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5,340
Avi d
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2018
Mer ck K@GaAck
2011 2010 2009
$ 87.6 % 71.9 $ 92.5
321.6 314. 2 298. 3

$ 409.25% 386.18% 390. 8

Bristol -Myers Squibb Company

Bristol-Myers ES®RuUI IBlgui b bBMS

BMS BMS Mer ck
BMS
API BMS API
BMS
Merck KGaA
Mer c k Mer c k
BMS

Mer c k
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15%
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1 1 FDA
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Amyl in
Amyl in
20112
31
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Boehringer
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2011 [ 11
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3
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600. 7 601. 1 600. 7 600. 7
11.6 11.6 11.6 11.6

$ 974.68% 975.0
$ 908. 8% 901. 3% 908. 8% $ $ 908. 8
2,081.32,093. 3 2,081. 3 2,081.
443. 8 479.1 443. 8 443.8
245.0 253. 2 245.0 245.0
10.0 11.09 8.7 1.3 10.0
180. 8 107.5 180. 8 180. 8

(1) 160. 1 160. 1
$ 4,029.8 4,006. 4

2010 12 31

$ 5,993.85,993.8%2 2,138.% 3,854.8% $ 5,993.
$ 540. 8% 540. 8% $ 540. 8% $ 540. 8
128. 9 128. 9 128. 9 128.9
63. 4 63.9 63. 4 63. 4
0.7 0.7 0.7 0.7

$ 733.8% 734.3

$ 359. 2% 361.8% 359. 2% $ $ 359. 2
367.9 368. 9 367.9 367.9
315.5 350. 7 315.5 315.5
132. 4 140. 8 132. 4 132. 4
6. 4 8. 3 3.3 3.1 6. 4
433.7 182.6 433.7 433.7
(1) 164. 4 164. 4

$ 1,779.%$1,577.5
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(25). 9 (25). 9 (25). 9
2010 12 31
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3 2011231 1 2,160 2010231 1 6,350
403,000 5
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4,742.2(1,523.73,218.53,851.6(1,05%4.2,796.9
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9 20114 6, 900
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20153 8,000 20163 3,000

147/243



EDINETOOOO
OO000O00ooO00DoO0O0oOoO(Ees765)

oooooog
2011 Amyvidprotamasel PR&D 1 5,150
Amyvid
20112 Il i pr ot aNiafs e FDA
Il i prot amase
2010 20092231
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556.5 304. 1
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$ 5,464. % 6,770.5
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2010231 6,370
5 2012151,000 20131,020 201410

1,000 2015530 20162 120

2011 2010231 550 1 3,780
2011231 124,000
12 2018 2011
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2 1 2009
1 2 2010 P A 2
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20112010231 PA
31.9030. 88 2009 P A 1 36. 172
34.12 PA
2011231 390 2010
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160 2011231 P A

1,670 12

149/243



EDINETOOOO
OO000O00ooO00DoO0O0oOoO(Ees765)
oOoOooodn

SVA 3 3

SVA

20112010 20009

1231 SVA 28.3325.97
33.97
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4.90 4.50 4.00
0.2@.36 0.10. 36 0.424. 48
27.629.10 28.028. 69 24. 3244 .92
SVA
SVA
2009 1 1,903
1,416
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2009231 2,760
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(3865
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560 2012 100 2011231 SVA
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201120102009 1231 150 150
50 2011231 20 2010231
20 2012 30 2011231
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3 10
2011231
2011 1
55,507 69.04
( 1)8 24.33
(18,)933 74.56
2011231
36,556 66. 22 1.8 1.2
2011231
36,556 66. 22 1.8 1.2
2011231
201120102002231 20
10 30 2002231
6,850 201120102009 1231

40 10 20 3
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368. 5
ESOP 6.9 8.9
371.9
2009231 4,635.6 9,830.4(77). 4 882 98.5
5,069.5
1 1.96 (2,167. 3
(1)0 (2)8 (1)0
(87). 6 10 (1)1
231.0
ESOP 20. 5 25.0
2010231 4,798.512,732. 6(52). 4 864 96.4
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1 1.96 (2,182.5
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(949. 2 (74).8
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(195.9 (160.9
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Item 8. Financial Satements and Supplementary Data
Consolidated Statements of Operations
ELI LILLY AND COMPANY AND SUBSIDIARIES
(Dollars in millions, except per-share data) Year Ended December 31 2011 2010 2009
Revenue $24,286.5 $23,076.0 $21,836.0
Cost of sales 5,067.9 4,366.2 4,247.0
Research and development 5,020.8 4,884.2 4,326.5
Marketing, selling, and administrative 7,879.9 7,053.4 6,892.5
Acquired in-process research and development (Notes 3 and 4) 388.0 50.0 90.0
Asset impairments, restructuring, and other special charges (Note

5) 401.4 192.0 692.7
Other—net, expense (Note 17) 179.0 5.0 229.5

18,937.0 16,550.8 16,478.2

Income before income taxes 5,349.5 6,525.2 5,357.8
Income taxes (Note 13) 1,001.8 1,455.7 1,029.0
Net income $ 4,347.7 $ 50695 $ 4,328.8
Earnings per share—basic and diluted (Note 12) $ 390 $ 458 $ 3.94

See notes to consolidated financial statements.
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Consolidated Statements of Comprehensive Income
ELI LILLY AND COMPANY AND SUBSIDIARIES
(Dollars in millions) Year Ended December 31 2011 2010 2009
Net income $4,347.7 $5,069.5  $4,328.8
Other comprehensive income (loss)
Foreign currency translation gains (losses) (244.8) (325.1) 284.9
Net unrealized gains (losses) on securities (178.5) 80.8 289.8
Defined benefit pension and retiree health benefit plans (Note 14) (1,240.2) 148.9 (280.3)
Effective portion of cash flow hedges 44.8 (26.6) 48.2
Other comprehensive income (loss) before income taxes (1,618.7) (122.0) 342.6
Provision for income taxes related to other comprehensive income
(loss) items 430.2 (76.2) (27.7)
Other comprehensive income (loss) (Note 16) (1,188.5) (198.2) 314.9
Comprehensive income $3,159.2 $4,871.3 $4,643.7

See notes to consolidated financial statements.
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Consolidated Balance Sheets
ELI LILLY AND COMPANY AND SUBSIDIARIES
(Dollars in millions, shares in thousands) December 31 2011 2010
Assets
Current Assets
Cash and cash equivalents (Note 6) $ 59225 $ 5,993.2
Short-term investments (Note 6) 974.6 733.8
Accounts receivable, net of allowances of $110.1 (2011) and $79.9 (2010) 3,597.7 3,493.8
Other receivables (Note 10) 640.2 664.3
Inventories 2,299.8 2,517.7
Prepaid taxes 158.5 828.3
Prepaid expenses and other (Note 10) 654.9 608.9
Total current assets 14,248.2 14,840.0
Other Assets
Investments (Note 6) 4,029.8 1,779.5
Goodwill and other intangibles—net (Note 7) 5,128.1 4,818.8
Sundry (Note 10) 2,493.4 1,622.4
Total other assets 11,651.3 8,220.7
Property and Equipment, net 7,760.3 7,940.7
Total assets $33,659.8 $31,001.4
Liabilities and Shareholders’ Equity
Current Liabilities
Short-term borrowings and current maturities of long-term debt (Note 8) $ 15223 $ 156.0
Accounts payable 1,125.2 1,072.2
Employee compensation 804.7 851.8
Sales rebates and discounts 1,771.3 1,372.6
Dividends payable 542.3 540.0
Income taxes payable (Note 13) 261.6 457.5
Other current liabilities (Note 10) 2,903.5 2,476.8
Total current liabilities 8,930.9 6,926.9
Other Liabilities
Long-term debt (Note 8) 5,464.7 6,770.5
Accrued retirement benefits (Note 14) 3,068.5 1,887.4
Long-term income taxes payable (Note 13) 1,086.3 1,234.8
Other noncurrent liabilities (Note 10) 1,573.8 1,769.0
Total other liabilities 11,193.3 11,661.7
Commitments and contingencies (Note 15)
Shareholders’ Equity (Notes 9 and 11)
Common stock—no par value
Authorized shares: 3,200,000
Issued shares: 1,158,644 (2011) and 1,154,018 (2010) 724.1 721.3
Additional paid-in capital 4,886.8 4,798.5
Retained earnings 14,897.8 12,732.6
Employee benefit trust (3,013.1) (3,013.2)
Deferred costs—ESOP — (52.4)
Accumulated other comprehensive loss (Note 16) (3,858.6) (2,670.1)
Noncontrolling interests (6.1) (7.5)
Cost of common stock in treasury, 853 shares (2011) and 864 shares (2010) (95.3) (96.4)
Total shareholders’ equity 13,535.6 12,412.8
Total liabilities and shareholders’ equity $33,659.8 $31,001.4

See notes to consolidated financial statements.
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Consolidated Statements of Cash Flows
ELI LILLY AND COMPANY AND SUBSIDIARIES
(Dollars in millions) Year Ended December 31 2011 2010 2009
Cash Flows from Operating Activities
Net income $4,347.7 $5,069.5 $4,328.8
Adjustments to Reconcile Net Income
to Cash Flows from Operating Activities
Depreciation and amortization 1,373.6 1,328.2 1,297.8
Change in deferred income taxes (268.5) 559.7 189.9
Stock-based compensation expense 147.4 231.0 368.5
Impairment charges, indefinite lived intangibles 151.5 — —
Acquired in-process research and development, net of tax 252.2 32.5 58.5
Net marketing investigation charges paid (Note 15) — (112.3) (1,313.6)
Other operating activities, net (17.8) (66.3) 362.5
Changes in operating assets and liabilities, net of acquisitions
Receivables—increase (188.8) (319.1) (492.9)
Inventories—decrease (increase) 203.1 157.0 (179.0)
Other assets—decrease (increase) 642.7 340.5 (84.9)
Accounts payable and other liabilities—increase (decrease) 591.4 (363.9) (200.1)
Net Cash Provided by Operating Activities 7,234.5 6,856.8 4,335.5
Cash Flows from Investing Activities
Purchases of property and equipment (672.0) (694.3) (765.0)
Disposals of property and equipment 25.3 24.6 17.7
Net change in short-term investments (250.9) (686.5) 399.1
Proceeds from sales and maturities of noncurrent investments 2,138.5 584.7 1,107.8
Purchases of noncurrent investments (4,459.4) (1,067.2) (432.3)
Purchase of product rights (632.9) (442.4) —
Purchases of in-process research and development (388.0) (50.0) (90.0)
Cash paid for acquisitions, net of cash acquired (307.8) (609.4) —
Loan to collaboration partner (165.0) — —
Other investing activities, net (112.2) (219.3) (94.5)
Net Cash (Used for) Provided by Investing Activities (4,824.4) (3,159.8) 142.8
Cash Flows from Financing Activities
Dividends paid (2,180.1) (2,165.3) (2,152.1)
Net change in short-term borrowings (141.2) 123.9 (5,824.2)
Proceeds from issuance of long-term debt — 1.2 2,400.0
Repayments of long-term debt (54.6) (1.2) —
Other financing activities, net 6.0 19.4 42.6
Net Cash Used for Financing Activities (2,369.9) (2,021.9) (5,533.7)
Effect of exchange rate changes on cash and cash equivalents (110.9) (144.8) 21.6
Net (decrease) increase in cash and cash equivalents (70.7) 1,530.3 (1,033.8)
Cash and cash equivalents at beginning of year 5,993.2 4,462.9 5,496.7
Cash and Cash Equivalents at End of Year $5,9225 $5993.2 $4,462.9

See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

ELILILLY AND COMPANY AND SUBSIDIARIES
(Dollars in millions, except per-share data)

Note 1: Summary of Significant Accounting Policies

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 in shareholders’ 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 and have evaluated subsequent events up to the time of the filing.

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

Cash equivalents: 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.

