
development and regulatory process, as well as tiered royalty payments based on future sales.

In July 2017, we agreed to a collaboration with Nektar Therapeutics (Nektar) to co-develop NKTR-358, Nektar's Phase |
immunological therapy, which has the potential to treat a number of autoimmune and other chronic inflammatory conditions. This
transaction is subject to clearance under the Hart-Scott-Rodino Antitrust Improvements Act and other customary closing
conditions. Subject to the closing of this transaction, which is expected by the end of 2017, Nektar will receive an initial payment of
$150.0 million which will be recorded as an acquired IPR&D charge. Nektar will also be eligible to receive potential development
and regulatory milestone payments, as well as tiered royalty payments based on future sales.

! " g5 ! %&

We acquired BIVIVP in an all-cash transaction for $882.1 million. Under the terms of the agreement, we acquired a manufacturing
and research and development site, a U.S. vaccine portfolio, including vaccines used for the treatment of bordetella, Lyme
disease, rabies, and parvovirus, among others.

%8, (! &

Our access to BIVIVP information was limited prior to the acquisition. As a consequence, we are in the process of determining the
fair values and tax bases of a significant portion of the assets acquired and liabilities assumed, including the identification and
valuation of intangible assets, inventory, property and equipment, accrued expenses, and tax exposures. The final determination
of these amounts will be completed as soon as possible but no later than one year from the acquisition date. The final
determination may result in asset and liability fair values and tax bases that differ from, and require changes to, the preliminary
amounts recognized.

11

1 1 LR A L ¢



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

Inventories $ 119.3
Acquired in-process research and development 6.0
Marketed products 374.0
Property and equipment 149.8
Other assets and liabilities - net (2.8)
Total identifiable net assets 646.3
Goodwill @ 235.8
Total consideration transferred - net of cash acquired $ 882.1

" These intangible assets, 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 10 years.
®The goodwill recognized from this acquisition is attributable primarily to expected synergies from combining the operations of BIVIVP with our legacy animal

health business, future unidentified projects and products, and the assembled workforce of BIVIVP. We anticipate that the goodwill associated with this
acquisition will be deductible for tax purposes.

Our consolidated condensed statement of operations for the three and six months ended June 30, 2017, includes BIVIVP revenue
of $78.3 million and $119.0 million, respectively. BIVIVP has been integrated into our animal health products segment and, as a
result of these integration efforts, certain parts of the animal health business were operating on a combined basis during these
periods, and we could not distinguish the operations between BIVIVP and our legacy animal health products business.

The following table and narrative summarizes our asset acquisition during the six months ended June 30, 2017. There was no
asset acquisition which resulted in acquired IPR&D expense during the six months ended June 30, 2016.

w1 HO%
1 " 1 % & *
Colucid Oral therapy for the acute March 2017 Phase Il $ 857.6

treatment of migraine - lasmiditan

“The phase of development presented is as of the date of the arrangement.

In March 2017, we acquired lasmiditan by acquiring CoLucid. Under the terms of the agreement, we acquired all shares of
Colucid for a cash purchase price of $831.8 million, net of cash acquired, plus net accrued liabilities assumed of $25.8 million.
Substantially all of the value of ColLucid was related to lasmiditan, its only significant asset. The acquired IPR&D expense is not
tax deductible.
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Erbitux®

We have several collaborations with respect to Erbitux. The most significant collaborations are or, where applicable, were in
Japan, and prior to the transfer of commercialization rights in the fourth quarter of 2015, the U.S. and Canada (Bristol-Myers
Squibb Company); and worldwide except the U.S. and Canada (Merck KGaA). Certain rights to Erbitux outside the U.S. and
Canada (collectively, North America) will remain with Merck KGaA (Merck) upon expiration of that agreement.

