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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)
x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2013
or
TRANSITION REPORT PURSUANT TO SECTION 13
OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission File Number: 001-35797
Zoetis Inc.
(Exact name of registrant as specified in its charter)

Delaware 46-0696167

(State or other jurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)

100 Campus Drive, Florham Park, New Jersey 07932

(Address of principal executive offices) (Zip Code)

(973) 822-7000

(Registrant’s telephone number, including area

code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities and Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. x Yes ™ No
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files). x Yes " No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, non-accelerated filer or a
smaller reporting company. See definitions of “large accelerated filer”, “accelerated filer” and “smaller reporting company”
in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ©  Accelerated filer ~ Non-accelerated filer x Smaller reporting company ~
Indicate by check mark whether the registrant is a shell company (as defined in rule 12b-2 of the Exchange Act). " Yes
x No

At August 9, 2013, there were 500,000,000 shares of common stock outstanding.




Edgar Filing: Zoetis Inc. - Form 10-Q




Edgar Filing: Zoetis Inc. - Form 10-Q

Table of Contents
TABLE OF CONTENTS

PART I — FINANCIAL INFORMATION
Item 1. Financial Statements
Condensed Consolidated and Combined Statements of Income
Condensed Consolidated and Combined Statements of Comprehensive Income
Condensed Consolidated and Combined Balance Sheets
Condensed Consolidated and Combined Statements of Equity
Condensed Consolidated and Combined Statements of Cash Flows
Notes to Condensed Consolidated and Combined Financial Statements
Review Report of Independent Registered Public Accounting Firm
Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Item 3. Quantitative and Qualitative Disclosures About Market Risk

Item 4. Controls and Procedures
PART II — OTHER INFORMATION
Item 1. Legal Proceedings

Item
1A.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Item 3. Defaults Upon Senior Securities

Item 4. Mine Safety Disclosures

Item 5. Other Information

Item 6. Exhibits

SIGNATURES

Risk Factors

-

o
aq

(¢)

BHMEEK B BRRRRRO WSS D e




Edgar Filing: Zoetis Inc. - Form 10-Q

Table of Contents

PART I - FINANCIAL INFORMATION
Item 1. Financial Statements

ZOETIS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED STATEMENTS OF INCOME

(UNAUDITED)

Three Months Ended Six Months Ended

June 30, July 1, June 30, July 1,
(MILLIONS OF DOLLARS AND SHARES, EXCEPT PER
SHARE DATA) 2013 2012 2013 2012
Revenue $1,114 $1,094 $2,204 $2,141
Costs and expenses:
Cost of sales® 416 378 818 771
Selling, general and administrative expenses® 399 344 756 682
Research and development expenses@ 95 92 185 194
Amortization of intangible assets® 15 16 30 32
Restructuring charges and certain acquisition-related costs (20 ) 24 (13 ) 49
Interest expense 32 8 54 16
Other (income)/deductions—net (10 ) (20 ) (5 ) (26
Income before provision for taxes on income 187 252 379 423
Provision for taxes on income 59 79 111 138
Net income before allocation to noncontrolling interests 128 173 268 285
Less: Net income attributable to noncontrolling interests — — — 1
Net income attributable to Zoetis Inc. $128 $173 $268 $284
Earnings per share attributable to Zoetis Inc. stockholders:
Basic $0.26 $0.35 $0.54 $0.57
Diluted $0.26 $0.35 $0.54 $0.57
Weighted-average common shares outstanding:
Basic 500.000 500.000 500.000 500.000
Diluted 500.217 500.000 500.164 500.000
Dividends declared per common share $0.065 $— $0.130 $—

Amortization expense related to finite-lived acquired intangible assets that contribute to our ability to sell,
manufacture, research, market and distribute products, compounds and intellectual property is included in
Amortization of intangible assets as these intangible assets benefit multiple business functions. Amortization
expense related to finite-lived acquired intangible assets that are associated with a single function is included in
Cost of sales, Selling, general and administrative expenses or Research and development expenses, as appropriate,
in the condensed consolidated and combined statements of income.