Inventories: We state all inventories at the lower of cost or market. We use the last-in, first-out (LIFO)
method for the majority of our inventories located in the continental United States, or approximately 45
percent of our total inventories. Other inventories are valued by the first-in, first-out (FIFO) method. FIFO
cost approximates current replacement cost. Inventories at December 31 consisted of the following:

2011 2010
Finished products $ 786.4 $ 800.8
Work in process 1,518.2 1,714.2
Raw materials and supplies 205.8 220.8
2,510.4 2,735.8
Reduction to LIFO cost (210.6) (218.1)
Inventories $2,299.8 $2,517.7

Investments: Substantially all of our investments in debt and marketable equity securities are classified as
available-for-sale. Investment securities with maturity dates of less than one year from the date of the
balance sheet are classified as short-term. Available-for-sale securities are carried at fair value with the
unrealized gains and losses, net of tax, reported in other comprehensive income (loss). The credit portion of
unrealized losses on our debt securities considered to be other-than-temporary is recognized in earnings.
The remaining portion of the other-than-temporary impairment on our debt securities is then recorded in
other comprehensive income (loss). The entire amount of other-than-temporary impairment on our equity
securities is recognized in earnings. We do not evaluate cost-method investments for impairment unless
there is an indicator of impairment. We review these investments for indicators of impairment on a regular
basis. Realized gains and losses on sales of available-for-sale securities 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. 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, expense. We own no investments that are considered to be trading securities.

Risk-management instruments: Our derivative activities are initiated within the guidelines of documented
corporate risk-management policies and do not create additional risk because gains and losses on
derivative contracts offset losses and gains on the assets, liabilities, and transactions being hedged. As
derivative contracts are initiated, we designate the instruments individually as either a fair value hedge or a
cash flow hedge. Management reviews the correlation and effectiveness of our derivatives on a quarterly
basis.

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

We may enter into foreign currency forward contracts to reduce the effect of fluctuating currency exchange
rates (principally the euro, the British pound, and the Japanese yen). Foreign currency derivatives used for
hedging are put in place using the same or like currencies and duration as the underlying exposures.
Forward contracts are
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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, expense. We may enter into foreign currency forward contracts and currency
swaps as fair value hedges of firm commitments. Forward contracts generally have maturities not exceeding
12 months.

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

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.

Goodwill and other intangibles: Goodwill results from excess consideration in a business combination over
the fair value of identifiable net assets acquired. Goodwill is not amortized.

Intangible assets with finite lives are capitalized and are amortized over their estimated useful lives, ranging
from 3 to 20 years.

The cost of in-process research and development (IPR&D) projects acquired directly in a transaction other
than a business combination is capitalized if the projects have an alternative future use; otherwise, they are
expensed. The fair values of IPR&D projects acquired in business combinations are capitalized as other
intangible assets. There are several methods that can be used to determine the estimated fair value of the
IPR&D acquired in a business combination. We utilized the “income method,” which applies a probability
weighting that considers the risk of development and commercialization, to the estimated future net cash
flows that are derived from projected sales revenues and estimated costs. These projections are based on
factors such as relevant market size, patent protection, historical pricing of similar products, 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 project independently. These assets are
treated as indefinite-lived intangible assets until completion or abandonment of the projects, at which time
the assets will be amortized over the remaining useful life or written off, as appropriate. We also capitalize
milestone payments incurred at or after the product has obtained regulatory approval for marketing and
amortize those amounts over the remaining estimated useful life of the underlying asset.

Goodwill and indefinite-lived intangible assets are reviewed for impairment at least annually and when
certain impairment indicators are present. When required, a comparison of fair value to the carrying amount
of assets is performed to determine the amount of any impairment. Finite-lived intangible assets are
reviewed for impairment when an indicator of impairment is present.

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 3 to 18 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:

2011 2010
Land $ 2025 $ 207.8
Buildings 6,135.7 6,029.3
Equipment 7,219.9 7,355.7
Construction in progress 1,036.0 893.8
14,594.1 14,486.6
Less accumulated depreciation (6,833.8) (6,545.9)

Property and equipment, net $ 7,760.3 $ 7,940.7
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Depreciation expense for the years ended December 31, 2011, 2010, and 2009 was $732.4 million, $749.1
million, and $813.5 million, respectively. Interest costs of $25.7 million, $26.0 million, and $30.2 million were
capitalized as part of property and equipment for the years ended December 31, 2011, 2010, and 2009,
respectively. Total rental expense for all leases, including contingent rentals (not material), amounted to
$353.4 million, $339.3 million, and

40

180/243



EDINETOOOO
OO000O00ooO00DoO0O0oOoO(Ees765)
oOoOooodn

$337.8 million for the years ended December 31, 2011, 2010, and 2009, respectively. Assets under capital
leases included in property and equipment in the consolidated balance sheets, capital lease obligations
entered into, and future minimum rental commitments are not material.

Litigation and environmental liabilities: Litigation accruals and 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
probable and reasonably estimable. A portion of the costs associated with defending and disposing of these
suits is covered by insurance. We record receivables for insurance-related recoveries when it is probable
they will be realized. These receivables are classified as a reduction of the litigation charges on the
statement of operations. We estimate insurance recoverables based on existing deductibles, coverage
limits, our assessment of any defenses to coverage that might be raised by the carriers, and the existing and
projected future level of insolvencies among the insurance carriers. However, for substantially all of our
currently marketed products, we are completely self-insured for future product liability losses.

Revenue recognition: We recognize revenue from sales of products at the time title of goods passes to the
buyer and the buyer assumes the risks and rewards of ownership. Provisions for returns, discounts, and
rebates are established in the same period the related sales are recorded.

We also generate income as a result of collaboration agreements. Revenue from co-promotion services is
based upon net sales reported by our co-promotion partners and, if applicable, the number of sales calls we
perform. Initial fees we receive from the partnering of our compounds under development where we have
continuing involvement are generally amortized through the expected product approval date. Initial fees
received from out-licensing agreements that include both the sale of marketing rights to our commercialized
products and a related commitment to supply the products are generally recognized in net product sales
over the term of the supply agreement. We immediately recognize the full amount of developmental
milestone payments due to us upon the achievement of the milestone event if the event is substantive, is
objectively determinable, and represents an important point in the development life cycle of the
pharmaceutical product. Milestone payments earned by us are generally recorded in other—net, expense. If
the payment to us is a commercialization payment that is part of a multiple-element collaborative
commercialization arrangement and is a result of the initiation of the commercialization period (e.g.,
payments triggered by regulatory approval for marketing or launch of the product), we amortize the payment
to income as we perform under the terms of the arrangement. See Note 4 for specific agreement details.

Royalty revenue from licensees, which is based on third-party sales of licensed products and technology, is
recorded as earned in accordance with the contract terms when third-party sales can be reasonably
measured and collection of the funds is reasonably assured. This royalty revenue is included in collaboration
and other revenue.

Following is the composition of revenue:

2011 2010 2009
Net product sales $23,604.8 $22,442.2 $21,171.5
Collaboration and other revenue (Note 4) 681.7 633.8 664.5
Total revenue $24,286.5 $23,076.0 $21,836.0

Research and development expenses and acquired research and development: Research and development
expenses include the following:

- Research and development costs, which are expensed as incurred.

- Milestone payments 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 IPR&D projects acquired directly in asset acquisitions,
unless they have an alternative future use.

Income taxes: 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. Federal income taxes are provided
on the portion of the income of foreign subsidiaries that is expected to be remitted to the United States and
be taxable.

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
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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.

Earnings per share: We calculate basic earnings per share based on the weighted-average number of
outstanding common shares and incremental shares. We calculate diluted earnings per share based on the
weighted-average number of outstanding common shares plus the effect of dilutive stock options and other
incremental shares. See Note 12 for further discussion.
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Stock-based compensation: 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. Under our
policy all stock-based awards are approved prior to the date of grant. The compensation committee of the
board of directors approves the value of the award and date of grant. Stock-based compensation that is
awarded as part of our annual equity grant is made on a specific grant date scheduled in advance.

Reclassifications: Certain reclassifications have been made to the December 31, 2010 and 2009
consolidated financial statements and accompanying notes to conform with the December 31, 2011
presentation.

Note 2: Implementation of New Financial Accounting Pronouncements

In 2010, the Financial Accounting Standards Board (FASB) issued an Accounting Standard Update (ASU)
that applies to the annual fee imposed on pharmaceutical manufacturers and importers that sell branded
prescription drugs to specified government programs as part of U.S. health care reform. This fee is allocated
to companies based on their prior-calendar-year market share for branded prescription drug sales into these
government programs. This guidance clarifies how pharmaceutical manufacturers should recognize and
classify in their income statements fees mandated by U.S. health care reform. This fee is recorded as
selling, general, and administrative expense in our consolidated results of operations and is amortized on a
straight-line basis for the year. This guidance was effective for us January 1, 2011. In accordance with this
guidance, for the year ended December 31, 2011 we recorded $178.0 million related to this fee, which is not
deductible for tax purposes.

In 2009, the FASB issued an ASU related to Revenue Recognition that amends the previous guidance on
arrangements with multiple deliverables. This guidance provides principles and application guidance on
whether multiple deliverables exist, how the arrangements should be separated, and how the consideration
should be allocated. It also clarifies the method to allocate revenue in an arrangement using the estimated
selling price. This guidance was effective for us January 1, 2011, and did not have a material impact on our
consolidated financial position or results of operations.

Note 3: Acquisitions

During 2011 and 2010, we completed the acquisitions of the animal health business of Janssen
Pharmaceuticia NV (Janssen), Avid Radiopharmaceuticals, Inc. (Avid), Alnara Pharmaceuticals, Inc.
(Alnara), and a group of animal health product lines. These acquisitions were accounted for as business
combinations under the acquisition method of accounting. 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 these acquisitions are included in
our consolidated financial statements from the date of acquisition. None of these acquisitions were material
to our consolidated financial statements.

Most of these acquisitions included IPR&D, which represented compounds, new indications, or line
extensions under development that had not yet achieved regulatory approval for marketing. As discussed in
Note 1, the fair values of IPR&D assets acquired as part of the acquisition of a business are capitalized as
intangible assets. Accordingly, we capitalized IPR&D assets acquired in business combinations totaling
$30.9 million and $598.0 million for the years ended December 31, 2011 and 2010, respectively. Once the
Avid and Alnara products are launched, the amortization of the respective acquired IPR&D assets will not be
deductible for tax purposes. The ongoing expenses with respect to each of these assets in development are
not material to our total research and development expense currently and are not expected to be material to
our total research and development expense on an annual basis in the future.

Some of these acquisitions included contingent consideration, which is recorded at fair value in other
liabilities as of the acquisition date. The fair value of the contingent consideration was determined by utilizing
a probability weighted estimated cash flow stream discounted for the expected timing of each payment.
Subsequent to the acquisition date, on a quarterly basis we remeasure the contingent consideration at
current fair value with changes recorded in other—net, expense in the statement of operations.

In addition to the acquisitions of businesses, we also acquired several assets in development which are
discussed below in Product Acquisitions and in Note 4. The acquired IPR&D related to these products of
$388.0 million, $50.0 million, and $90.0 million for the years ended December 31, 2011, 2010, and 2009,
respectively, was written off by a charge to income immediately upon acquisition because the products had
no alternative future use.

Acquisition of Businesses
Janssen
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On July 7, 2011, we acquired the animal health business of Janssen, a Johnson & Johnson company, for

total purchase consideration of $307.8 million in cash. We obtained a portfolio of more than 50 marketed

animal health products. In connection with this acquisition, we preliminarily recorded $223.5 million of

marketed product assets and $30.9 million of acquired IPR&D assets, with $53.4 million of other net assets.

Although the final determination may result in asset and liability fair values that are different than the

preliminary estimates of these amounts, it is not expected that those differences will be material to our

financial results.
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Avid

On December 20, 2010, we acquired all of the outstanding stock of Avid, a company focusing on developing
molecular radiopharmaceutical tracers in positron emission topography (PET) scan imaging, for total
purchase consideration of $346.1 million, which included an upfront payment of $286.3 million and up to
$550 million in additional payments contingent upon potential future regulatory and commercial milestones.
The fair value of the contingent consideration at the acquisition date was $59.8 million. In connection with
this acquisition, we recorded $334.0 million of acquired IPR&D assets, $119.6 million of goodwill, and
$116.9 million of deferred tax liability, with $9.4 million of other net assets. Avid’s lead product under
development, florbetapir, is a PET agent indicated for imaging amyloid plaque pathology in the brain to aid
the evaluation of patients with signs or symptoms of cognitive impairment. The New Drug Application (NDA)
was submitted to the U.S. Food and Drug Administration (FDA) in the third quarter of 2010. In March 2011,
we received a complete response letter that was primarily focused on the need to establish a reader training
program for market implementation that helps to ensure reader accuracy and consistency of interpretations
of existing Amyvid™ scans. During the year ended December 31, 2011 we recorded impairment charges
related to the partial impairment of the IPR&D asset related to Amyvid, as discussed further in Note 7. We
submitted our response to the complete response letter in 2011.

