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Directors’ report

The directors present their report and financial statements for the year ended 31 December 2006

Results and dividends
The profit for the year, afier taxation, amounted to £156,116,000 (2005 profit £207,807,000)
No dividends were paid n the year (2005 dividend £316,000,000)

Principal activity and review of the business
Principal activinies

The principal activities of the company are the production and supply of pharmaceuticals and animal
health products to fellow subsidiarntes and third parties in the United Kingdom and certain selected areas
of the world The company 1s a wholly owned subsidiary of Eli Lilly and Company, 1ts US parent
company The UK company manufactures, promotes and supplies products from the Eli Lilly global
product portfolio and performs significant research and development 1n the UK as pant of the global
research and development programme (Further details on the current global product portfolio and
research pipeline can be obtained from the Eli Lilly and Company annual accounts at the following web
address http //investor hlly com/annuals cfm )

Review of the business

The global nature of Eli Lilly and Company’s business and assoclated strateg:es results 1n significant
intercompany trading, the level of which 1s driven by third party sales demand 1n different geographic
markets El Lilly and Company Limited manages its business with reference to UK and Ireland third
party sales and control of operating expenditure UK and Ireland third party sales grew 3 7% 1n 2006, 1n
line with local and global management expectations Operating expenses were also in line with
expectations In 2006 the UK company invested funds 1n expanding its research, development and office
facilities

During the year the company announced the closure of the manufacturing plant i Basingstoke following
a review of future global product pipeline and manufacturing requirements Exceptional items of
£45,186,000 are included 1n the profit and loss relating to the closure Closure of the site 1s anticipated at
the end of December 2007, and final deconumssioning by June 2008

The company adopted FRS 20 ‘Share based payment’ for the first time 1n 2006 FRS 20 requires the
recognition of the fair value of share-based compensation within the company’s operating expenses The
2005 comparative results included within these accounts have been restated to reflect the change This
change 1n accounting policy increased operating costs by £3 0 mullion in 2006 and by £4 8 nullion in
2005

Risks and uncertainties

The company faces risks 1n relation to successful patent challenges by generic manufacturers, failure to
obtain approval for new products and license extensions from NICE (National Institute for Health and
Clinical Excelience) and/ or the Scottish Medicines Consortium (SMG) The company also faces the
possible adverse impact on pricing, reimbursement and access resulting from any changes to the
Pharmaceutical Price Regulation Scheme (PPRS) umplemented by the government in response to the
Office of Fair Trading report

The company does not hedge against foreign currency exposure, this risk 1s managed by the US parent
company on a global basis
Research and development

The company continues o mmvest 1in research and development in four main areas These are
cardiovascular, neuroscience, oncology and endocrine disorders
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Future developments

The company will continue to provide 1ts customers “Answers That Matter” through innovative
medicines, information and exceptional customer service 1n order to enable people to live longer,
healthier, and more active lives -

Fixed assets

There were additions to fixed assets totalling £32,255,000 (2005 £57,565,000) that compnised principally
expenditure on production and research facilities

Directors and their interests
The directors during the year were as follows

A Hotchkiss {Chairman)

P Johnson (resigned 31 March 2007)
E Sun (resigned 31 March 2007)
S Harper

E Huntington

B Bodem {appomnted 8 June 2006)

C Michael {appomted 17 March 2006)
C Sedgman (appornted 8 June 2006)

S Martin {appointed 1 June 2007)

No director held any interest in the share capatal of the company

Political and charitable contributions
During the year, the company made various chantable contributions totalling £210,578

Employees

It 15 the pohcy of this company that disabled persons, whether registered disabled or not, should receive
full and fair consideration for all job vacancies, company tramning and development programmes and
promotion opportunities for which these persons are suitable and qualified applicants Employees who
become disabled during their working life with the company will be retrained 1in employment wherever
practicable and will be given reasonable assistance with any necessary retraining

The company has continued to maintain and develop 1ts policy of involving and communicating with 1ts
employees, as appropriate to the various components of 1ts orgamsation, and has continued 1its policy of
providing annually a detailed report to each employee of 1ts performance and business progress

Creditor payment policy and practice

[t 15 the company’s policy that payments to suppliers are made in accordance with the terms and
conditions agreed between the company and 1ts suppliers, provided that all trading terms and conditions
have been comphed with

At 31 December 2006, the company had an average of 45 days’ purchases outstanding 1n trade creditors
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Auditors