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

Three Months Ended Six Months Ended
June 30, June 30,
2017 2016 2017 2016
Net product revenue $ 1344 $ 1584 $ 2657 $ 299.9
Collaboration and other revenue 24.7 22.2 47.8 48.7
Revenue $ 1591 $ 1806 $ 3135 $ 3486

Pursuant to commercial agreements with Bristol-Myers Squibb Company and E.R. Squibb (collectively, BMS), we had been co-
developing Erbitux in North America with BMS exclusively. On October 1, 2015, BMS transferred their commercialization rights to
us with respect to Erbitux in North America pursuant to a modification of our existing arrangement, and we began selling Erbitux at
that time. This modification did not affect our rights with respect to Erbitux in other jurisdictions. In connection with the modification
of terms, we provide consideration to BMS based upon a tiered percentage of net sales of Erbitux in North America estimated to
average 38 percent through September 2018. The transfer of the commercialization rights was accounted for as an acquisition of
a business. The consideration to be paid to BMS was accounted for as contingent consideration liability. See Note 6 for discussion
regarding the estimation of this liability.

A development and license agreement grants Merck exclusive rights to market Erbitux outside of North America until December
2018. A separate agreement grants co-exclusive rights among Merck, BMS, and us in Japan and expires in 2032. This agreement
was amended in 2015 to grant Merck exclusive commercialization rights in Japan but did not result in any changes to our rights.

Merck manufactures Erbitux for supply in its territory as well as for Japan. We receive a royalty on the sales of Erbitux outside of
North America, which is included in collaboration and other revenue as earned. Royalties due to third parties are recorded as a
reduction of collaboration and other revenue, net of any royalty reimbursements due from third parties.

Effient®

We are in a collaborative arrangement with Daiichi Sankyo Co., Ltd. (Daiichi Sankyo) to develop, market, and promote Effient.
Marketing rights for major territories are shown below. We and Daiichi Sankyo each have exclusive marketing rights in certain
other territories.

Territory Marketing Rights Selling Party
uU.S. Co-promotion Lilly
Major European markets Co-promotion Pre-January 1, 2016, Lilly

Post-January 1, 2016, Daiichi Sankyo
Japan Exclusive Daiichi Sankyo
Beginning January 1, 2016, while major European markets continue to be a co-promotion territory under the terms of our

arrangement, Daiichi Sankyo exclusively promotes Effient in these markets. The economic results for the major European markets
continue to be shared in the same proportion as they were previously.

The parties share approximately 50/50 in the profits, as well as in the costs of development and marketing in the co-promotion
territories. A third party manufactures bulk product, and we continue to produce the finished product for our exclusive and co-
promotion territories, including the major European markets.
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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 condensed statements of cash flows. At June 30, 2017, substantially all of our total long-term debt is
at a fixed rate. We have converted approximately 30 percent of our long-term fixed-rate notes to floating rates through the use of
interest rate swaps.

We may enter into forward contracts and designate them as cash flow hedges to limit the potential volatility of earnings and cash
flow associated with forecasted sales of available-for-sale securities.

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. Upon completion of a
debt issuance and termination of the swap, the change in fair value of these instruments is recorded as part of other
comprehensive income (loss) and is amortized to interest expense over the life of the underlying debt.

In May 2017, we issued $750.0 million of 2.35 percent fixed-rate notes due in May 2022, $750.0 million of 3.10 percent fixed-rate
notes due in May 2027, and $750.0 million of 3.95 percent fixed-rate notes due in May 2047, with interest to be paid semi-
annually. We expect to use the net proceeds of $2.23 billion from the sale of these notes for general corporate purposes, including
to repay at maturity notes due in 2018 and 2019. Prior to such uses, we may temporarily invest the net proceeds in investment
securities.

In May 2016, we issued Swiss franc-denominated notes consisting of Fr.200.0 million of 0.00 percent fixed-rate notes due in May
2018, Fr.600.0 million of 0.15 percent fixed-rate notes due in May 2024, and Fr.400.0 million of 0.45 percent fixed-rate notes due
in May 2028, with interest to be paid annually. We are using the net cash proceeds of the offering of $1.21 billion for general
corporate purposes, which included the repayment at maturity of certain of our U.S. dollar denominated fixed-rate notes due
March 2017.