(a)

See notes to condensed consolidated and combined financial statements.
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ZOETIS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED STATEMENTS OF COMPREHENSIVE INCOME
(UNAUDITED)

Three Months Ended  Six Months Ended
June 30, July 1, June 30, July 1,

(MILLIONS OF DOLLARS) 2013 2012 2013 2012

Net income before allocation to noncontrolling interests $128 $173 $268 $285
Other comprehensive income/(loss), net of taxes and reclassification

adjustments®:

Foreign currency translation adjustments, net (33 ) (162 ) (17 ) (128 )
Benefit plans: Actuarial losses, net (1 ) — 3 ) —

Total other comprehensive income/(loss), net of tax (34 ) (162 ) (20 ) (128 )
Comprehensive income before allocation to noncontrolling interests 94 11 248 157

Less: Comprehensive income attributable to noncontrolling interests — — — 1
Comprehensive income attributable to Zoetis Inc. $94 $11 $248 $156

Presented net of reclassification adjustments and tax impacts, which are not significant in any period presented.

(@) Reclassification adjustments related to benefit plans are generally reclassified, as part of net periodic pension cost,
into Cost of sales, Selling, general and administrative expenses, and/or Research and development expenses, as
appropriate, in the condensed consolidated and combined statements of income.

See notes to condensed consolidated and combined financial statements.
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ZOETIS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED BALANCE SHEETS

June 30, December 31,

2013@ 2012@
(MILLIONS OF DOLLARS AND SHARES, EXCEPT PER SHARE DATA) (Unaudited)
Assets
Cash and cash equivalents $369 $317
Accounts receivable, less allowance for doubtful accounts of $34 in 2013 and $49 in

1,137 900
2012
Inventories 1,257 1,345
Current deferred tax assets 92 101
Other current assets 227 201
Total current assets 3,082 2,864
Property, plant and equipment, less accumulated depreciation of $974 in 2013 and

; 1,252 1,241

$1,011 in 2012
Goodwill 982 985
Identifiable intangible assets, less accumulated amortization 834 868
Noncurrent deferred tax assets 54 216
Other noncurrent assets 57 88
Total assets $6,261 $6,262
Liabilities and Equity
Short-term borrowings, including current portion of allocated long-term debt in 2012 $12 $73
Accounts payable 587 319
Accrued compensation and related items 157 194
Income taxes payable 83 30
Dividends payable 33 —
Other current liabilities 449 507
Total current liabilities 1,321 1,123
Long-term debt 3,640 —
Allocated long-term debt — 509
Noncurrent deferred tax liabilities 308 323
Other taxes payable 38 159
Other noncurrent liabilities 131 107
Total liabilities 5,438 2,221
Commitments and contingencies
Business unit equity — 4,183
Stockholders' equity:
Common stock, $0.01 par value: 5,000 authorized, 500 issued and outstanding 5 —
Additional paid-in capital 869 —
Retained earnings 109 —
Accumulated other comprehensive loss (183 ) (157 )
Total Zoetis Inc. equity 800 4,026
Equity attributable to noncontrolling interests 23 15
Total equity 823 4,041
Total liabilities and equity $6,261 $6,262

@ The condensed consolidated balance sheet as of June 30, 2013 has been prepared under a different basis of
presentation than the condensed combined
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balance sheet as of December 31, 2012, which significantly impacts comparability. See Note 3. Basis of
Presentation.

See notes to condensed consolidated and combined financial statements.
31
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ZOETIS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED STATEMENTS OF EQUITY

(UNAUDITED)