So far as each person who was a director at the date of approving this report 1s aware, there 1s no relevant
audit information, bewng mformation needed by the auditor in cennection wath prepanng its teport, of
which the auditor 1s unaware Having made enquuiries of fellow directors and the company’s auditor, each
director has taken all the steps that they are obliged to take as a director 1n order to make themselves
aware of any relevant audit information and to establish that the auditor 1s aware of that information

A resolution to re-appomnt Emst & Young LLP as the company's auditor will be put to the members at the
forthcomung Annual General Meeting

By order of the Board

A;):%N\’S s

Secretary

‘e Sefromege 2oo”)
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Statement of directors’ responsibilities in respect of the
financial statements

Company law requires the directors to prepare financial statements for each financial year which give a
true and fair view of the state of affairs of the company and of the profit or loss of the company for that
period In preparing those financial statements, the directors are required to

s  select suitable accounting policies and then apply them consistently,
»  make judgements and estimates that are reasonable and prudent,

e  state whether applicable UK Accounting Standards have been followed, subject to any maternial
departures disclosed and explained n the financial statements,

prepare the financial statements on the going concern basis unless 1t 1s itnappropniate to presume that
the company will continue 1n business

The directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the company and to enable them to ensure that the financial
staterments comply with the Companies Act 1985 They are also responsible for safeguarding the assets of
the company and hence for taking reasonable steps for the prevention and detection of fraud and other
irregularities
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Independent auditors’ report
to the members of Eli Lilly and Company Limited

We have audited the company’s financial statements for the period ended 31 December 2006 which
comprise the Profit and Loss Account, the Statement of Total Recogmsed Gains and Losses, the Balance
Sheet and the related notes 1 to 24 These financial statements have been prepared under the accounting
policies set out therein

This report 15 made solely to the company’s members, as a body, in accordance with Section 235 of the
Companies Act 1985 Our audit work has been undertaken so that we mught state to the company's
members those matters we are required to state to them n an auditors' report and for no other purpose To
the fullest extent permutted by law, we do not accept or assume responsibility to anyone other than the
company and the company's members as a body, for our audit work, for this report, or for the opimons we
have formed

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the Annual Report and the financial statements 1n accordance
with applicable United Kingdom law and Acceunting Standards (United Kingdom Generally Accepted
Accounting Practice) are set cut 1n the Statement of Directors’ Responsibihities

QOur responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland)

We report to you our opimon as to whether the financial statements give a true and fair view and are
properly prepared in accordance wath the Companies Act 1985 We also report to you whether i our
opinion the information gaven in the directors’ report 1s consistent with the financial statements

In addition we report to you if, n our opnion, the company has not kept proper accounting records, 1f we
have not received all the information and explanations we require for our audht, or if information specified
by law regarding directors’ remuneration and other transactions 1s not disclosed

We read the directors’ report and consider the implhications for our report if we become aware of any
apparent musstatements within 1t

Basis of audit opinmion

We conducted our audit 1n accordance with International Standards on Auditing (UK and Ireland) 1ssued
by the Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant to
the amounts and disclosures 1n the financial statements 1t also includes an assessment of the significant
estimates and judgments made by the directors 1n the preparation of the financial statements, and of
whether the accounting policies are appropnate to the company's circumstances, consistently apphed and
adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the
financial statements are free from material msstatement, whether caused by fraud or other tregularity or
error In formung our opinion we also evaluated the overall adequacy of the presentation of mformation 1n
the financial statements
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Independent auditors’ report
to the members of Eh Lilly and Company Limited

Opmion
In our opinion

» the financial statements give a true and fair view, 1n accordance with Umted Kimgdom
Generally Accepted Accounting Practice, of the state of the company's affairs as at 31
December 2006 and of s profit for the pertod then ended,

s the financial staternents have been properly prepared n accordance with the Compames Act
1985, and

*  the informantion given in the directors’ report 1s consistent with the financal statements

g,,é Jzé.,,,} (e

Emst & Young LLLP
Registered Auditor
Southampton

Date

12 %ﬁ, 2007
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Profit and loss account
for the year ended 31 December 2006

Turnover

Change 1n stocks of finished geods and work 1n progress
Raw materials and consumables

Staff costs

Depreciation and amortisation

Other operating charges

Other operating income

Operating profit

Exceptional Items

Interest receivable

Interest payable and simular charges
Other finance income

Profit on ordinary activities before taxation
Tax on profit on ordinary activities