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

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

Fair value hedges:
Effect from hedged fixed-rate debt $ 35.8 $ 1111
Effect from interest rate contracts (35.8) (111.1)
Cash flow hedges:
Effective portion of losses on interest rate contracts reclassified from

accumulated other comprehensive loss 3.7 7.4
Net losses on foreign currency exchange contracts not designated as hedging
instruments 90.9 104.2

During the six months ended June 30, 2017 and 2016, 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.

19
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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 $ 34.8 $ (43.0)

Cross-currency interest rate swaps 7.5 6.3

Foreign currency exchange contracts 31.9 31.9
Cash flow hedges:

Forward-starting interest rate swaps (3.4) (3.4)

During the next 12 months, we expect to reclassify $14.7 million of pretax net losses on cash flow hedges from accumulated other
comprehensive loss to other—net, (income) expense.

20
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Fair Value of Financial Instruments
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Fair Value Measurements Using

Quoted Prices

in Active
Markets for Significant Significant
Identical Other Observable Unobservable
Carrying Assets Inputs Inputs Fair
Amount (Level 1) (Level 2) (Level 3) Value
June 30, 2017
Risk-management instruments:
Interest rate contracts designated as fair
value hedges:
Other receivables 32 § — 3 32 § — 3 3.2
Sundry 44.6 — 44.6 — 44.6
Other current liabilities (3.0) — (3.0) — (3.0)
Other noncurrent liabilities (0.6) — (0.6) — (0.6)
Cross-currency interest rate contracts
designated as net investment hedges:
Other current liabilities (12.4) — (12.4) — (12.4)
Other noncurrent liabilities (12.9) — (12.9) — (12.9)
Foreign exchange contracts not designated
as hedging instruments:
Other receivables 281 — 281 — 281
Other current liabilities (21.7) — (21.7) — (21.7)
Contingent consideration liabilities
Other current liabilities (212.5) — — (212.5) (212.5)
Other noncurrent liabilities (138.1) — — (138.1) (138.1)
December 31, 2016
Risk-management instruments:
Interest rate contracts designated as fair
value hedges:
Other receivables 24§ — 3 24  § — 3 24
Sundry 37.0 — 37.0 — 37.0
Other noncurrent liabilities (0.5) — (0.5) — (0.5)
Cross-currency interest rate contracts
designated as net investment hedges:
Sundry 31.4 — 31.4 — 31.4
Foreign exchange contracts not designated
as hedging instruments:
Other receivables 31.8 — 31.8 — 31.8
Other current liabilities (21.7) — (21.7) — (21.7)
Contingent consideration liabilities
Other current liabilities (215.9) — — (215.9) (215.9)
Other noncurrent liabilities (242.6) — — (242.6) (242.6)

™ Contingent consideration liabilities primarily relate to the Erbitux arrangement with BMS discussed in Note 4.

Risk-management instruments above are disclosed on a gross basis. There are various rights of setoff associated with certain of
the risk-management instruments above that are subject to an enforceable master netting arrangement or similar agreements.

Although various rights of setoff and master netting arrangements or similar agreements may exist with the individual

counterparties to the risk-management instruments above, individually, these financial rights are not material.
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Note 9: Retirement Benefits
Net pension and retiree health benefit (income) cost included the following components:

Defined Benefit Pension Plans

Three Months Ended Six Months Ended
June 30, June 30,
2017 2016 2017 2016
Components of net periodic benefit cost:

Service cost $ 86.7 $ 706 $ 1656 $ 142.0
Interest cost 103.2 105.1 205.6 210.2
Expected return on plan assets (195.3) (189.6) (389.3) (379.1)
Amortization of prior service (benefit) cost 1.5 (0.2) 29 5.7
Recognized actuarial loss 704 74.0 143.1 142.4
Net periodic benefit cost $ 66.5 §$ 599 $ 1279 § 121.2

Retiree Health Benefit Plans

Three Months Ended Six Months Ended
June 30, June 30,
2017 2016 2017 2016
Components of net periodic benefit income:

Service cost $ 120 $ 103 $ 232 $ 19.6
Interest cost 134 13.2 26.4 26.0
Expected return on plan assets (40.1) (37.6) (80.4) (75.1)
Amortization of prior service benefit (22.5) (21.5) (45.0) (42.8)
Recognized actuarial loss 5.1 5.2 9.2 10.3
Net periodic benefit income $ (321) $ (304) $ (66.6) $ (62.0)

We have contributed approximately $20 million required to satisfy minimum funding requirements to our defined benefit pension
and retiree health benefit plans during the six months ended June 30, 2017. Additional discretionary funding in the aggregate was
not material during the six months ended June 30, 2017. During the remainder of 2017, we expect to make contributions to our
defined benefit pension and retiree health benefit plans of approximately $20 million to satisfy minimum funding requirements.
Additional discretionary funding for the remainder of 2017 is not expected to be material.

Note 10: 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.

Alimta Patent Litigation and Administrative Proceedings

A number of generic manufacturers are seeking approvals in various countries 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 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 would result in a rapid and severe decline in future revenue for the product in the
relevant market.
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We were named along with Takeda Chemical Industries, Ltd. and Takeda affiliates (collectively, Takeda) as a defendant in
approximately 6,700 product liability cases in the U.S. related to the diabetes medication Actos, which we co-promoted with
Takeda in the U.S. from 1999 until 2006. In general, plaintiffs in these actions alleged that Actos caused or contributed to their
bladder cancer. Almost all of these cases were included as part of a resolution program announced by Takeda in April 2015 in
which Takeda agreed to pay approximately $2.4 billion to resolve the vast majority of the U.S. product liability lawsuits involving
Actos. Although the vast majority of U.S. product liability lawsuits involving Actos are included in the resolution program, there may
be additional cases pending against Takeda and us following completion of the resolution program.

We are also named along with Takeda as a defendant in three purported product liability class actions in Canada related to Actos,
including one in Ontario (Casseres et al. v. Takeda Pharmaceutical North America, Inc., et al. and Carrier et al. v. Eli Lilly et al.),
one in Quebec (Whyte et al. v. Eli Lilly et al.), and one in Alberta (Epp v. Takeda Canada et al.). We promoted Actos in Canada
until 2009.

We believe these lawsuits are without merit, and we and Takeda are prepared to defend against them vigorously.

In October 2012, 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 all persons within the U.S. who purchased and/or paid for Cymbalta, asserted claims under the consumer protection
statutes of four states, California, Massachusetts, Missouri, and New York, and sought declaratory, injunctive, and monetary relief
for various alleged economic injuries arising from discontinuing treatment with Cymbalta. In December 2014, the district court
denied the plaintiffs' motion for class certification. Plaintiffs filed a petition with the U.S. Court of Appeals for the Ninth Circuit
requesting permission to file an interlocutory appeal of the denial of class certification, which was denied. Plaintiffs filed a second
motion for certification under the consumer protection acts of New York and Massachusetts. The district court denied that motion
for class certification in July 2015. The district court dismissed the suit and plaintiffs are appealing to the U.S. Court of Appeals for
the Ninth Circuit. Oral argument is expected in late 2017. In June 2017, we moved to dismiss the appeal for lack of jurisdiction
based on the U.S. Supreme Court's recent decision in Microsoft v. Baker.

We are named in approximately 140 lawsuits involving approximately 1,470 plaintiffs filed in various federal and state courts
alleging injuries arising from discontinuation of treatment with Cymbalta. These include approximately 40 individual and multi-
plaintiff cases filed in California state court, centralized in a California Judicial Counsel Coordination Proceeding pending in Los
Angeles. The first individual product liability cases were tried in August 2015 and resulted in defense verdicts against four
plaintiffs. We believe all these Cymbalta lawsuits and claims are without merit.

We have reached a settlement framework which provides for a comprehensive resolution of nearly all of these personal injury
claims, filed or unfiled, alleging injuries from discontinuing treatment with Cymbalta. There can be no assurances, however, that a
final settlement will be reached.