Alnara

On July 20, 2010, we acquired all of the outstanding stock of Alnara, a privately-held company developing
protein therapeutics for the treatment of metabolic diseases, for total purchase consideration of $291.7
million, which included an upfront payment of $188.7 million and up to $200 million in additional payments
contingent upon potential future regulatory and commercial milestones. The fair value of the contingent
consideration at the acquisition date was $103.0 million. In connection with this acquisition, we recorded
$264.0 million of acquired IPR&D assets, $100.5 million of goodwill, and $92.4 million of deferred tax
liability, with $19.6 million of other net assets. Alnara's lead product in development is liprotamase, a
non-porcine pancreatic enzyme replacement therapy. The NDA was submitted to the FDA in the first quarter
of 2010. In April 2011, we received a complete response letter that communicated the need for us to
conduct an additional clinical trial prior to a re-submission. During the year ended December 31, 2011 we
recorded impairment charges related to the partial impairment of the IPR&D asset related to liprotamase, as
discussed further in Note 7. We are currently finalizing the study design and anticipate starting a clinical
study in 2012.

Animal Health Product Lines

On May 28, 2010, we acquired the European marketing rights to several animal health product lines
divested by Pfizer Inc. as part of its acquisition of Wyeth, Inc., for total purchase consideration of $148.4
million paid in cash. These products, including vaccines, parasiticides, and feed additives, serve both the
production animal and companion animal markets. We also acquired a manufacturing facility in Sligo,
Ireland, currently used in the production of animal vaccines. In connection with this acquisition, we recorded
$76.2 million of marketed product intangible assets, with $72.2 million of other net assets.

Product Acquisitions

In March 2010, we entered into a license agreement with Acrux Limited to acquire the exclusive rights to
commercialize its proprietary testosterone solution Axiron. At the time of the licensing, the product had not
been approved and had no alternative future use. The charge of $50.0 million for acquired IPR&D related to
this arrangement was included as expense in the first quarter of 2010 and is deductible for tax purposes. In
the fourth quarter of 2010, Axiron was approved by the FDA for the treatment of testosterone deficiency in
men. In the first quarter of 2011, the product was available in pharmacies in the U.S.

In December 2009, we entered into a licensing and collaboration agreement with Incyte Corporation (Incyte)
to acquire rights to its compound, and certain follow-on compounds, for the treatment of inflammatory and
autoimmune diseases. The lead compound was in the development stage (Phase Il clinical trials for
rheumatoid arthritis) and had no alternative future use. The charge of $90.0 million for acquired IPR&D
related to this arrangement was included in expense in the fourth quarter of 2009 and is deductible for tax
purposes. As part of this agreement, Incyte has the option to co-develop these compounds and the option to
co-promote in the U.S.

In connection with these arrangements, our partners are generally entitled to future milestones and royalties
based on sales should these products be approved for commercialization.

Note 4: Collaborations

We often enter into collaborative 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 collaborations often require
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milestone and royalty or profit share payments, contingent upon the occurrence of certain future events
linked to the success of the asset in development, as well as expense reimbursements or payments to the
third party. Revenues related to products sold by us pursuant to these arrangements are included in net
product sales, while other sources of revenue (e.g., royalties and profit share payments) are included in
collaboration and other revenue. Operating expenses for costs incurred pursuant to these arrangements are
reported in their respective expense line item, net of any payments made to or reimbursements received
from our collaboration partners. Each collaboration is unique in nature, and our more significant
arrangements are discussed below.
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Erbitux

We have several collaborations with respect to Erbitux. The most significant collaborations are in the U.S.,
Japan, and Canada (Bristol-Myers Squibb Company); and worldwide except the U.S. and Canada (Merck
KGaA). The agreements are expected to expire in 2018, upon which all of the rights with respect to Erbitux
in the U.S. and Canada return to us and certain rights with respect to Erbitux outside the U.S. and Canada
(excluding Japan) remain with Merck KGaA (Merck). The following table summarizes the revenue
recognized with respect to Erbitux:

2011 2010 2009
Net product sales $876 $719 $ 925
Collaboration and other revenue 321.6 314.2 298.3
Total revenue $409.2 $386.1 $390.8

Bristol-Myers Squibb Company

Pursuant to a commercial agreement with Bristol-Myers Squibb Company and E.R. Squibb (collectively,
BMS), relating to Erbitux, we are co-developing Erbitux in the U.S. and Canada with BMS, exclusively, and
in Japan with BMS and Merck. The companies have jointly agreed to expand the investment in the ongoing
clinical development plan for Erbitux to further explore its use in additional tumor types. Under this
arrangement, Erbitux research and development and other costs are shared by both companies according
to a predetermined ratio.

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

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

Merck KGaA

A development and license agreement with Merck with respect to Erbitux granted Merck exclusive rights to
market Erbitux outside of the U.S. and Canada, and co-exclusive rights with BMS and us in Japan. Merck
also has rights to manufacture Erbitux for supply in its territory. We also receive a royalty on the sales of
Erbitux outside of the U.S. and Canada, which is included in collaboration and other revenue as earned.
Collaborative reimbursements received for research and for development; and marketing, selling, and
administrative expenses are recorded as a reduction to the respective expense line items on the
consolidated statement of operations. Royalty expense paid to third parties, net of any royalty
reimbursements received, is recorded as a reduction of collaboration and other revenue.

Necitumumab

The commercial agreement with BMS described above includes the co-development and
co-commercialization of necitumumab, which is currently in Phase lll clinical testing for squamous non-small
cell lung cancer. We and BMS share the cost of developing and potentially commercializing necitumumab in
the U.S., Canada, and Japan. We maintain exclusive rights to necitumumab in all other markets. We will
fund 45 percent of the development costs for studies that will be used only in the U.S., and 72.5 percent for
global studies. We will be responsible for the manufacturing of API, and BMS will be responsible for
manufacturing the finished product. We could receive a payment of $250.0 million upon approval in the U.S.
In the U.S. and Canada, BMS will record sales and we will receive 45 percent of the profits for
necitumumab, while we will provide 50 percent of the selling effort. In Japan, we and BMS will share costs
and profits evenly.

Exenatide

In November 2011, we agreed with Amylin Pharmaceuticals, Inc. (Amylin) to terminate our collaborative
arrangement for the joint development, marketing, and selling of Byetta (exenatide injection) and other forms
of exenatide such as Bydureon (exenatide extended-release for injectable suspension). Under the terms of
the termination agreement, Amylin made a one-time, upfront payment to us of $250.0 million. Amylin also
agreed to make future revenue-sharing payments to us in an amount equal to 15 percent of their global net
sales of exenatide products until Amylin has made aggregate payments to us of $1.20 hillion plus interest,
which will accrue at 9.5 percent. Amylin issued a secured note in the amount of $1.20 billion to us under
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which any revenue-sharing payments made to us will reduce amounts outstanding under the note. In

general, Amylin’s obligation for the revenue-sharing payments and the secured note will terminate if all
exenatide products are withdrawn from the market due to safety or efficacy issues and are not sold for a
period of four years. Amylin will also pay a $150.0 million milestone to us contingent upon FDA approval of a
once-monthly suspension version of exenatide that is currently in Phase Il clinical trials.
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Commercial operations were transferred to Amylin in the U.S. at the end of November 2011, although we
will continue to provide certain transition services. Outside the U.S., we will transfer responsibility for
commercialization of exenatide to Amylin on a market-by-market basis over a period beginning no earlier
than the second half of 2012 and that will not extend beyond December 31, 2013.

Payments received from Amylin are allocated 65 percent to the U.S., which is treated as a contract
termination, and 35 percent to the business outside the U.S., which will be treated as the disposition of a
business. The allocation is based upon relative fair values. Revenue-sharing payments will be recognized as
income as Amylin records sales. The income allocated to the U.S. is recognized as collaboration and other
revenue and the income allocated to the business outside the U.S. will be recognized as proceeds from the
disposition of a business in other-net, expense in our consolidated income statement beginning at the time
control of the business transfers to Amylin. The amounts we may receive pursuant to the revenue-sharing
arrangement represent contingent consideration and, therefore, do not qualify for recognition as income until
the contingency is resolved and the amount becomes fixed or determinable. As a consequence, the note
has not been recognized in our consolidated balance sheet. The income recognized from this transaction
was not material for the year ended December 31, 2011, as the income recognized from the upfront
payment was substantially offset by the derecognition of amounts previously capitalized related to certain
supply arrangements and approval milestones.

Prior to termination of the collaboration, we and Amylin were co-promoting Byetta in the U.S. Amylin was
responsible for manufacturing and primarily utilized third-party contract manufacturers to supply Byetta. We
supplied Byetta pen delivery devices for Amylin and will continue to do so for a period that will not extend
beyond December 31, 2013, unless we and Amylin agree otherwise. We are responsible for certain
development costs related to certain clinical trials outside the U.S. that we were conducting as of the date of
the termination agreement as well as commercialization costs outside the U.S. until the commercial
operations are transferred to Amylin.

Under the terms of our prior arrangement, we reported as collaboration and other revenue our 50 percent
share of gross margin on Amylin’s net product sales in the U.S. We reported as net product sales 100
percent of sales outside the U.S. and our sales of Byetta pen delivery devices to Amylin. We paid Amylin a
percentage of the gross margin of exenatide sales outside of the U.S., and these costs were recorded in
cost of sales. This arrangement for the commercial operations outside the U.S. will continue until those
operations transfer to Amylin. Prior to its termination, under the 50/50 profit-sharing arrangement for the U.
S., in addition to recording as revenue our 50 percent share of exenatide’s gross margin, we also recorded
approximately 50 percent of U.S. related research and development costs and marketing and selling costs
in the respective line items on the consolidated statements of operations.

In June 2011, the European Commission granted marketing authorization to Bydureon for the once-weekly
treatment of type 2 diabetes in combination with certain oral therapies. European launches began in the
third quarter of 2011, starting with the United Kingdom and Germany. Net product sales of Bydureon were
not material for the year ended December 31, 2011. In January 2012, the FDA approved Bydureon for
marketing in the U.S.

The following table summarizes the revenue recognized with respect to exenatide:

2011 2010 2009
Net product sales $179.6 $168.1 $147.7
Collaboration and other revenue 243.1 262.5 300.8
Total revenue $422.7 $430.6 $448.5

In accordance with the prior arrangement and pursuant to Amylin’s request, in the second quarter of 2011
we loaned Amylin $165.0 million. Interest on this loan is to be received quarterly and all outstanding
principal and interest is due five years from the date of the advance.

Cymbalta

We were in a collaborative arrangement with Boehringer Ingelheim (Boehringer) to jointly develop, market,
and promote Cymbalta (duloxetine), outside the U.S. and Japan. Pursuant to the terms of the agreement,
we generally shared equally in development, marketing, and selling expenses, and paid Boehringer a
commission on sales in the co-promotion territories. We manufactured the product for all territories.
Reimbursements or payments for the cost sharing of marketing, selling, and administrative expenses were
recorded in the respective expense line items in the consolidated statements of operations. The commission
paid to Boehringer was recorded in marketing, selling, and administrative expenses. In March 2010, the
parties agreed to terminate this agreement, and we reacquired the exclusive rights to develop and market
duloxetine for all indications in countries outside the U.S. and Japan. In connection with the termination, we
paid Boehringer approximately $400 million and will also pay to Boehringer a
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percentage of our sales of duloxetine in these countries through 2012 as consideration for the rights
acquired. We record these costs as intangible assets, which will be amortized to marketing, selling, and
administrative expenses using the straight-line method over the life of the original agreement, which is
through 2015.