Profit for the financial year
Dwidends ordinary dividends on equity shares

Profit/{Loss)retained for the financial year

Notes

('S )

e B =

[

Statement of total recognised gains and losses

for the year ended 31 December 2006

Profit for the financial year

Actuanal loss recogmsed on retiree benefits
Deferred tax on retiree benefits

Actuanal loss recognised on pension
Deferred tax on pension

Total recognised gains and losses relating to the year
Prior year adjustment for share options charge

Total gains and losses since last annual report

Notes

15

21

2006 2005
£000 £000
Restated
1,307,645 1,429,343
(76,762) 85,830
1,039,042 912,917
134,697 130,925
26,207 26,316
25,287 27,886
(102,690) (80,627)
1,045,781 1,103,247
261,864 326,096
(45,186) -
14,027 4,532
(33,096) (32,163)
18,565 13,862
216,174 312,327
60,058 104,520
156,116 207,807
- 316,000
156,116 {108,193)
2006 2005
£000 £000
Restated
156,116 207,807
(1,145) -
1,078 -
(64,616) {12,525)
19,385 3,758
110,818 199,040
(4,840)
105,978
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Balance sheet
at 31 December 2006

Fixed assets

Tang:ble assets
Investments

Current assels

Stocks
Debtors
Cash at bank and 1n hand

Creditors amounts falling due within one year
Net current assels

Total assets less current habilities

Creditors amounts falling due after more than one year

Provisions for labilities and charges
Other provisions for habihities and charges
Pension hiability

Capital and reserves

Called up share capital
Contributed capital
Profit and loss account

Equity shareholders’ funds

B Bodem
Director
Date

‘o %ﬁ/ 2007

Notes

11
12

13

14

17
21

18

19

e

2006 2005
£000 £000
Restated
238,668 253,882
8,228 8,228
246,896 262,110
426,551 348,773
517,811 482,122
3,756 5,969
948,118 836,864
(180,175) (250,787)
767,943 586,077
1,014,839 848 187
(692,262) {693,222)
(67,153) (41,280)
(37,457) (9,537)
(796,872) (744,039)
217,967 104,148
8,202 8,202
85,021 85,021
124,744 10,925
217,967 104,148
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Notes to the financial statements
at 31 December 2006

1. Accounting Policies
Basis of Preparation

The financial statements are prepared under the historical cost convention and 1n accordance with
applicable accounting standards

Basis of presentation

The commpany 15 exempt from the obligation to prepare group financial statements by virtue of section 228
of the Companies Act 1985 Consequently these financial statements present the results of the company
as an individual undertaking and not of its group Certain comparative amounts have been re-stated to
conform with current presentation

Cash flow statement

The company has taken advantage of the dispensation within Financial Reporting Standard No 1
{revised) not to present a cash flow staternent The cash flows of the company have been mcluded 1n the
financial statements of the ultimate parent undertaking

Fixed assets
All fixed assets are recorded at cost

Depreciation

Depreciation 1s provided on all tangible fixed assets, other than frechold land and assets 1n the course of
construction, at rates calculated to write off the cost, less estimated residual value based on prices
prevailing at the date of acquisition, of each asset evenly over 1ts expected useful life, as follows

Freehold buldings - over 40 to 50 years
Leasehold property - over the period of the lease
Plant and equipment - over 3 to 20 years

The carrying values of tangible fixed assets are reviewed for impairment when events or changes in
circumstances indicate the carrying value may not be recoverable

Stocks

Stocks are stated at the lower of cost incurred in bringing each product to its present location and
condition and net realisable value as follows

Raw matenals - purchase cost on a first-in, first-out basis
Work 1n progress and finished goods - cost of direct materials and labour plus attnbutable
overheads based on a normal level of activity

Net realisable value 15 based on estumated selling price less any further costs expected to be incurred to
completion and disposal

10
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Notes to the financial statements
at 31 December 2006

1. Accounting Policies (continued)
Deferred taxation

Deferred taxation 1s recogmsed 1n respect of all timung differences that have originated but not reversed at
the balance sheet date where transactions or events have occurred at that date that will result in an
obligation to pay more, or right to pay less tax, with the following exceptions

Deferred tax assets are recogmised only to the extent that the directors consider that 1t 1s more likely than
not that there will be suitable profits from whach the future reversal of the underlying timing differences
can be deducted

Deferred tax 1s measured on an undiscounted basis at the tax rates that are expected to apply 1n the perniods
in which timing differences reverse, based on tax rates and laws enacted or substantively enacted at the
balance sheet date

Research and development
Research and development expenditure 1s written off as incurred