Our subsidiary in Brazil, Eli Lilly do Brasil Limitada (Lilly Brasil), is named in a lawsuit brought by the Labor Attorney for 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 manufacturing facility in Cosmopolis, Brazil, operated by the company
between 1977 and 2003. The plaintiffs allege that some employees at the facility were exposed to benzene and heavy metals;
however, Lilly Brasil maintains that these alleged contaminants were never used in the facility. In May 2014, the labor court judge
ruled against Lilly Brasil. The judge's ruling orders Lilly Brasil to undertake several actions of unspecified financial impact,
including paying lifetime medical insurance 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. While we cannot currently estimate the range
of reasonably possible financial losses that could arise in the event we do not ultimately prevail in the litigation, the judge has
estimated the total financial impact of the ruling to be approximately 1.0 billion Brazilian real (approximately $305 million as of
June 30, 2017) plus interest. We strongly disagree with the decision and filed an appeal in May 2014. We expect a ruling on this
appeal before the end of the year.

We are also named in approximately 30 lawsuits filed in the same court by individual former employees making similar claims.
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We have two operating segments—human pharmaceutical products and animal health products. Our operating segments are
distinguished by the ultimate end user of the product—humans or animals. Performance is evaluated based on profit or loss from

operations before income taxes.

Segment revenue—to unaffiliated customers:

Human pharmaceutical products:
Endocrinology:

Humalog® "g $ 701.9 1§ 1,308.2
Trulicity® #1 " 201.3 I$ " 344.9
Forteo® #i " 367.6 Ot" 686.3
Humulin® $ "1 332.3 " 688.7
Trajenta # "% 121.0 $H"% 215.4
Other Endocrinology ! 234.3 $ " 471.6
Total Endocrinology #% " 1,958.4 # # 3,715.1
Oncology:
Alimta $ "% 607.1 "1 1,171.3
Cyramza® [ 147.0 $ " 278.0
Erbitux %" 180.6 '$ 348.6
Other Oncology " 35.8 #%" 67.1
Total Oncology %$$"% 970.5 I# "% 1,865.0
Cardiovascular:
Cialis® 630.5 "% 1,207.2
Effient # "% 135.1 " 266.6
Other Cardiovascular # " 61.7 " 107.6
Total Cardiovascular LI 4 827.3 $ %" 1,581.4
Neuroscience:
Strattera® LI 224.6 LI 412.7
Cymbalta 236.5 e 435.2
Zyprexa® # "l 210.7 n 423.4
Other Neuroscience $ " 45.9 90.0
Total Neuroscience $1 " 717.7 1,361.3
Immunology:
Taltz® L 19.3 $'# 19.3
Other Immunology #'1 — " —
Total Immunology #"$ 19.3 #" 19.3
Other pharmaceuticals #%" 51.8 113.4
Total human pharmaceutical products $ WH 4,545.0 % #%1"# 8,655.5
Animal health products 1#'1 859.8 $$#" 1,614.4
Revenue $1# § 54048 $" $ 10,269.9
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Revenue increased for the three and six months ended June 30, 2017 primarily driven by increased volume for Trulicity®, Taltz®,
and other new pharmaceutical products. Operating expense remained flat for the three months ended June 30, 2017. Operating
expense increased for the six months ended June 30, 2017 driven by an increase in marketing, selling, and administrative
expense partially offset by a decrease in research and development expense. The following highlighted items also affect
comparisons of our financial results for the three and six months ended June 30, 2017 and 2016:

2017
Acquired in-process research and development (IPR&D) (Note 3 to the consolidated condensed financial statements)

«  We recognized no acquired IPR&D charges for the three months ended June 30 and a charge of $857.6 million, or $0.81
per share, for the six months ended June 30 associated with the acquisition of CoLucid Pharmaceuticals, Inc. (CoLucid).
This charge was not tax-deductible.

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

«  We recognized charges of $50.0 million (pretax), or $0.03 per share, and $263.9 million (pretax), or $0.19 per share, for
the three and six months ended June 30, respectively. The charges for the three months ended June 30 were primarily
due to integration costs related to the acquisition of Novartis Animal Health (Novartis AH) as well as asset impairments
related to animal health assets. The charges for the six months ended June 30 were primarily due to severance costs
incurred as a result of actions taken to reduce our cost structure, integration costs, and asset impairments related to
animal health assets, as well as exit fees due to site closures.