Effient

We are in a collaborative arrangement with Daiichi Sankyo Company, Limited (D-S) to develop, market, and
promote Effient. We and D-S have agreed to co-promote in certain territories (including the U.S. and five
major European markets), while we have exclusive marketing rights in certain other territories. D-S has
exclusive marketing rights in Japan. The parties share approximately 50/50 in the profits, as well as in the
costs of development and marketing in the co-promotion territories. A third party manufactures bulk product,
and we produce the finished product for our exclusive and co-promotion territories. We record product sales
in our exclusive and co-promotion territories. In our exclusive territories, we pay D-S a royalty specific to
these territories. Profit share payments made to D-S are recorded as marketing, selling, and administrative
expenses. All royalties paid to D-S and the third-party manufacturer are recorded in cost of sales. Worldwide
Effient sales were $302.5 million, $115.0 million, and $27.0 million for the years ended December 31, 2011,
2010, and 2009, respectively.

Diabetes Collaboration

In January 2011, we and Boehringer entered into a global agreement to jointly develop and commercialize a
portfolio of diabetes compounds. Included are Boehringer 's two oral diabetes agents, linagliptin and
empagliflozin (Bl 10773). Subsequently in 2011, linagliptin was approved and launched in the U.S.
(tradename Tradjenta), Japan (tradename Trazenta), Europe (tradename Trajenta), and other countries.
Empagliflozin is currently in Phase Il clinical testing. Also included in the agreement is our new insulin
glargine product and our novel basal insulin analog, both of which began Phase Il clinical testing in the
second half of 2011; and an option granted to Boehringer to co-develop and co- commercialize our
anti-TGF-beta monoclonal antibody, which is currently in Phase Il clinical testing. Under the terms of the
agreement, we made an initial one-time payment to Boehringer of $388.0 million and recorded an acquired
IPR&D charge, which was included as expense in the first quarter of 2011 and is deductible for tax
purposes.

In connection with the approval of linagliptin in the U.S., Japan, and Europe, in 2011 we paid $478.7 million
in success-based regulatory milestones, all of which were capitalized as intangible assets and are being
amortized to cost of sales. We may pay up to approximately ? 300 million in additional success-based
regulatory milestones for empagliflozin. We will be eligible to receive up to a total of $650.0 million in
success-based regulatory milestones on our two insulin products. Should Boehringer elect to opt in to the
Phase 1l development and potential commercialization of the anti-TGF-beta monoclonal antibody, we would
be eligible for up to $525.0 million in opt-in and success-based regulatory milestone payments. The
companies share ongoing development costs equally. The companies also share in the commercialization
costs and gross margin for any product resulting from the collaboration that receives regulatory approval.
We record our portion of the gross margin as collaboration and other revenue, and we record our portion of
the commercialization costs as marketing, selling, and administrative expense. Each company will also be
entitled to potential performance payments on sales of the molecules they contribute to the collaboration.
Revenue related to this collaboration has not been significant to date.

Solanezumab

We have an agreement with an affiliate of TPG-Axon Capital (TPG) whereby both we and TPG were
obligated to fund the Phase Ill development of solanezumab. Under the agreement, TPG's obligation to fund
solanezumab costs are not material and ended in the first half of 2011. In exchange for their funding, TPG
may receive success-based sales milestones totaling approximately $70.0 million and mid-single digit
royalties that are contingent upon the successful development of solanezumab. The royalties relating to
solanezumab would be paid for approximately eight years after launch of a product. Reimbursements
received from TPG for its portion of research and development costs incurred were recorded as a reduction
to the research and development expense line item on the consolidated statements of operations. The
reimbursement from TPG was not material in any period.

Summary of Collaboration-Related Commission and Profit Share Payments

The aggregate amounts of commissions and profit share payments included in marketing, selling, and
administrative expense pursuant to the collaborations described above were $219.2 million, $174.5 million,
and $319.2 million for the years ended December 31, 2011, 2010, and 2009, respectively.

Note 5: Asset Impairments, Restructuring, and Other Special Charges
The components of the charges included in asset impairments, restructuring, and other special charges in
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our consolidated statements of operations are described below.
2011 2010 2009
Severance $251.8 $142.0 $ 99.0
Asset impairments and other special charges 149.6 50.0 363.7
Product liability and other special charges - legal settlement — — 230.0
Asset impairments, restructuring, and other special charges $401.4 $192.0 $692.7
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Severance

Severance costs listed above, substantially all of which have been paid, are primarily the result of the 2009
initiative to reorganize global operations, streamline various functions of the business, and reduce total
employees, as well as other previously announced strategic actions to reduce our cost structure and global
workforce. Included in the 2009 severance charges is $61.1 million related to the sale of our Tippecanoe
Laboratories manufacturing site, which is further described below.

Asset Impairments and Other Special Charges

For the year ended December 31, 2011, we incurred $149.6 million of asset impairments and other special
charges primarily consisting of $85.0 million for returned product and contractual commitments related to the
withdrawal of Xigris from the market and $56.1 million related to our decision to vacate certain leased
premises, a decision that was as a result of our 2009 initiative to reorganize global operations, streamline
various functions of the business, and reduce total employees.

For the year ended December 31, 2010, we incurred $50.0 million of asset impairments and other special
charges primarily consisting of lease termination costs and asset impairments outside the United States.

In 2009, we recognized non-cash asset impairments and other special charges of $363.7 million primarily
due to the sale of our Tippecanoe Laboratories manufacturing site to an affiliate of Evonik Industries AG
(Evonik) in early 2010. In connection with the sale of the site, we entered into a nine-year supply and
services agreement, whereby Evonik will manufacture final and intermediate step API for certain of our
human and animal health products. The fair value of assets used in determining impairment charges was
based on contracted sales prices.

Product Liability and Other Special Charges

In 2009, we incurred other special charges of $230.0 million related to advanced discussions with the
attorneys general for several states, seeking to resolve their Zyprexa-related claims. The charges
represented the then-current probable and estimable exposures in connection with the states’ claims. Refer
to Note 15 for additional information.

Note 6: Financial Instruments

Financial instruments that potentially subject us to credit risk consist principally of trade receivables and
interest-bearing investments. Wholesale distributors of life-sciences products account for a substantial
portion of trade receivables; collateral is generally not required. The risk associated with this concentration is
mitigated by our ongoing credit-review procedures and insurance. Major financial institutions represent the
largest component of our investments in corporate debt securities. In accordance with documented
corporate policies, we limit 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.

At December 31, 2011, we had outstanding foreign currency forward commitments to purchase 494.3 million
British pounds and sell 583.4 million euro, and commitments to purchase 1.61 billion euro and sell 2.11
billion U.S. dollars, which will all settle within 30 days.

At December 31, 2011, approximately 90 percent of our total debt is at a fixed rate. We have converted
approximately 70 percent of our fixed-rate debt to floating rates through the use of interest rate swaps.

The Effect of Risk Management Instruments on the Statement of Operations
The following effects of risk-management instruments were recognized in other—net, expense:

2011 2010 2009
Fair value hedges

Effect from hedged fixed-rate debt $259.6 $149.6 $(369.5)

Effect from interest rate contracts (259.6) (149.6) 369.5
Cash flow hedges

Effective portion of losses on interest rate contracts reclassified from

accumulated other comprehensive loss 9.0 9.0 10.2

Net losses on foreign currency exchange contracts not designated as

hedging instruments 97.4 12.0 82.6

The effective portion of net gains (losses) on equity contracts in designated cash flow hedging relationships
recorded in other comprehensive income (loss) was $35.6 million, $(35.6) million, and $0.0 million for the
years ended December 31, 2011, 2010, and 2009, respectively. The effective portion of net gains on interest
rate contracts in designated cash flow hedging relationships recorded in other comprehensive income (loss)
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was $0.0 million, $0.0 million, and $38.0 million for the years ended December 31, 2011, 2010, and 2009
respectively.

We expect to reclassify $9.0 million of pretax net losses on cash flow hedges of the variability in expected
future interest payments on floating rate debt from accumulated other comprehensive loss to earnings
during the next 12 months.
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During the years ended December 31, 2011, 2010, and 2009, 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.

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 in
Active
Markets Significant
for Other Significant
Identical Observable Unobservable
Carrying Amortized Assets Inputs Inputs Fair
Description Amount Cost (Level 1) (Level 2) (Level 3) Value
December 31, 2011
Cash and cash equivalents $5,922.5 $5,9225 $52646 $ 6579 $ $5,922.5
Short-term investments
U.S. government and agencies $ 3623 $ 3623 $ 3623 $ $ $ 362.3
Corporate debt securities 600.7 601.1 600.7 600.7
Other securities 11.6 11.6 11.6 11.6
Short-term investments $ 9746 $ 975.0
Noncurrent investments
U.S. government and agencies $ 9088 $ 901.3 $ 9088 $ $ $ 908.8
Corporate debt securities 2,081.3 2,093.3 2,081.3 2,081.3
Mortgage-backed 443.8 479.1 443.8 443.8
Asset-backed 245.0 253.2 245.0 245.0
Other securities 10.0 11.9 8.7 1.3 10.0
Marketable equity 180.8 107.5 180.8 180.8
Equity method and other
investmentsq) 160.1 160.1
Investments $4,029.8 $4,006.4
December 31, 2010
Cash and cash equivalents $5,993.2 $5,993.2 $2,1386 $3,8546 $ $5,993.2
Short-term investments
Commercial paper $ 540.8 $ 5408 $ $ 5408 $ $ 540.8
U.S. government and agencies 128.9 128.9 128.9 128.9
Corporate debt securities 63.4 63.9 63.4 63.4
Other securities 0.7 0.7 0.7 0.7
Short-term investments $ 733.8 $ 7343
Noncurrent investments
U.S. government and agencies $ 3592 $ 3618 $ 3592 $ $ $ 359.2
Corporate debt securities 367.9 368.9 367.9 367.9
Mortgage-backed 315.5 350.7 315.5 315.5
Asset-backed 132.4 140.8 132.4 132.4
Other securities 6.4 8.3 3.3 3.1 6.4
Marketable equity 433.7 182.6 433.7 433.7
Equity method and other
investments: 164.4 164.4
Investments $1,779.5 $1,577.5
1 Fair value not applicable
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Fair Value Measurements Using
Quoted
Prices
n
Active
Markets Significant
for Other Significant
Identical Observable Unobservable
Carrying Assets Inputs Inputs Fair
Description Amount (Level 1) (Level 2) (Level 3) Value
Long-term debt, including current portion
December 31, 2011 $(6,981.5) $ $(7,4515) $ $(7,451.5)
December 31, 2010 (6,788.7) (7,030.0) (7,030.0)
Fair Value Measurements Using
Quoted
Prices
in
Active
Markets Significant
for Other Significant
Identical Observable Unobservable
Carrying Assets Inputs Inputs Fair
Description Amount (Level 1) (Level 2) (Level 3) Value
December 31, 2011
Risk-management instruments
Interest rate contracts designated as
hedging instruments
Other receivables $ 6.1 $ $ 6.1 $ $ 6.1
Sundry 531.7 531.7 531.7
Foreign exchange contracts not
designated as hedging instruments
Other receivables 16.2 16.2 16.2
Other current liabilities (25.9) (25.9) (25.9)
December 31, 2010
Risk-management instruments
Interest rate contracts designated as
hedging instruments
Sundry $ 2783 $ $ 2783 % $ 2783
Foreign exchange contracts not
designated as hedging instruments
Other receivables 13.7 13.7 13.7
Other current liabilities (31.6) (31.6) (31.6)
Equity contracts designed as hedging
instruments
Other current liabilities (35.6) (35.6) (35.6)

The fair value of the contingent consideration liability related to the Avid and Alnara acquisitions (Note 3), a
Level 3 measurement in the fair value hierarchy, was $121.6 million and $163.5 million as of December 31,

2011 and 2010, respectively.

We determine fair values based on a market approach using quoted market values, significant other
observable inputs for identical or comparable assets or liabilities, or discounted cash flow analyses. The fair
value of equity method investments and other investments is not readily available.

Approximately $4.03 billion of our investments in debt securities, measured at fair value, will mature within

five years.