Foreign currencies

Transactions 1n foreign currencies are recorded at the rate ruling at the date of transaction Monetary
assets and liabilities denomunated 1n foreign currencies are retranslated at the rate of exchange rnuling at
the balance sheet date All differences are taken to the profit and loss account

Leasing and hire purchase commitments

Assets held under finance leases and hire purchase contracts are capitalhised in the balance sheet and are
depreciated over their useful ives The capital elements of future obligations under the leases and hire
purchase contracts are mcluded as habilities 1n the balance sheet

The interest element of the rental obhigations 1s charged to the profit and loss account over the period of
the lease and represents a constant proportion of the balance of capital repayments outstanding

Rentals paid under operating leases are charged to income on a straight line basis over the lease term

Pensions

The company operates a defined benefit pension scheme for certain employees The assets of the scheme
are held separately from those of the company

Pension scheme habilities are measured on an actuanal basis using the projected unit credit method and
are discounted at the current rate of retumn on a high quality corporate bond of equivalent term and
currency to the liability Pension scheme assets are measured using market values at the balance sheet
date

The pension scheme deficit 1s recogmsed 1n full on the balance sheet The deferred tax relating to a benefit
hiability 15 offset against the benefit hability and not incleded with other deferred tax assets or habilities

A credit representing the expected return on assets of the scheme 1s included within interest payable and
similar charges This 1s based on the market value of the assets at the start of the financial year A charge
representing the expected increase wn the hiabilities of the scheme during the year 1s inctuded within
mnterest payable and simular charges  This anses from the Liabihities of the scheme being one year closer to
retirement Differences between actual and expected returns on assets during the year are recognised
the statement of total recogmsed gains and losses, together with the impact of changes 1n assumptions

The company provides healthcare benefits to certain retired employees Payments are made to
beneficianes when claimed The cost of the scheme and associated liabilities have been fully recogmsed
on an actuanally determuned basis in 2006

11




El Lilly and Company Limited

Notes to the financial statements
at 31 December 2006

Accounting Policies (continued)
Share-based payments

FRS 20 ‘Share based payment” requures the recogmtion of the fair value of share-based compensation
within the company’s operanng expenses Share based payments compnse stock options and performance
awards, both received n shares of the ultimate parent company Eh Lilly and Company Stock options are
granted to employees at exercise prices equal to the fair market value of the parent company’s stock at the
dates of grant Options fully vest three years from the date of grant and have a term of 10 years, the cost of
these options 1s recognised equally over the vesting period Performance awards are granted to directors
and key employees and are payable 1n shares of the parent company, these vest at the end of the financial
year of grant The fair value 15 determuned using an appropriate pricing model

The company has taken advantage of the transitional provisions of FRS 20 1 respect of equity-settled
awards so as to apply FRS 20 only to those equity-settled awards granted after 7 November 2002 that had
not vested before 1 January 2006

No tax deduction has been made for the FRS20 charges as the directors consider 1t unlikely that a
corresponding benefit will crystallise 1n the future

The change 1n accounting policy mcreased operating expenses by £3 0 rmullion 1n 2006 and by £4 8
mullion 1n 2005, these relate to the cost of share options 1ssued Staff costs increased by £7 0 mllion 1n
2006 and £6 4 mullion 1 2005, 1n addition to the recognition of stock option costs certain stock related
charges were reclassified from ‘Raw matenals and consumables’

Turnover

Turnover, which 1s stated net of value added tax, represents the amounts inveiced less trade discounts

The turnover and pre-tax profit 1s attributable to one activity, the production and supply of
pharmaceuticals, ammal health products and associated research and development All turnoveris
sourced from the United Kingdom

An analysis of turnover by destination 15 given below

2006 2005
£000 £000
Thurd party sales to Umited Kingdom and Republic of Ireland 289,516 279,113
Sales to group undertakings 1,018,129 1,150,230

1,307,645 1,429,343

12
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Notes to the financial statements
at 31 December 2006

Operating Profit
Thus 15 stated after charging/(crediting)

Auditors’ remuneration — audit services
- non audit services
Depreciation of owned fixed assets
Depreciation of assets held under finance leases and hire purchase contracts
Loss on disposal of fixed assets
Research and development expenditure written off
Operating lease rentals - plant and machinery
- land and buildings
Research and development expenditure recharged
Exchange gains

Directors’ Emoluments

Emoluments

Emoluments of the mghest paid director

| O

The accrued pension for the highest paid director at the year end totals £90,377 per annum