2016
Asset Impairment, Restructuring, and Other Special Charges (Note 5 to the consolidated condensed financial statements)

+  We recognized charges of $58.0 million (pretax), or $0.04 per share, and $189.4 million (pretax), or $0.16 per share, for
the three and six months ended June 30, respectively, related to the integration costs for our acquisition of Novartis AH,
severance costs, and asset impairments. The charges for the six months ended June 30 also included charges related to
the closure of an animal health manufacturing facility in Ireland.

Other—Net, (Income) Expense (Note 12 to the consolidated condensed financial statements)

«  We recognized charges of $203.9 million (pretax), or $0.19 per share, in the first quarter related to the impact of the
Venezuelan financial crisis, including the significant deterioration of the bolivar.

The increases in net income and EPS for the second quarter of 2017 were due to a higher gross margin, partially offset by higher
income taxes. The decreases in net income and EPS for the six months ended June 30, 2017, were due to the acquired IPR&D
charge associated with the acquisition of CoLucid and, to a lesser extent, higher income taxes, higher operating expenses, and
higher asset impairment, restructuring, and other special charges, partially offset by a higher gross margin and the 2016 charges
related to the Venezuelan financial crisis, including the significant deterioration of the bolivar.
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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 currently have approximately 55 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 diseases described. The quarter in which each NME initially was approved in any major geography for
any indication is shown in parentheses:

Baricitinib (Olumiant®) (Q1 2017)—a Janus tyrosine kinase inhibitor for the treatment of moderate-to-severe active
rheumatoid arthritis (in collaboration with Incyte Corporation).

Olaratumab* (Lartruvo™) (Q4 2016)—a human IgG1 monoclonal antibody for the treatment of advanced soft tissue
sarcoma.

The following NME has been submitted for regulatory review in at least one of the major geographies for potential use in the
disease described. The quarter in which the NME initially was submitted in any major geography for any indication is shown in
parentheses:

Abemaciclib (Q2 2017)—a small molecule cell-cycle inhibitor, selective for cyclin-dependent kinases 4 and 6 for the
treatment of metastatic breast cancer. In the United States (U.S.), abemaciclib is protected by a compound patent (2029,
not including possible patent extension).

The following NMEs and diagnostic agent are currently in Phase Il clinical trial testing for potential use in the diseases described.
The quarter in which each NME and diagnostic agent initially entered Phase Il for any indication is shown in parentheses:

Flortaucipir** (Q3 2015)—a positron emission tomography (PET) tracer intended to image tau (or neurofibrillary) tangles
in the brain, which are an indicator of Alzheimer's disease.

Galcanezumab* (Q2 2015)—a once-monthly subcutaneously injected calcitonin gene-related peptide (CGRP) antibody
for the treatment of migraine prevention and cluster headache.

Lanabecestat (Q2 2016)—an oral beta-secretase cleaving enzyme (BACE) inhibitor for the treatment of early and mild
Alzheimer's disease (in collaboration with AstraZeneca).

Lasmiditan (Q2 2015)—an oral 5-HT,: agonist for the acute treatment of migraine.

Nasal glucagon* (Q3 2013)—a glucagon nasal powder formulation for the treatment of severe hypoglycemia in patients
with diabetes treated with insulin.

Solanezumab* (Q2 2009)—an anti-amyloid beta monoclonal antibody for the treatment of preclinical Alzheimer’s disease.

Tanezumab* (Q3 2008)—an anti-nerve growth factor monoclonal antibody for the treatment of osteoarthritis pain, chronic
low back pain, and cancer pain (in collaboration with Pfizer Inc.).