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

2011 2010
Unrealized gross gains $ 103.0 $ 262.6
Unrealized gross losses 80.0 61.1
Fair value of securities in an unrealized gain position 2,498.9 1,031.8
Fair value of securities in an unrealized loss position 2,164.4 758.1
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Other-than-temporary impairment losses on fixed income securities of $26.8 million, $12.0 million, and $22.4
million were recognized in the statement of operations for the years ended December 31, 2011, 2010, and
2009, respectively. These losses primarily relate to credit losses on other securities for the year ended
December 31, 2011 and on certain mortgage-backed securities for the years ended December 31, 2010 and
2009. The amount of credit losses represents the difference between the present value of cash flows
expected to be collected on these securities and the amortized cost. Factors considered in assessing the
credit loss were the position in the capital structure, vintage and amount of collateral, delinquency rates,
current credit support, and geographic concentration.

The securities in an unrealized loss position include fixed-rate debt securities of varying maturities. The
value of fixed income securities is sensitive to changes in the yield curve and other market conditions.
Approximately 90 percent of the securities in a loss position are investment-grade debt securities. At this
time, there is no indication of default on interest or principal payments for debt securities other than those for
which an other-than-temporary impairment charge has been recorded. We do not intend to sell and it is not
more likely than not 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 we have concluded that no additional
other-than-temporary loss is required to be charged to earnings as of December 31, 2011.

The net adjustment to unrealized gains and losses (net of tax) on available-for-sale securities decreased
other comprehensive income (loss) by $114.1 million for the year ended December 31, 2011 and increased
other comprehensive income (loss) by $53.5 million and $186.6 million for the years ended December 31,
2010 and 2009, respectively. Activity related to our available-for-sale investment portfolio was as follows:

2011 2010 2009
Proceeds from sales $2,268.3 $760.3 $1,227.4
Realized gross gains on sales 140.0 110.7 68.9
Realized gross losses on sales 9.9 4.8 6.8
Note 7: Goodwill and Other Intangibles
Goodwill at December 31 was as follows:

2011 2010

Goodwill $1,434.7 $1,423.9

Substantially all of our goodwill balance is attributable to the human pharmaceutical business segment. See
Note 3 for a further discussion of goodwill resulting from recent business combinations. No impairments
occurred with respect to the carrying value of goodwill for the years ended December 31, 2011, 2010, or
2009.

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

2011 2010
Carrying Carrying Carrying Carrying
Amount— Accumulated Amount— Amount— Accumulated Amount—
Description Gross Amortization Net Gross Amortization Net
Finite-lived intangible assets
Marketed products $4,624.9 $(1,481.2) $3,143.7 $3,789.1 $(1,023.4) $2,765.7
Other 117.3 (42.5) 74.8 62.5 (31.3) 31.2
Total finite-lived intangible assets 4,742.2 (1,523.7) 3,2185 3,851.6 (1,054.7) 2,796.9
Indefinite-lived intangible assets
In-process research and
development 474.9 0.0 474.9 598.0 0.0 598.0
Total other intangible assets $5,217.1 $(1,523.7) $3,693.4 $4,449.6 $(1,054.7) $3,394.9

Marketed products consists 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. Other 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. IPR&D consists of the acquisition date fair value of
intangible assets acquired in business combinations that have not yet achieved regulatory approval for
marketing. See Note 3 for a further discussion of indefinite-lived intangible assets acquired in recent
business combinations.

The remaining weighted-average amortization period for finite-lived intangible assets is approximately 9
years. Amortization expense for 2011, 2010, and 2009 was $469.0 million, $385.7 million, and $277.0
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million, respectively. The estimated amortization expense for our current finite-lived intangible assets for
each of the five succeeding years approximates $530 million in 2012, $460 million in 2013, $410 million in
2014, $380 million in 2015, and $330 million in 2016. Amortization expense is included in either cost of sales
or marketing, selling, and administrative depending on the nature of the intangible asset being amortized.
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During 2011, we recorded impairment charges of $151.5 million due primarily to the partial impairment of the
IPR&D assets related to Amyvid and liprotamase. The impairment of Amyvid was due to a delay in product
launch and lower sales projections during the early part of the product’s expected life cycle. In April 2011,
we received a complete response letter from the FDA for the NDA for liprotamase, which communicated the
need for us to conduct an additional clinical trial prior to a re-submission, resulting in an impairment of
liprotamase.

No impairments occurred with respect to the carrying value of other intangible assets for the years ended
December 31, 2010 and 2009.

Note 8: Borrowings
Long-term debt at December 31 consisted of the following:

2011 2010
3.55 to 7.13 percent notes (due 2012-2037) $ 6,387.4 $6,387.4
Other, including capitalized leases 37.6 97.2
Fair value adjustment 556.5 304.1
6,981.5 6,788.7
Less current portion (1,516.8) (18.2)
Long-term debt $ 5,464.7 $6,770.5

In March 2009, we issued $2.40 billion of fixed-rate notes with interest to be paid semi-annually.

The 6.55 percent Employee Stock Ownership Plan (ESOP) debentures were repaid in full during the year
ended December 31, 2011. The balance was $63.7 million at December 31, 2010, and is included in Other
in the table above.

The aggregate amounts of maturities on long-term debt for the next five years are as follows: 2012, $1.51
billion; 2013, $10.2 million; 2014, $1.01 billion; 2015, $5.3 million; and 2016, $201.2 million.

At December 31, 2011 and 2010, short-term borrowings included $5.5 million and $137.8 million,
respectively, of notes payable to banks. At December 31, 2011, we have $1.24 billion of unused committed
bank credit facilities, $1.20 billion of which backs our commercial paper program and matures in April 2015.
There were no amounts outstanding under the facility as of or during the year ended December 31, 2011.
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 September 2010, we borrowed $125.0 million of short-term floating-rate debt, which was repaid in full
during the year ended December 31, 2011.

We have converted approximately 70 percent of all fixed-rate debt to floating rates through the use of
interest rate swaps. The weighted-average effective borrowing rates based on debt obligations and interest
rates at December 31, 2011 and 2010, including the effects of interest rate swaps for hedged debt
obligations, were 3.00 percent and 2.87 percent, respectively.

For the years ended December 31, 2011, 2010, and 2009, cash payments of interest on borrowings totaled
$167.4 million, $176.3 million, and $205.9 million, respectively, net of capitalized interest.

In accordance with the requirements of derivatives and hedging guidance, the portion of our fixed-rate debt
obligations that is hedged 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.

Note 9: Stock-Based Compensation

Stock-based compensation expense in the amount of $147.4 million, $231.0 million, and $368.5 million was
recognized for the years ended December 31, 2011, 2010, and 2009, respectively, as well as related tax
benefits of $51.6 million, $80.8 million, and $128.9 million, respectively. Our stock-based compensation
expense consists primarily of performance awards (PAs), shareholder value awards (SVAs), and restricted
stock units (RSUs). We recognize the stock-based compensation expense over the requisite service period
of the individual grantees, which generally equals the vesting period. We provide newly issued shares and
treasury stock to satisfy stock option exercises and for the issuance of PA, SVA, and RSU shares. We
classify tax benefits resulting from tax deductions in excess of the compensation cost recognized for
exercised stock options as a financing cash flow in the consolidated statements of cash flows.

At December 31, 2011, additional stock-based compensation awards may be granted under the 2002 Lilly
Stock Plan for not more than 93.0 million shares.

Performance Award Program
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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. In 2009, we granted both a one-year and a two-year

award to all global management
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as a transition to a two-year performance period for all PAs granted beginning in 2010. 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 periods. The fair values of PAs granted for the years ended December 31, 2011 and
2010 were $31.90 and $30.88, respectively. The fair values of PAs granted in 2009 were $36.17 for the
one-year award and $34.12 for the two-year award. The number of shares ultimately issued for the PA
program is dependent upon the earnings achieved during the vesting period. Pursuant to this plan,
approximately 3.9 million shares, 3.8 million shares, and 2.8 million shares were issued during the years
ended December 31, 2011, 2010, and 2009, respectively. Approximately 1.6 million shares are expected to
be issued in 2012. As of December 31, 2011, the total remaining unrecognized compensation cost related to
nonvested PAs amounted to $16.7 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 common stock at the end of a
three-year period. The number of shares actually issued 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 Monte Carlo simulation 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, 2011,
2010, and 2009 were $28.33, $25.97, and $33.97, respectively, determined using the following
assumptions:

(Percents) 2011 2010 2009

Expected dividend yield 4.90 4.50 4.00
Risk-free interest rate .20-1.36 .10-1.36 .44-1.48
Range of volatilities 27.61-29.10 28.00-28.69 24.34-24.92

A summary of the SVA activity is presented below:

Units
Attributable to SVAs
(in thousands)

Outstanding at January 1, 2009 1,903
Granted 1,416
Forfeited or expired (559)
Outstanding at December 31, 2009 2,760
Granted 1,987
Issued (365)
Forfeited or expired (745)
Outstanding at December 31, 2010 3,637
Granted 1,830
Issued (428)
Forfeited or expired (740)
Outstanding at December 31, 2011 4,299

The maximum number of shares that could ultimately be issued upon vesting of the SVA units outstanding
at December 31, 2011, is 5.6 million. Approximately 1.0 million shares are expected to be issued in 2012. As
of December 31, 2011, the total remaining unrecognized compensation cost related to nonvested SVAs
amounted to $45.9 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, 2011, 2010, and 2009 were $35.80, $34.78, and $38.12, respectively.
The number of shares ultimately issued for the RSU program remains constant with the exception of
forfeitures. Pursuant to this plan, 1.5 million, 1.5 million and 0.5 million shares were granted during the years
ended December 31, 2011, 2010, and 2009, respectively, and approximately 0.2 million and 0.2 million
shares were issued during the years ended December 31, 2011 and 2010, respectively. Approximately
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0.3 million shares are expected to be issued in 2012. As of December 31, 2011, the total remaining
unrecognized compensation cost related to nonvested RSUs amounted to $52.0 million, which will be
amortized over the weighted-average remaining requisite service period of 21 months.
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Stock Option Program

Stock options were granted prior to 2007 to officers, management, and board members at exercise prices
equal to the fair market value of our stock price at the date of grant. Options fully vest three years from the
grant date and have a term of 10 years.

Stock option activity during the year ended December 31, 2011 is summarized below:

Shares of

Common Stock Weighted-Average
Attributable to Weighted-Average Remaining Aggregate
Options Exercise Contractual Term Intrinsic
(in thousands) Price of Options (in years) Value
Outstanding at January 1, 2011 55,507 $ 69.04
Exercised (18) 24.33
Forfeited or expired (18,933) 74.56
Outstanding at December 31, 2011 36,556 66.22 1.8 $1.2
Exercisable at December 31, 2011 36,556 66.22 1.8 1.2

All options were vested as of December 31, 2011.

The intrinsic value of options exercised during the years ended December 31, 2011, 2010, and 2009
amounted to $0.2 million, $0.1 million, and $0.3 million, respectively. The total grant date fair value of
options vested during the year ended December 31, 2009 amounted to $68.5 million. We received cash of
$0.4 million, $0.1 million, and $0.2 million from exercises of stock options during the years ended
December 31, 2011, 2010, and 2009, respectively. The recognized related tax benefits for all three years
were not material.

Note 10: Other Assets and Other Liabilities

Other receivables include receivables from our collaboration partners, tax receivables, interest receivable on
the interest rate swaps, and a variety of other items.

Prepaid expenses and other includes global prepaid operating expenses and deferred taxes (Note 13).

Sundry assets primarily include deferred tax assets (Note 13), capitalized computer software, receivables
from our collaboration partners, the fair value of the interest rate swaps, and prepaid retirement plan outside
the U.S. The increase in sundry asset is attributable to the increase in deferred tax assets, the increase in
the fair value of the interest rate swaps, the increase in the prepayment of a retirement plan outside the U.S.
(Note 14), and the increase relating to the loan made to Amylin in the second quarter of 2011 (Note 4).

Other current liabilities include product litigation, other taxes payable, deferred tax liabilities (Note 13),
deferred income and liabilities from our collaboration arrangements, the current portion of our estimated
product return liabilities, and a variety of other items. The increase in other current liabilities is primarily
attributable to the increase in deferred income relating to the termination of the collaboration agreement with
Amylin (Note 4) and, to a lesser extent, an increase in liabilities from our collaboration arrangements,
product liabilities, and deferred taxes.