There were six directors (2005 six) that were ehigible for the defined benefit scheme (note 21}

Staff Costs

Notes

Wages and salaries

Social securnity costs

Other pension costs

Share based payment - Cost of share options 1ssued

Share based payment — Cost of performance awards 1ssued

2006 2005
£000 £000
176 147
76 241
24,313 21,403
1,894 4,913
687 1,564
107,029 110,154
439 286
3,468 3,246
(97,603) (80,750)
{777 (243)
2006 2005
£000 £000
2,372 1,546
439 304
2006 2005
£000 £000
Restated
97,894 97,708
10,835 10,642
18,920 14,792
3,001 4,840
4,047 2,943
134,697 130,925

13
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Notes to the financial statements
at 31 December 2006

Staff Costs (continued)
The average number of employees during the year was as follows

Manufacturing
Other

Exceptional items

Notes

Severance costs

FRS 17 penston credit

Asset impairment

Construction in progress written off
Other site closure costs

All exceptional stems relate to the closure of the Basingstoke manufactunng plant

Interest

Receivable
Bank interest
Group Deposits

Payable

Group loans

Bank interest

Finance charges payable under finance leases and hire purchase contracts

O

2006 2005
No No
1,032 1,080
1,140 1,326
2,172 2,406
2006 2005
£000 £000
24,273 -
(6,890) -
20,525 -
3,210 -
4,068 -
45,186 -
2006 2005
£000 £000
28 23
13,999 4,509
14,027 4,532
32,228 31,187
6 -
862 976
33,096 32,163

14
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Notes to the financial statements
at 31 December 2006

8. Tax on profit on ordinary activities
Analysis of charge n pertod

Current tax
UK Corporation tax on profits of the period
Adjustments 11 respect of previous periods

Total current tax

Deferred tax
Ongination and reversal of timung differences

Total deferred tax
Tax on profit on ordinary activities

Factors affecting tax charge for pertod
The tax for the period 1s lower than the rate of corporation tax apphcable
The differences are explained below

Profit on ordinary activities before tax

Muluplied by standard rate of corporation tax n the UK of 30%
Effects of

Non taxable income/non deductible expenses

Caputal allowances for penod less than/ (i excess of) depreciation
Other short term timung differences

Adjustment 1 respect of prior periods

Pension contribution greater than charge

R&D tax credits

Current tax charge for the period

2006 2005
£000 £000
56,944 91,476
(5,915) 600
54,029 92,076
6,029 12,444
6,029 12,444
60,058 104,520
2006 2005
£000 £000
Restated
216,174 312,327
64,852 93,698
2,223 10,114
1,208 (5,562)
180 831
(5,915) 600
(7,419) (6,408)
(1,100) (1,197)
54,029 92,076

15
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Notes to the financial statements

at 31 December 2006

Tangible Fixed Assets

Cost

At 1 January 2006

Additions

Transfers from construction in
progress

Reclassifications

Disposals

At 31 December 2006

Depreciation

At 1 January 2006
Provided dunng the year
Impairment
Reclassifications
Disposals

At 31 December 2006

Net book value
At 31 December 2006

At 1 January 2006

Land & Buildings
Short Plant & Construction
Freehold  leasehold  machinery nprogress Total
£000 £000 £000 £000 £000
77,204 1,000 284,606 79,748 442 558
2,968 - 3,669 25,618 32,255
3,907 - 22,303 (26,210) -
29,775 - (29,775) - .
. - (6,839) - (6,839)
113,854 1,000 273,964 79,156 467,974
16,258 721 171,697 - 188,676
1,797 71 24,339 - 26,207
- - 20,525 - 20,525
12,680 - (12,680) - -
- - (6,102) - - (610D
30,735 792 197,779 - 229,306
83,119 208 76,185 79,156 238,668
60,946 279 112,909 79,748 253,882

The impairment of fixed assets of £20,525,000 15 due to the decision to close the manufacturing plant in

Basingstoke

The net book value of tangible fixed assets above includes an amount of £21,793,749 (2005 £19,226,000)
in respect of assets held under finance leases and hire purchase contracts

Investments

Cost

At 1 January 2006 and at 31 December 2006

Subsidiary
Undertakings
£000

8,228

16
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Notes to the financial statements
at 31 December 2006 \

Investments {continued)

Eh Lilly and Company Limited own 100% of the ordinary share capital of the following subsidianes all of
which are registered 1n England and Wales