*  Biologic molecule subject to the U.S. Biologics Price Competition and Innovation Act

**  Diagnostic agent
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Metastatic breast

Two Phase lll trials met primary
endpoints. Submitted Phase Il trial and

cancer Submitted Phase llI Phase Il trial to FDA in second quarter
Abemaciclib of 2017. Granted Priority Review from
FDA in third quarter of 2017.
lNon-smaII cell Phase IlI Phase lll trial is ongoing.
ung cancer
Granted accelerated approval® by the
FDA in fourth quarter of 2016 based on
Soft tissue phase Il data. Launched in the U.S. in
Lartruvo sarcoma Launched Phase Il the fourth quarter of 2016. Granted

conditional approval® and launched in
Europe in fourth quarter of 2016.
Phase Il trial is ongoing.

“The FDA's fast track program is designed to expedite the development and review of new therapies to treat serious conditions and address unmet medical

needs.

@ 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.

® Continued approval for this indication may be contingent on verification and description of clinical benefit in a confirmatory Phase Ill trial.

“ As part of a conditional marketing authorization, results from an ongoing Phase |1l study will need to be provided. This study is fully enrolled. Until availability of
the full data, the Committee for Medicinal Products for Human Use will review the benefits and risks of Lartruvo annually to determine whether the conditional

marketing authorization can be maintained.
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Three Months Ended
June 30,
2017 2016
Product us.® Outside U.S. Total Total Percent Change
* % $ 3904 $ 288.0 $ 678.4 2 3 45
C 381.0 246.3 627.3 , 6 7
0] 274.3 258.6 532.9 , 4 5
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)} 249.8 196.9 446.7 y s
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Gross margin as a percent of revenue increased 0.5 percentage points to 73.4 percent and increased 1.0 percentage points to
73.9 percent for the three and six months ended June 30, 2017, respectively. The increase in gross margin percent for the three
and six months ended June 30, 2017 was primarily due to manufacturing efficiencies and higher realized prices, partially offset by
higher expenses to support new pharmaceutical products and negative product mix.

Research and development expenses decreased 6 percent to $1.25 billion and 3 percent to $2.49 billion for the three and six
months ended June 30, 2017, respectively. The decreases were driven primarily by a $100.0 million charge in the second quarter
of 2016 related to a development milestone for lanabecestat, currently in development with AstraZeneca. See Note 4 to the
consolidated condensed financial statements for additional information.

Marketing, selling, and administrative expenses increased 5 percent to $1.71 billion and increased 5 percent to $3.25 billion for the
three and six months ended June 30, 2017, respectively, due to increased expenses related to new pharmaceutical products,
partially offset by decreased expenses related to late life-cycle products.

We recognized no acquired IPR&D charges in the second quarter of 2017 or the three and six months ended June 30, 2016. For
the the first six months of 2017, we recognized $857.6 million in acquired IPR&D charges associated with the acquisition of
ColLucid. See Note 3 to the consolidated condensed financial statements for additional information.

We recognized asset impairment, restructuring, and other special charges of $50.0 million and $263.9 million for the three and six
months ended June 30, 2017, respectively, compared with charges of $58.0 million and $189.4 million for the three and six months
ended June 30, 2016, respectively. The charges for the second quarter of 2017 were primarily due to integration costs related to
the acquisition of Novartis AH, as well as asset impairments primarily related to animal health assets. The charges for the first six
months of 2017 were due to severance costs incurred as a result of actions taken to reduce our cost structure, integration costs
related to the acquisition of Novartis AH, and asset impairments related to animal health assets, as well as exit fees due to site
closures. The charges for the first six months of 2016 were associated with asset impairments related to the closure of an animal
health manufacturing facility in Ireland as well as integration and severance costs related to the acquisition of Novartis AH. See
Note 5 to the consolidated condensed financial statements for additional information.

Other—net, (income) expense was expense of $3.9 million and income of $11.2 million for the second quarter and first six months
of 2017, respectively, compared with income of $21.2 million and expense of $127.8 million for the second quarter and first six
months of 2016. Other expense during the first six months of 2016 was driven by a $203.9 million charge related to the impact of
the Venezuelan financial crisis, including the significant deterioration of the bolivar. See Note 12 to the consolidated condensed
financial statements for additional information.

The effective tax rates were 20.0 percent and 32.1 percent for the three and six months ended June 30, 2017, respectively,
compared with 20.8 percent and 21.4 percent for the same respective periods of 2016. The increase in the effective tax rate for
the first six months of 2017 is primarily due to the impact from the nondeductible $857.6 million acquired IPR&D charge for the
acquisition of CoL.ucid.