Other noncurrent liabilities include deferred income from our collaboration and out-licensing arrangements,
deferred tax liabilities (Note 13), the fair value of contingent consideration from business combinations (Note
3), the long-term portion of our estimated product return liabilities, product litigation, and a variety of other
items. The decrease in other noncurrent liabilities was primarily due to the decrease in deferred tax liabilities
and, to a lesser extent, the decrease in contingent consideration, and the decrease in deferred income. The
decreases were offset by the increase in the long-term portion of the estimated product return liabilities.
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Note 11: Shareholders' Equity
Changes in certain components of shareholders' equity were as follows:

Common Stock in

Additional Deferred Treasury
Paid-in Retained Costs - Shares
Capital Earnings ESOP (in thousands) Amount

Balance at January 1, 2009 $3,976.6 $ 7,654.9 $(86.3) 889 $99.2
Net income 4,328.8
Cash dividends declared per share: $1.96 (2,153.3)
Retirement of treasury shares (3.3) (132) (3.3)
Issuance of stock under employee stock

plans-net (85.0) 125 2.6
Stock-based compensation 368.5
ESOP transactions 6.9 8.9
Employee benefit trust contribution 371.9
Balance at December 31, 2009 4.635.6 9,830.4 (77.4) 882 98.5
Net income 5,069.5
Cash dividends declared per share: $1.96 (2,167.3)
Retirement of treasury shares (1.0 (28) (1.0)
Issuance of stock under employee stock

plans-net (87.6) 10 (1.2)
Stock-based compensation 231.0
ESOP transactions 20.5 25.0
Balance at December 31, 2010 4,798.5 12,732.6 (52.4) 864 96.4
Net income 4,347.7
Cash dividends declared per share: $1.96 (2,182.5)
Retirement of treasury shares (0.2) Q) (0.2)
Issuance of stock under employee stock

plans-net (108.7) (20) (1.0
Stock-based compensation 147.4
ESOP transactions 49.7 52.4
Balance at December 31, 2011 $4,886.8 $14,897.8 $ 0.0 853  $95.3

As of December 31, 2011, we have purchased $2.58 billion of our announced $3.00 billion share repurchase
program. No shares were repurchased during the years ended December 31, 2011, 2010, or 2009.

We have 5 million authorized shares of preferred stock. As of December 31, 2011 and 2010, no preferred
stock has been issued.

We have an employee benefit trust that held 50.0 million and 50.0 million shares of our common stock at
December 31, 2011 and 2010, respectively, 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 and $3.01 billion at December 31, 2011 and 2010, respectively, and is shown as a reduction in
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 earnings per share. 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, 2011, 2010, or 2009.

We have an ESOP as a funding vehicle for the existing employee savings plan. The ESOP used the
proceeds of a loan from us to purchase shares of common stock from the treasury. The ESOP issued
third-party debt, repayment of which was guaranteed by us (Note 8). The proceeds were used to purchase
shares of our common stock on the open market. As of December 31, 2011, all shares of common stock
held by the ESOP were allocated to participating employees as part of our savings plan contribution. The
fair value of shares allocated each period was recognized as compensation expense.
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Note 12: Earnings Per Share
Following is a reconciliation of the denominators used in computing earnings per share:
2011 2010 2009
(Shares in thousands)

Income available to common shareholders $ 43477 $ 50695 $ 4,328.8
Basic earnings per share

Weighted-average number of common shares outstanding,

including incremental shares 1,113,923 1,105,788 1,098,338
Basic earnings per share $ 390 3 458 3 3.94

Diluted earnings per share
Weighted-average number of common shares outstanding 1,107,112 1,099,310 1,094,623

Stock options and other incremental shares 6,855 6,503 3,744
Weighted-average number of common shares outstanding

—diluted 1,113,967 1,105,813 1,098,367
Diluted earnings per share $ 390 $ 458 % 3.94

Note 13: Income Taxes
Following is the composition of income tax expense:

2011 2010 2009
Current
Federal $ 6714 $ 376.2 $ 457
Foreign 759.5 513.9 772.2
State (22.9) 23.3 49.2
Total current tax expense 1,408.0 9134 867.1
Deferred
Federal (398.5) 624.4 82.5
Foreign (34.7) (55.2) 79.8
State 27.0 (26.9) (0.4)
Total deferred tax expense (benefit) (406.2) 542.3 161.9
Income taxes $1,001.8 $1,455.7 $1,029.0
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Significant components of our deferred tax assets and liabilities as of December 31 are as follows:
2011 2010
Deferred tax assets
Compensation and benefits $ 1,286.5 $ 8904
Tax credit carryforwards and carrybacks 695.3 503.1
Asset purchases 428.5 275.1
Tax loss carryforwards and carrybacks 406.1 414.0
Intercompany profit in inventories 277.2 316.7
Debt 214.9 114.6
Sale of intangibles 207.1 112.8
Product return reserves 146.2 84.0
Contingencies 94.5 106.6
Other 301.3 363.4
Total gross deferred tax assets 4,057.6 3,180.7
Valuation allowances (611.9) (473.1)
Total deferred tax assets 3,445.7 2,707.6
Deferred tax liabilities
Unremitted earnings (940.2) (741.8)
Intangibles (839.9) (954.9)
Inventories (489.2) (525.6)
Property and equipment (451.0) (505.2)
Financial instruments (196.9) (160.9)
Other (8.5) (19.1)
Total deferred tax liabilities (2,925.7) (2,907.5)
Deferred tax assets (liabilities)—net $ 520.0 $ (199.9)

At December 31, 2011 and 2010, no individually significant items were classified as “Other” deferred tax
assets or liabilities.

The deferred tax asset and related valuation allowance amounts for U.S. 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, 2011, based on filed tax returns we had net operating losses and other
carryforwards for international and U.S. income tax purposes of $780.8 million: $335.5 million will expire
within 5 years; $404.8 million will expire between 5 and 20 years; and $40.5 million of the carryforwards will
never expire. The remaining balance of the deferred tax asset for tax loss carryforwards and carrybacks is
related to net operating losses for state income tax purposes that are substantially reserved.

Based on filed tax returns, we also have tax credit carryforwards and carrybacks of $1.01 billion available to
reduce future income taxes; $514.4 million will be carried back; $53.0 million of the tax credit carryforwards
will expire between 10 and 20 years; and $1.3 million of the tax credit carryforwards will never expire. The
remaining portion of the tax credit carryforwards is related to federal tax credits of $93.8 million and state tax
credits of $349.4 million, both of which are fully reserved.

Domestic and Puerto Rican companies contributed approximately 24 percent, 45 percent, and 39 percent
for the years ended December 31, 2011, 2010, and 2009, respectively, to consolidated income before
income taxes. We have a subsidiary operating in Puerto Rico under a tax incentive grant. The current tax
incentive grant will not expire prior to 2017.

At December 31, 2011, we had an aggregate of $20.60 billion of unremitted earnings of foreign subsidiaries
that have been or are intended to be permanently reinvested for continued use in foreign operations and
that, if distributed, would result in additional income tax expense at approximately the U.S. statutory rate.

Cash payments of income taxes totaled $943.0 million, $861.0 million, and $1.14 billion, for the years ended
December 31, 2011, 2010, and 2009, respectively.
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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:

2011 2010 2009

Income tax at the U.S. federal statutory tax rate $1,872.3 $2,283.8 $1,875.2
Add (deduct)

International operations, including Puerto Rico (796.7) (823.3) (741.12)

U.S. health care reform 62.9 85.1 0.0

General business credits (80.8) (83.2) (79.4)

IRS audit conclusion (85.3) 0.0 (54.4)

Other 29.4 (6.7) 28.7
Income taxes $1,001.8 $1,455.7 $1,029.0

In October 2010, Puerto Rico enacted excise tax legislation that affected our operations beginning with the
year ended December 31, 2011. The excise tax is imposed on the purchase of goods and services from a
related manufacturer in Puerto Rico, and is therefore included in costs of sales in our consolidated
statement of operations rather than income taxes. The Internal Revenue Service (IRS) has stated it would
not challenge a taxpayer’s position that this excise tax is creditable for U.S. income tax purposes, pending
the resolution of numerous legal and factual issues. As a result, the 2011 benefit on international operations
reported in the effective tax rate reconciliation above includes the benefit from the foreign tax credit related
to the excise tax.

The U.S. health care legislation (both the primary “Patient Protection and Affordable Care Act” and the “
Health Care and Education Reconciliation Act”) eliminated the tax-free nature of the subsidy we receive for
sponsoring retiree drug coverage that is “actuarially equivalent” to Medicare Part D. This provision is
effective January 1, 2013. While this change has a future impact on our net tax deductions related to retiree
health benefits, we were required to record a one-time charge to adjust our deferred tax asset for this
change in the law in the quarter of enactment. Accordingly, we recorded a non-cash charge of $85.1 million
in the first quarter of 2010. In addition, U.S. health care reform mandated an annual industry fee effective
January 1, 2011, which is not deductible for tax purposes.

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

2011 2010 2009
Beginning balance at January 1 $1,619.6 $1,351.2  $1,223.2
Additions based on tax positions related to the current year 89.4 186.2 179.1
Additions for tax positions of prior years 390.0 117.0 170.4
Reductions for tax positions of prior years (492.3) (30.2) (128.9)
Lapses of statutes of limitation (2.6) (7.0) (3.3)
Settlements (326.3) (0.1) (95.0)
Changes related to the impact of foreign currency translation (3.0) 2.5 5.7
Balance at December 31 $1,274.8 $1,619.6 $1,351.2

The total amount of unrecognized tax benefits that, if recognized, would affect our effective tax rate was
$812.3 million and $1.07 billion at December 31, 2011 and 2010, 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 major
taxing jurisdictions for years before 2007.

During 2011, we settled the U.S. examinations of tax years 2005-2007, along with certain matters related to
tax years 2008-2009. The examination of the remainder of 2008-2009 commenced in the fourth quarter of
2011. Considering this current examination cycle, as well as the settlement of 2005-2007 and certain
matters related to 2008-2009, our consolidated results of operations benefited from a reduction in tax
expense of $85.3 million in 2011. We made cash payments totaling approximately $300 million for tax years
2005-2007. Because the examination of the remainder of 2008-2009 is still in the early stages, the
resolution of all issues in this audit period will likely extend beyond the next 12 months.

During 2009, we settled an IRS administrative appeals matter from the 2001-2004 IRS audit. Considering
the status of the 2005-2007 IRS examination at that time and the settlement of the IRS administrative
appeals matter from the 2001-2004 audit, our income tax expense was reduced by $54.4 million, and a cash
payment of approximately $50 million was paid, after utilization of applicable tax credit carryovers.

We recognize both accrued interest and penalties related to unrecognized tax benefits in income tax
expense. During the years ended December 31, 2011, 2010, and 2009, we recognized income tax expense
(benefit) of $(47.3) million, $38.3 million, and $(1.9) million, respectively, related to interest and penalties. At
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December 31, 2011 and 2010, our accruals for the payment of interest and penalties totaled $145.1 million
and $221.0 million, respectively. Substantially all of the expense (benefit) and accruals relate to interest.
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Note 14: 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
Pension Plans

Retiree Health
Benefit Plans

2011

2010

2011

2010

Change in benefit obligation

Benefit obligation at beginning of year $8,115.0 $7,5539 $2,0885 $2,032.8
Service cost 236.3 219.2 72.4 56.5
Interest cost 447.9 431.6 118.0 121.4
Actuarial loss 794.7 342.2 110.2 10.0
Benefits paid (400.1) (387.8) (77.9) (98.0)
Plan amendments 10.0 0.3 1.1 (64.2)
Foreign currency exchange rate changes and other

adjustments (12.6) (44.4) (3.7) 30.0
Benefit obligation at end of year 9,191.2 8,115.0 2,308.6 2,088.5

Change in plan assets
Fair value of plan assets at beginning of year 6,983.0 6,008.5 1,327.7 1,180.7
Actual return on plan assets 209.2 818.3 16.6 152.2
Employer contribution 402.4 563.5 72.6 92.8
Benefits paid (400.1) (387.8) (77.9) (98.0)
Foreign currency exchange rate
changes and other adjustments (8.2) (19.5) 0.0 0.0
Fair value of plan assets at end of year 7,186.3 6,983.0 1,339.0 1,327.7
Funded status (2,004.9) (1,132.0) (969.6) (760.8)
Unrecognized net actuarial loss 4,857.5 3,796.6 1,367.4 1,235.3
Unrecognized prior service cost (benefit) 57.3 56.1 (215.1) (261.1)
Net amount recognized $29099 $27207 $ 1827 $ 2134
Amounts recognized in the consolidated balance sheet

consisted of
Prepaid expenses and other $ 1608 $ 585 $ 00 % 0.0
Other current liabilities (57.5) (54.7) (9.3) (9.2)
Accrued retirement benefit (2,108.2) (1,135.8) (960.3) (751.6)
Accumulated other comprehensive loss before

income taxes 4,914.8 3,852.7 1,152.3 974.2
Net amount recognized $29099 $2,720.7 $ 1827 $ 2134

The unrecognized net actuarial loss and unrecognized prior service cost (benefit) have not yet been
recognized in net periodic pension costs and are included in accumulated other comprehensive loss at

December 31, 2011.