Creative Packaging Limited *
Dista Products Limuted *

Elanco Products Limited *

Lally Industries Lirmted *

El Lilly (Basingstoke) Limited *
El1 Lilly Leasing Linuted

El Lilly Property Limuted

El Lilly Resources Limited
Greenfield Pharmaceuticals Limited *
Lilly Property Limited

Lilly Research Centre Liruted *
Lilly Resources Limited

* The subsid:aries have no trading activities other than as attorneys for Eh Lilly & Company Liruted
Apart from the amounts loaned, without any terms specified, to El Lilly & Company Limuted, the
subsidiaries have no other assets and habihties

El Lilly Leasing Limuted holds the reversionary interest in a lease of land and buildings within the group

Eli Lilly Resources Limuted, Lilly Resources Limuted, Eh Lilly Property Linuted and Lilly Property
Limuted own leasehold interests in the Aurora Centre and Lilly House properties which are held by them
on behalf of Elt Lilly Company Lirmted

In the opinion of the directors the value of investments 1n subsidiary undertakings 1s not less than the
amounted stated above

Stocks
2006 2005
£000 £000
Raw materials and consumables 6,051 5,035
Work 1n progress 317,853 277,996
Finished goods and goods for resale 102,647 65,742

426,551 348,773

The difference between purchase price or production cost of stocks and therr replacement cost 15 not
matenal

17
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13.

14.

Notes to the financial statements
at 31 December 2006

Debtors

Notes

Trade debtors

Other debtors

Prepayments and accrued income
Amounts owed by group undertakings
Advances to Affiliates

Creditors: amounts falling due within one year

Notes

Obligations under finance leases and hire purchase contracts 16
Trade creditors

Loans from group undertakings

Amounts owed to group undertakings

Corporation tax

Other taxes and social secunty costs

Accruals and deferred mcome

Creditors: amounts falling due after more than one year

Notes
Medical costs of retirees 15
Obhgations under finance leases and hire purchase contracts 16

Other creditors
Loans from group undertakings

2006 2005
£000 £000
33,199 40,337
1,550 2,854
5,552 6,108
124,737 143,019
352,773 289,804
517,811 482,122
2006 2005
£000 £000
2,742 2,982
31,277 28,471
104,209 115,075
17,492 56,779
10,672 19,266
13,783 28,214
180,175 250,787
2006 2005
£000 £000
21,026 19,363
6,135 8,768
10 -
665,091 665,091
692,262 693,222

Included within loans from group undertakings 1s £100,000,000 from Kinsale Financial Services which 1s

repayable in 2010 There 15 a further loan from Kinsale Financial Services for the amount of

£200,000,000, repayable 1n 2013, interest charged at LIBOR plus 12 5 basis pomts In 2004, an additional
loan of £80,000,000 was granted, repayable in 2014, mterest charged at LIBOR plus 12 5 base points On

1 February 2005, a loan for £282,979,000 was taken from Kinsale Financial services The loan 1s

repayable over 10 years at LIBOR plus 18 75 basis points

18
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16.

Notes to the financial statements
at 31 December 2006

Retiree medical costs

Employees and former employees who jomned before 1 January 1997 are provided with post retirement
benefits in the form of cover for medical costs The net present value of the Liability was assessed with the
advice of independent qualified actuanes at 1 January 2007 using the following main assumptions

Discount rate 5 00%
Medical expense inflation 6 25% for five years, falling to 2 75% hnearly over a further five years

£000

Liabihty as at 1 January 2006 19,363
Service Cost 475
Interest on hability 1,018
Amonsation of actuanal loss 42
Employer’s coniribution (1,017)
Actuanal loss 1,145
Liability as at 31 December 2006 21,026
Obligations under finance leases and hire purchase contracts
The maturity of these amounts 1s as follows

2006 2005

£000 £000
Amounts payable
Within one year 2,742 2,982
Within two to five years 6,067 8,493
In over five years 68 275

8,877 11,750

19
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18.