Cash and cash equivalents decreased to $3.07 billion as of June 30, 2017, compared with $4.58 billion as of December 31, 2016.
Refer to the consolidated condensed statements of cash flows for additional details on the significant sources and uses of cash for
the six months ended June 30, 2017 and 2016.

In addition to our cash and cash equivalents, we held total investments of $8.09 billion and $6.66 billion as of June 30, 2017 and
December 31, 2016, respectively. See Note 6 to the consolidated condensed financial statements for additional details.

Total debt increased to $12.31 billion as of June 30, 2017, compared with $10.31 billion as of December 31, 2016. The increase
was primarily due to the cash proceeds of $2.23 billion from the issuance of fixed-rate notes and, to a lesser extent, the net
increase in the balance of commercial paper outstanding of $125.7 million, partially offset by the repayment of $630.5 million of
long term debt. See Note 6 to the consolidated condensed financial statements for additional details regarding the May 2017 debt
issuance. At June 30, 2017, we had a total of $5.17 billion of committed bank credit facilities, $5.00 billion of which is available to
support our commercial paper program. We believe that amounts accessible through existing commercial paper markets should
be adequate to fund short-term borrowings.
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During the six months ended June 30, 2017, we repurchased $259.9 million of shares associated with our previously announced
$5.00 billion share repurchase program.

We believe that cash generated from operations, along with available cash and cash equivalents, will be sufficient to fund our
normal operating needs, including dividends, share repurchases, and capital expenditures.

See "Other Matters—Patent Matters" for information regarding recent and upcoming losses of patent protection for Zyprexa
(Japan), Alimta (U.S., Europe, and Japan), Strattera (U.S.), Effient (U.S.), Cialis (U.S. and Europe), and Adcirca (U.S. and
Europe).

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; various international government funding levels; and changes in foreign currency exchange rates (see "Other
Matters—Foreign Currency Exchange Rates").

Financial Expectations

Full-year 2017 EPS is now anticipated to be in the range of $2.51 to $2.61. We now expect 2017 revenue of between $22.0 billion
and $22.5 billion. Excluding the impact of foreign exchange rates, we expect revenue growth from new pharmaceutical products
including Trulicity, Taltz, Basaglar, Cyramza, Jardiance, and Lartruvo, as well as a number of established pharmaceutical products
including Trajenta, Forteo, and Humalog.

Gross margin as a percent of revenue is now expected to be approximately 72.5 percent. Research and development expenses
are now expected to be in the range of $5.0 billion to $5.2 billion. Marketing, selling, and administrative expenses are still expected
to be in the range of $6.4 billion to $6.6 billion. Other—net, (income) expense is still expected to be income of up to $100 million.

The 2017 tax rate is now expected to be approximately 23.5 percent.

Capital expenditures are now expected to be approximately $1.1 billion.

Available Information on our Website

We make available through our company website, free of charge, our company filings with the Securities and Exchange
Commission (SEC) as soon as reasonably practicable after we electronically file them with, or furnish them to, the SEC. The
reports we make available include annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K,
proxy statements, registration statements, and any amendments to those documents.

The website link to our SEC filings is http://investor.lilly.com/sec.cfm.

(a) . Under applicable SEC regulations, management of a reporting
company, with the participation of the principal executive officer and principal financial officer, must periodically evaluate
the company’s “disclosure controls and procedures,” which are defined generally as controls and other procedures of a
reporting company designed to ensure that information required to be disclosed by the reporting company in its periodic
reports filed with the SEC (such as this Form 10-Q) is recorded, processed, summarized, and reported on a timely basis.

Our management, with the participation of David A. Ricks, chairman, president, and chief executive officer, and Derica W.
Rice, executive vice president, global services, and chief financial officer, evaluated our disclosure controls and
procedures as of June 30, 2017, and concluded that they are effective.

(b) . During the second quarter of 2017, there were no changes in our internal control over
financial reporting that materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.
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