For the year ended December 31, 2012, we expect to recognize from accumulated other comprehensive
loss as components of net periodic benefit cost, $285.3 million of unrecognized net actuarial loss and $3.3
million of unrecognized prior service loss related to our defined benefit pension plans, and $95.7 million of
unrecognized net actuarial loss and $35.1 million of unrecognized prior service benefit related to our retiree
health benefit plans. We do not expect any plan assets to be returned to us in 2012.

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

Defined Benefit Retiree Health

Pension Plans Benefit Plans

(Percents) 2011 2010 2009 2011 2010 2009
Weighted-average assumptions as of December 31

Discount rate for benefit obligation 5.0 5.6 5.9 5.1 5.8 6.0
Discount rate for net benefit costs 5.6 5.9 6.7 5.8 6.0 6.9
Rate of compensation increase for benefit obligation 3.7 3.7 3.7

Rate of compensation increase for net benefit costs 3.7 3.7 4.1

Expected return on plan assets for net benefit costs 8.5 8.8 8.8 8.8 9.0 9.0
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In evaluating the expected return on plan assets annually we consider numerous factors, including our
historical assumptions compared with actual results, an analysis of current and future market conditions, our
current and expected asset allocations, historical returns, and the views of leading financial advisers and
economists for future asset class returns. As noted, historical returns are just one of several factors
considered and are not the starting point for determining the expected return. Health-care-cost trend rates
are assumed to increase at an annual rate of 7.4 percent for the year ended December 31, 2012,
decreasing by approximately 0.3 percent per year to an ultimate rate of 5.0 percent by 2020.

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

2012 2013 2014 2015 2016 2017-2021
Defined benefit pension plans $416.1 $424.2 $437.2 $449.9 $464.2 $2,609.2
Retiree health benefit plans-gross $118.7 $119.1 $123.6 $127.3 $1352 $ 790.8
Medicare rebates (11.7) (999 (11.00 (12.4) (13.5) (91.7)
Retiree health benefit plans-net $107.0 $109.2 $112.6 $1149 $121.7 $ 699.1

The total accumulated benefit obligation for our defined benefit pension plans was $8.20 billion and $7.23
billion at December 31, 2011 and 2010, respectively. The projected benefit obligation and fair value of the
plan assets for the defined benefit pension plans with projected benefit obligations in excess of plan assets
were $8.12 billion and $5.96 billion, respectively, as of December 31, 2011, and $7.12 billion and $5.93
billion, respectively, as of December 31, 2010. The accumulated benefit obligation and fair value of the plan
assets for the defined benefit pension plans with accumulated benefit obligations in excess of plan assets
were $7.03 billion and $5.75 billion, respectively, as of December 31, 2011, and $1.10 billion and $136.3
million, respectively, as of December 31, 2010.

Net pension and retiree health benefit expense included the following components:

Defined Benefit Retiree Health
Pension Plans Benefit Plans
2011 2010 2009 2011 2010 2009
Components of net periodic benefit cost

Service cost $2363 $2192 $2421 $ 724 $ 565 $ 537
Interest cost 447.9 431.6 417.5 118.0 121.4 119.6
Expected return on plan assets (685.9) (638.2) (584.9) (129.4) (122.6) (117.9)
Amortization of prior service cost (benefit) 8.6 8.8 8.0 (42.9) (37.2) (36.0)
Recognized actuarial loss 200.4 163.0 84.5 88.7 85.0 71.8
Net periodic benefit cost $207.3 $1844 $167.2 $1068 $103.1 $ 91.2

If the health-care-cost trend rates were to be increased by one percentage point each future year, the
December 31, 2011, accumulated postretirement benefit obligation would increase by $209.4 million and the
aggregate of the service cost and interest cost components of the 2011 annual expense would increase by
$15.1 million. A one percentage point decrease in these rates would decrease the December 31, 2011,
accumulated postretirement benefit obligation by $187.1 million and the aggregate of the 2011 service cost
and interest cost by $12.3 million.

The following represents the amounts recognized in other comprehensive income (loss) for the year ended
December 31, 2011:

Defined Benefit Retiree Health

Pension Plans Benefit Plans
Actuarial loss arising during period $ 1,266.0 $ 2213
Plan amendments during period 10.0 1.1
Amortization of prior service cost (benefit) included in net income (8.6) 42.9
Amortization of net actuarial loss included in net income (200.4) (88.7)
Foreign currency exchange rate changes (4.9) 1.5
Total other comprehensive loss during period $ 1,062.1 $ 178.1

We have defined contribution savings plans that cover our eligible employees worldwide. The purpose of
these defined contribution plans is generally to provide additional financial security during retirement by
providing employees with an incentive to save. Our contributions to the plan are based on employee
contributions and the level of our match. Expenses under the plans totaled $117.6 million, $119.8 million,
and $127.6 million for the years ended December 31, 2011, 2010, and 2009, respectively.
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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, 2011, 2010, and 2009 were not significant.

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 81 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 any 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, commaodity, 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 strategy for the U.S. and Puerto Rico
currently comprises approximately 81 percent growth investments and 19 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 and commercial
mortgage-backed obligations.

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, commaodities, 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 primarily in
fund-of-funds structures to ensure diversification across many strategies and many individual managers.
Plan holdings in hedge funds are valued based on net asset values (NAVSs) 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, and special situation investing. 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 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
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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 both public and private 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 Level 3. These NAVs are developed with inputs including discounted cash flow, independent
appraisal, and market comparable analyses.
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Other assets include cash and cash equivalents and mark-to-market value of derivatives.

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

Other than hedge funds, private equity-like investments, and real estate, 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.

The fair values of our defined benefit pension plan and retiree health plan assets as of December 31, 2011
by asset category are as follows:

Fair Value Measurements Using

Quoted Prices in

Active Markets for Significant Significant
Identical Assets Observable Inputs Unobservable Inputs
Asset Class Total (Level 1) (Level 2) (Level 3)
Defined Benefit Pension Plans
Public equity securities
U.S. $ 4545 $ 317.2 $ 137.3 $
International 1,462.4 505.9 956.5
Fixed income
Developed markets 929.1 100.9 828.2
Emerging markets 341.5 0.1 341.4
Private alternative investments
Hedge funds 2,312.6 1,064.2 1,248.4
Equity-like funds 870.2 870.2
Real estate 409.2 271.2 138.0
Other 406.8 177.7 229.1
Total $7,186.3 $1,373.0 $3,556.7 $2,256.6
Retiree Health Benefit Plans
Public equity securities
U.S. $ 409 $ 28.0 $ 129 $
International 97.1 27.5 69.6
Fixed income
Developed markets 55.3 55.3
Emerging markets 34.6 34.6
Private alternative investments
Hedge funds 213.1 107.8 105.3
Equity-like funds 79.9 79.9
Cash value of trust owned insurance
contract 767.9 767.9
Real estate 27.5 27.5
Other 22.7 8.6 14.1
Total $1,339.0 $91.6 $1,062.2 $185.2

No material transfers between Level 1, Level 2, or Level 3 occurred during the year ended December 31,
2011.
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The activity in the Level 3 investments during the year ended December 31, 2011 was as follows:
Hedge Equity-like
Funds Funds Total

Defined Benefit Pension Plans
Beginning balance at January 1, 2011 $1,241.9 $802.9 $126.5 $2,171.3
Actual return on plan assets, including changes in foreign

exchange rates:

Relating to assets still held at the reporting date (8.1) 34.4 3.9 30.2

Relating to assets sold during the period (18.2) 0.0 0.0 (18.1)
Purchases 217.7 159.1 115 388.3
Sales (25.2) 0.0 (3.9) (29.1)
Settlements (159.8) (126.2) 0.0 (286.0)
Ending balance at December 31, 2011 $1,248.4 $870.2 $138.0 $2,256.6
Retiree Health Benefit Plans
Beginning balance at January 1, 2011 $ 1066 $ 745 $ 181.1

Actual return on plan assets, including changes in foreign

exchange rates:

Relating to assets still held at the reporting date 0.5 3.3 3.8

Relating to assets sold during the period (1.8) 0.0 (1.8)
Purchases 18.2 14.4 32.6
Sales (2.0) 0.0 (2.0)
Settlements (16.2) (12.3) (28.5)
Ending balance at December 31, 2011 $ 1053 $ 79.9 $ 185.2

The fair values of our defined benefit pension plan and retiree health plan assets as of December 31, 2010

by asset category are as follows:

Fair Value Measurements Using

Quoted Prices in

Active Markets for Significant Significant
Identical Assets Observable Inputs Unobservable Inputs
Asset Class Total (Level 1) (Level 2) (Level 3)
Defined Benefit Pension Plans
Public equity securities
U.S. $ 589.4 $421.4 $168.0 $
International 1,868.3 907.1 961.2
Fixed income
Developed markets 791.6 77.6 714.0
Emerging markets 336.2 336.2
Private alternative investments
Hedge funds 2,020.3 778.4 1,241.9
Equity-like funds 812.9 10.0 802.9
Real estate 126.5 126.5
Other 437.8 195.9 241.9
Total $6,983.0 $1,612.0 $3,199.7 $2,171.3
Retiree Health Benefit Plans
Public equity securities
U.S. $ 56.0 $ 397 $ 163 $
International 131.6 67.8 63.8
Fixed income
Developed markets 50.5 50.5
Emerging markets 33.9 33.9
Private alternative investments
Hedge funds 185.2 78.6 106.6
Equity-like funds 74.5 74.5
Cash value of trust owned insurance
contract 761.7 761.7
Other 34.3 12.6 21.7
Total $1,327.7 $ 120.1 $ 1,026.5 $ 181.1
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The activity in the Level 3 investments during the year ended December 31, 2010 was as follows:
Fixed
Income-
Hedge Equity-like Inter-national Developed Real
Funds Funds Equity Markets Estate Total
Defined Benefit Pension Plans
Beginning balance at January 1, 2010  $1,381.5 $658.2 $ 39 $ 35 $854 $21325
Actual return on plan assets, including
changes in foreign exchange rates:
Relating to assets still held at the
reporting date 106.1 66.2 0.1 0.1 4.2 176.7
Relating to assets sold during the
period 0.0 11.3 (0.4) (0.2) (5.3) 5.5
Purchases 215.8 131.4 0.1 0.0 41.4 388.7
Sales (21.4) 0.0 (3.1) (3.4) 0.0 (27.9)
Settlements (18.1) (64.2) 0.0 (0.2) 0.0 (82.4)
Transfers in and/or out of Level 3 (422.0) 0.0 (0.6) 0.0 0.8 (421.8)
Ending balance at December 31, 2010 $1,241.9 $8029 $ 00 $ 0.0 $1265 $2,171.3
Retiree Health Benefit Plans
Beginning balance at January 1,2010 $ 1409 $ 636 $ 04 $ 04 $ 00 $ 2053
Actual return on plan assets, including
changes in foreign exchange rates:
Relating to assets still held at the
reporting date 54 4.6 0.0 0.0 0.0 10.0
Relating to assets sold during the
period 0.0 0.6 0.0 0.0 0.0 0.6
Purchases 5.3 11.9 0.0 0.0 0.0 17.2
Sales (0.6) 0.0 (0.4) (0.4) 0.0 (2.4)
Settlements (1.8) (6.2) 0.0 0.0 0.0 (8.0)
Transfers in and/or out of Level 3 (42.6) 0.0 0.0 0.0 0.0 (42.6)
Ending balance at December 31,2010 $ 1066 $ 745 $ 00 $ 00 $ 00 $ 1811

Substantially all of the Level 3 transfers are associated with assets that can be redeemed at their NAV per
share within a reasonable period of time. This reclassification is in accordance with current accounting

guidance.