Notes to the financial statements
at 31 December 2006

Provisions for liabilities and charges

Provision for deferred taxation

Notes

Deferred taxation

The movements n deferred taxation during the current year are as follows

At 1 January 2006
Charge for the year
Actuanal loss on retiree benefits

At 31 December 2006

Full provision has been made for deferred taxation at 30% as follows

Caprtal allowances 1 advance of depreciation
Other short term tumng differences

Provision for site closure costs

Severance costs
Qther site closure costs

Total provisions for labilities and charges

Share capital

Authorised
2006 2005
No No
Ordinary shares of £1 each 8,202,196 8,202,196

2006 2005
£000 £000
38,812 41,280
2006 2005
£000 £000
41,280 28,836
(1,390) 12,444
(1,078) -
38,812 41,280
2006 2005
£000 £000
40,056 42,718
(1,244) (1,438)
38,812 41,280
2006 2005
£000 £000
24,273 -
4,068 -
28,341 -
67,153 41,280

Allotted, called up

and filly paid

2006 2005
£000 £000
8,202 8,202
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Notes to the financial statements
at 31 December 2006

Reconciliation of shareholders’ funds and movements on reserves

Share  Contributed Profit Total

capital capital  and loss

account
£000 £000 £000 £600
At 1 January 2005 8,202 52,000 123045 183,247
Profit for the year - - 207,807 207,807
Dividends paid - - (316,000)  (316,000)
Capital Imjection - 33,021 - 33,021
Actuarnial loss on pension - - (12,525)  (12,525)
Deferred Tax on actuarial loss - - 3,758 3,758
Share based payment — stock options - - 4,840 4,840
At 1 January 2006 8,202 85021 10925 104,148
Profit for the year - - 156.116 156.116
Actuanal Loss on pension and returee benefits - - (65,761) (65,761)
Deferred Tax on actuarial loss - - 20.463 20.463
Share based payment — stock options - - 3.001 3.001
At 31 December 2006 8,202 85,021 124,744 217,967

On 31 January 2005, the company received a capital myection from 1ts immedrate parent, El1 Lilly Group
Lumted, of £33,021,000 Consideration received was a loan note payable by the ultimate parent from Eh

Lilly Group Limuted of £33,021,000

Capital commitments

Amounts contracted but not provided for 1n the financial statements

2006
£000

339

2005
£000

1,591
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Notes to the financial statements

at 31 December 2006

Retirement Benefits

A qualified independent actuary has updated the results of the valuation based on the projected unit basis
to 31 December 2006 The last actuanial valuation of the scheme was conducted on 1 January 2006 The

major assumptions used were

Rate of return on investments

Rate of increase in salanes

Rate of pension increases

- for pensions accrued before 5 April 1997, on excess over GNP

- for pensions accrued from 6 Apnl 1997

- for pensions accrued from 6 Apnil 2005

Discount rate

Inflation assumption

2006 2005 2004
93% 93% 94%
45% 45% 335%
NIL NIL NIL
275% 25% 25%
20% 20% 20%
50% 525% 56%
275% 25% 2 5%

The assets of the scheme and the expected rates of return were

Long term rate
of return
expected at

31! Dec

2006

%

Equities 93
Other 40
Total market value of total assets
Present value of pension liabilities

Overall deficit
Related deferred tax asset

Long term rate

Value at
37 Dec
2006
£000

525,896
8,153
534,049
(587,559)

(53,510)
16,053

(37,457)

of return
expected at Value at
31 Dec 37 Dec
20035 2005
% £000
g3 465,463
40 _4.812
470,275
(483,900)
(13,625)
4,088
(9,937)

Long term rate

of return
expected at Value at
31 Dec 31 Dec
2004 2004
% £000
94 367,215
40 10,147
377,362
(394,987)
(17,625)
5,288
(12,337)
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Notes to the financial statements
at 31 December 2006

Retirement Benefits (continued)

Analysis of the amount charged to operating profit 20006 2005

£000 £000
Employer’s current service cost (19,824) (17,477)
Additional Service Cost - (6,839)
Total operating charge (19,824) (24,316)

The operating charge above reflects the total charge for the pension scheme A total of £1,745,000 (2005

£1,848,000) was recharged to other group compames

Analysis of the amount charged to exceptional items 2006 2005
£000 £000
Additional Service Cost (6,768) -
Effect of Curtailment 13,658 -
Total exceptional items 6,890 -
Analysis of the amount credited to other finance income 2000 2005
£000 £000
Expected return on pension plan assets 44,644 36,499
Interest on pension habilities (26,079) (22,637)
Net return 18,565 13,862
Analysis of the amount recognised in statement of total recognised gains
and losses (STRGL) 2006 2005
£000 £000
Actual return less expected return on plan assets 13,524 45,902
Expernence gains/(losses) arsing on the plan’s Labihities (29,760) 12,754
Changes m assumptions underlymg the plan liabilities (48,380) (71,181)
Actuarial loss recognised in STRGL (64.616) (12,525)
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Notes to the financial statements
at 31 December 2006

Retirement Benefits (continued)