For the year ended December 31, 2012, we expect to contribute approximately $75 million to our defined
benefit pension plans to satisfy minimum funding requirements for the year. In addition, we expect to
contribute approximately $300 million of additional discretionary funding in the aggregate during the year
ended December 31, 2012 to several of our global defined benefit pension and post-retirement health

benefit plans.

Note 15: 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 specifically noted below with respect to the Alimta
Hatch-Waxman Act patent challenges, 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.

Patent Litigation

We are engaged in the following U.S. patent litigation matters brought pursuant to procedures set out in the
Hatch-Waxman Act (the Drug Price Competition and Patent Term Restoration Act of 1984):

216/243



EDINETOIOICIC)
O00000000000000000(E05765)
ooo0000
- Alimta: Teva Parenteral Medicines, Inc. (Teva); APP Pharmaceuticals, LLC (APP); and Barr
Laboratories, Inc. (Barr) each submitted ANDAs seeking approval to market generic versions of Alimta
prior to the expiration of the relevant U.S. patents and data-based pediatric exclusivity period (compound
patent licensed from the Trustees of Princeton University and expiring in 2017, concomitant nutritional
supplement use patent expiring in 2022) and alleging the patents are invalid. We, along with Princeton,
filed lawsuits in the U.S. District Court for the District of Delaware against Teva, APP, and Barr seeking
rulings that the compound patent is valid and infringed. In July 2011, the district court entered judgment in
our favor, upholding that patent’s validity. The generic manufacturers have appealed this decision. In
October 2010, we filed a lawsuit in the U.S. District Court for the Southern District of Indiana against
Teva, APP, Pliva Hrvatska D.0O.0O., and Barr seeking rulings that our concomitant nutritional supplement
use patent is valid and infringed. No trial date has yet been set. In January 2012, we filed a similar lawsuit
against Accord Healthcare Inc.
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We believe the Hatch-Waxman challenges to Alimta are without merit and expect to prevail in this litigation.
However, it is not possible to determine the outcome of this litigation, 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 a loss of exclusivity for Alimta
would result in a rapid and severe decline in future revenues in the relevant market.

- Strattera: Actavis Elizabeth LLC (Actavis), Apotex Inc. (Apotex), Aurobindo Pharma Ltd. (Aurobindo),
Mylan Pharmaceuticals Inc. (Mylan), Sandoz Inc. (Sandoz), Sun Pharmaceutical Industries Limited (Sun
Ltd.), and Teva Pharmaceuticals USA, Inc. (Teva USA) each submitted an ANDA seeking permission to
market generic versions of Strattera prior to the expiration of our relevant U.S. patent and data-based
pediatric exclusivity period (expiring in 2017), and alleging that this patent is invalid. In 2007, we brought a
lawsuit against Actavis, Apotex, Aurobindo, Mylan, Sandoz, Sun Ltd., and Teva USA in the U.S. District
Court for the District of New Jersey. In August 2010, the court ruled that our patent was invalid; however,
in July 2011, the Court of Appeals for the Federal Circuit overturned that decision, upholding the patent.
The Federal Circuit Court of Appeals denied the generic manufacturers’ petition for rehearing en banc in
October 2011, and the deadline for any further appeal has passed. Zydus Pharmaceuticals (Zydus) filed
an action in the New Jersey district court in October 2010 seeking a declaratory judgment that it has the
right to launch a generic atomoxetine product, based on the district court ruling. We believe that Zydus is
subject to the injunction issued by the court of appeals in the Actavis case.

Zyprexa Litigation

We are a defendant in approximately 40 Zyprexa product liability lawsuits in the U.S. covering approximately
120 plaintiffs. The lawsuits allege a variety of injuries from the use of Zyprexa, with the majority alleging that
the product caused or contributed to diabetes or high blood-glucose levels. The claims seek substantial
compensatory and punitive damages and typically accuse us of inadequately testing for and warning about
side effects of Zyprexa. Many of the claims also allege that we improperly promoted the drug. Approximately
25 of the lawsuits, covering about 30 plaintiffs, are part of a Multi-District Litigation (MDL) proceeding before
The Honorable Jack Weinstein in the Federal District Court for the Eastern District of New York (EDNY)
(MDL No. 1596). In October 2011, a jury trial in a California state court was decided in our favor. We are
prepared to continue our vigorous defense of Zyprexa in all these lawsuits and claims.

We were served with lawsuits filed by 13 states alleging that Zyprexa caused or contributed to diabetes or
high blood-glucose levels, and that we improperly promoted the drug. We settled the Zyprexa-related claims
of all of these states, incurring pretax charges of $230.0 million in 2009 and $15.0 million in 2008.

In 2005 and 2006, four lawsuits were filed in the EDNY purporting to be nationwide class actions on behalf
of all consumers and third-party payors, excluding governmental entities, which made or will make payments
for their members or insured patients being prescribed Zyprexa. These actions were consolidated into a
single lawsuit, brought under certain state consumer-protection statutes, the federal civil Racketeer
Influenced and Corrupt Organizations Act, and common law theories, seeking a refund of the cost of
Zyprexa, treble damages, punitive damages, and attorneys’ fees. As with the product liability suits, these
lawsuits allege that we inadequately tested for and warned about side effects of Zyprexa and improperly
promoted the drug. In September 2008, Judge Weinstein certified a class consisting of third-party payors,
excluding governmental entities and individual consumers, and denied our motion for summary judgment. In
September 2010, both decisions were reversed by the Second Circuit Court of Appeals, which found that
the case cannot proceed as a class action and entered a judgment in our favor on plaintiffs’ overpricing
claim. The U.S. Supreme Court denied plaintiffs’ petition for certiorari. All remaining claims at issue in these
cases have now been resolved.

Byetta Litigation

We have been named as a defendant in approximately 120 lawsuits involving approximately 480 plaintiffs,
primarily seeking to recover damages for pancreatitis experienced by patients prescribed Byetta. We are
aware of approximately 530 additional claimants who have not yet filed suit. Approximately 100 of these
lawsuits are filed in California and coordinated in a Los Angeles Superior Court.

Other Product Liability Litigation
We have been named as a defendant in numerous other product liability lawsuits involving primarily
diethylstilbestrol. These claims are covered by insurance, subject to deductibles and coverage limits.

Product Liability Insurance

Because of the nature of pharmaceutical products, it is possible that we could become subject to large
numbers of product liability and related claims for other products in the future. In the past several years, we
have been unable to obtain product liability insurance due to a very restrictive insurance market. Therefore,
for substantially all of our currently marketed products, we have been and expect that we will continue to be
completely self-insured for future product liability losses. In addition, there is no assurance that we will be
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able to fully collect from our insurance carriers in the future.
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Note 16: Other Comprehensive Income (LosS)
The accumulated balances related to each component of other comprehensive income (loss) were as
follows:

Defined

Foreign Unrealized Benefit Effective Accumulated
Currency Net Gains Pension and Portion of Other
Translation (Losses) Retiree Health Cash Flow Comprehensive
Gains (Losses) on Securities Benefit Plans Hedges Loss
Beginning balance at January 1, 2011 $ 510.7 $ 128.9 $(3,175.8)  $(133.9)  $(2,670.1)
Other comprehensive income (loss) (244.8) (114.1) (856.4) 26.8 (1,188.5)
Balance at December 31, 2011 $ 265.9 $ 14.8 $(4,032.2) $(107.1) $(3,858.6)

The amounts above are net of income taxes. The income taxes associated with the unrecognized net
actuarial losses and prior service costs on our defined benefit pension and retiree health benefit plans (Note
14) were a benefit of $383.8 million for the year ended December 31, 2011. The income taxes associated
with the net unrealized losses on securities were a benefit of $64.4 million for the year ended December 31,
2011. The income taxes related to the other components of comprehensive income (loss) were not
significant, as income taxes were not provided for foreign currency translation.

The unrealized gains (losses) on securities is net of reclassification adjustments of net gains (losses) of
$54.7 million, $27.6 million, and $19.0 million, net of tax, for the years ended December 31, 2011, 2010, and
2009, respectively, for net realized gains (losses) on sales of securities included in net income. The effective
portion of cash flow hedges is net of reclassification adjustments of $5.8 million, $5.8 million, and $6.7
million, net of tax, for the years ended December 31, 2011, 2010, and 2009, respectively, for interest
expense on interest rate swaps designated as cash flow hedges.

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 income.

Note 17: Other—Net, Expense:
Other—net, expense consisted of the following:

2011 2010 2009
Interest expense $ 186.0 $ 1855 $ 261.3
Interest income (79.9) (51.9) (75.2)
Other (income) expense 72.9 (128.6) 43.4
Other—net, expense $ 179.0 $ 50 $ 2295

Other expense for the year ended December 31, 2011 primarily consists of the partial impairment on
acquired IPR&D assets related to liprotamase and Amyvid (Note 7) partially offset by gains on the disposal
of investment securities. For the year ended December 31, 2010, other (income) expense primarily consists
of damages recovered from generic pharmaceutical companies related to Zyprexa patent litigation in
Germany and gains on the disposal of investment securities.
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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 CEO, and all financial management must sign a financial code of ethics, which further
reinforces their 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 Item 8 of our annual report on Form 10-K. 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 web site, outlines the
members’ roles and responsibilities and is consistent with enacted corporate reform laws and regulations. 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 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 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, 2011. 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,
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2011. Their responsibility is to evaluate whether internal control over financial reporting was designed and
operating effectively.

John C. Lechleiter, Ph.D. Derica W. Rice
Chairman, President, and Chief Executive Executive Vice President, Global Services and Chief
Officer Financial Officer

February 24, 2012
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Consent of Independent Registered Public Accounting Firm

We consent to the use of our reports dated February 24, 2012, with respect to the
consolidated financial statements of Eli Lilly and Company and subsidiaries and the
effectiveness of internal control over financial reporting of Eli Lilly and Company and

subsidiaries, included in the 2011 Annual Securities Report filed with the Kanto Local
Finance Bureau.

/sl Ernst & Young LLP

Indianapolis, Indiana
May 7, 2012
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of Eli Lilly and Company

We have audited the accompanying consolidated balance sheets of Eli Lilly and Company and
subsidiaries as of December 31, 2011 and 2010, and the related consolidated statements of
operations, cash flows, and comprehensive income for each of the three years in the period ended
December 31, 2011. These financial statements are the responsibility of the company’s
management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Eli Lilly and Company and subsidiaries at December 31, 2011
and 2010, and the consolidated results of their operations and their cash flows for each of the three
years in the period ended December 31, 2011, 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), Eli Lilly and Company and subsidiaries’ internal control over
financial reporting as of December 31, 2011, based on criteria established in Internal
Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated February 24, 2012 expressed an unqualified opinion
thereon.

/sl Ernst & Young LLP
Indianapolis, Indiana
February 24, 2012
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of Eli Lilly and Company

We have audited Eli Lilly and Company and subsidiaries’ internal control over financial reporting
as of December 31, 2011, based on criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (the COSO
criteria). Eli Lilly and Company and subsidiaries’ 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 conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). 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.

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.

In our opinion, Eli Lilly and Company and subsidiaries maintained, in all material respects,
effective internal control over financial reporting as of December 31, 2011, based on the COSO
criteria.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the 2011 consolidated financial statements of Eli Lilly and
Company and subsidiaries and our report dated February 24, 2012 expressed an unqualified opinion
thereon.

/s/ Ernst & Young LLP
Indianapolis, Indiana
February 24, 2012
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