RECOGNITION OF DEFICIT

Movement in deficit during the year

Deficit 1n plan at beginming of the year
Movement 1n year

Employer’s current service cost
Employer’s contributions

Effect of curtailment

Cost of Past Service Recognition
Protected Rights Rebate

Other finance income
Actuanal loss

Deficit 1n plan at end of the year

GAINS AND LOSSES

History of experience gains and losses 2006 2005
£000 £000

Actual return less expected return on plan assets
Amount 13,524 45,902
Percentage of plan assets 3% 10%

Expenence gains/(losses) on plan hiabilities
Amount (29,760} 12,754
Percentage of the present value of the plan habiliies  (5%) 3%

Total gain/(loss) recogmised 1n statement of total recogmised gains and losses
Amount (64,616) (12,525}
Percentage of the percent value of the plan habilitiess  (11%) (3%)

2006 2005
£000 £000
(13,625)  (17,625)
(23277) (17477
21,053 25,253
13,658 -
(6,768) (6,839)
1,500 1,726
18,565 13,862
(64,616)  (12,525)
(53,510)  (13,625)
2004 2003
£600 £000
10,346 7,639
3% 2%
(24,106) (1,859)
(6%) (1%)
(27,067)  (17,838)
(7%) (5%)

24



Eh Lilly and Company Limited

22,

23.
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at 31 December 2006

Qther Financial Commitments

At 3] December 2006 the company had annual commutments under non-cancellable operating leases as
set out below
2006 2005

Land and  Plantand  Land and  Plant and
butldings ~ machmery butldings  machmery

£000 £000 £000 £000
Operating leases which expire
Within one year 13 - - -
Within two to five years 330 626 45 -
In over five years 3,108 54 1,125 52
3,451 680 1,170 52

Share-based payments

FRS 20 ‘Share based payment’ requires the recogmtion of the fair value of share-based compensation
within the company’s operating expenses Share based payments comprise siock options and performance
awards, both received m shares of the ultimate parent company El Lilly and Company Stock options are
granted to employees at exercise prices equal to the fair market value of the parent company’s stock at the
dates of grant Options fully vest three years from the date of grant and have a term of 10 years, the cost of
these options 15 recognised equally over the vesting period Performance awards are granted to directors
and key employees and are payable in shares of the parent company, these vest at the end of the financial
year of grant

El Lilly and Company Limited adopted FRS 20 for the first time 1n 2006 The 2005 comparative numbers
have been restated to reflect the change 1 accounting policy

The following table 1llustrates the number and weighted average exercise prices (WAEP) of, and
movements n, share options during the year

2006 2006 2005 2005

No WAEP No WAEP

£ £

Qutstanding as at 1 January 2,611,705 3983 2,751,570 3548
Granted during the year 116,960 3230 128,640 2911
Cancelled duning the year (113,516) 3974 (145,182) 3575
Exercised (62,895) 1989  (123,323) 12 64
Outstanding at 31 December 2,552,254 3998 2,611,705 3624
Exercisable at 31 December 1,869,050 4045 1,708,350 3715

All share options included above are 1ssued with a vesting period of three years
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Notes to the financial statements
at 31 December 2006

Share-based payments (continued)

The fair value of equity-settled share options 15 estimated as at the grant date, taking into account the
terms and conditions upon which the options were granted Options 1ssued before 2004 were valued usmg
the Black-Scholes option pricing mode]l Options 1ssued from 2004 onwards are valued using the
Trinommal Lattice approach The following table hists the iputs to the model used for the years ended 31
December 2006 and 31 December 2005

2006 2005
Dividend yield (%) 2 0% 20%
Expected share price volatility 248%-27% 27 6%-30 7%
(%)
Historical volatility (%) 25% 27 8%
Risk free interest rate (%) 46-4 8% 2 5%-4 5%
Expected lie of options (years) 7 years 7 years
Weighted average share price £ 3230 29 11

Ultimate Parent Undertaking and Related Party Transactions

The ultimate parent undertaking 1s Eli Lilly & Company which 1s incorporated n the United States of
Amenca The consolidated financial statements of Eli Lilly & Company are those of the largest group of
which the company 1s a member and for which consolidated financial statements are prepared The
consolidated financial statements can be obtained from Eli Lilly & Company, Lilly Corporate Center,
Indianapols, Indiana, USA

The company has utilised the exemption under Financial Reporting Standard No 8 as a 100% owned
subsidiary undertaking not to disclose transactions with other entities that are part of|, or investees of, the
El Lilly & Company Group
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