Zoetis

Accumulated Equity

Business Additional Other gttrlbutable

Unit Common Paid-in ~ Retained Comprehensive NoncontrollingTotal
(MILLIONS OF DOLLARS)  Equity® Stock® Capital  Earnings Loss Interests Equity
Balance, December 31, 2011 $3,785 $— $— $— $ (65 ) $16 $3,736
Six months ended July 1, 2012
Comprehensive income 284 — — — (128 ) 1 157
Share-based compensation 12 o o o . o D
expense
Dividends declared and paid (62 ) — — — — — (62
Net transfers between Pfizer Inc.
and
noncontrolling interests 1 — — — — (1 ) —
Net transfers—Pfizer Inc. 88 — — — — — 88
Balance, July 1, 2012 $4,108 $— $— $— $ (193 ) $16 $3,931
Balance, December 31, 2012 $4,183 $— $— $— $ (157 ) $15 $4,041
Six months ended June 30, 2013
Comprehensive income 94 — — 174 (20 ) — 248
Share-based compensation 3 o )8 o . . 31
expense
Net transfers—Pfizer Inc. 2711 ) — — — — — 271
Separation adjustments(c) 414 — 34 — 6 ) 8 450
Employee benefit plan o o o o . o
contribution from Pfizer Inc.@
Reclassification of net liability
due to Pfizer Inc.® (60 ) — o o o o (60
Consideration paid to Pfizer Inc.
in
connection with the Separation® — — (3,551 ) — — — (3,551
Issuance of common stock to
Pfizer Inc.
in connection with the
Separation and
reclassification of Business Unit
Equity(® 4,363 ) 5 4,358 — — — —
Dividends declared — — — (65 ) — — (65
Balance, June 30, 2013 $— $5 $ 869 $109 $ (183 ) $23 $823

All amounts associated with Business Unit Equity relate to periods prior to the Separation. See Note 2A. The
@ Separation, Adjustments Associated with the Separation, Senior Notes Offering, Initial Public Offering and
Exchange Offer: The Separation.

®) As of June 30, 2013, there were 500,000,000 outstanding shares of common stock.
(©)
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For additional information, see Note 2B. The Separation, Adjustments Associated with the Separation, Senior
Notes Offering, Initial Public Offering and Exchange Offer: Adjustments Associated with the Separation.

« Represents contributed capital from Pfizer Inc. associated with service credit continuation for certain Zoetis Inc.
employees in Pfizer Inc.'s U.S. qualified defined benefit and U.S. retiree medical plans. See Note 12. Benefit Plans.
Represents the reclassification of the Receivable from Pfizer Inc. and the Payable to Pfizer Inc. from Business Unit

© Equity as of the Separation date. See Note 2A. The Separation, Adjustments Associated with the Separation, Senior
Notes Offering, Initial Public Offering and Exchange Offer: The Separation.

« Reflects the Separation transaction. See Note 2A. The Separation, Adjustments Associated with the Separation,
Senior Notes Offering, Initial Public Offering and Exchange Offer: The Separation.

See notes to condensed consolidated and combined financial statements.
41
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ZOETIS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED STATEMENTS OF CASH FLOWS
(UNAUDITED)

Six Months Ended
June 30, July 1,

(MILLIONS OF DOLLARS) 2013 2012
Operating Activities
Net income before allocation to noncontrolling interests $268 $285
Adjustments to reconcile net income before noncontrolling interests to net cash
provided by operating activities:
Depreciation and amortization expense 102 102
Share-based compensation expense 31 12
Asset write-offs and asset impairments 3 6
Deferred taxes (19 ) (26
Other non-cash adjustments (1 ) (3
Other changes in assets and liabilities, net of acquisitions and divestitures and transfers

. . (115 ) (306
with Pfizer Inc.
Net cash provided by operating activities 269 70
Investing Activities
Purchases of property, plant and equipment (80 ) (55
Acquisitions, net of cash acquired — (1
Cash proceeds from the sale of property, plant and equipment 6 —
Other investing activities — (3
Net cash used in investing activities (74 ) (59
Financing Activities
Increase in short-term borrowings, net 12 —
Proceeds from issuance of long-term debt—senior notes, net of discount and fees 2,624 —
Consideration paid to Pfizer Inc. in connection with the Separation® (2,559 ) —
Cash dividends paid® (33 ) (62
Other net financing activities with Pfizer Inc. (184 ) 80
Net cash (used in)/provided by financing activities (140 ) 18
Effect of exchange-rate changes on cash and cash equivalents 3 ) (2
Net increase in cash and cash equivalents 52 27
Cash and cash equivalents at beginning of period 317 79
Cash and cash equivalents at end of period $369 $106
Supplemental cash flow information
Cash paid during the period for:
Income taxes $26 $147
Interest — 23
Non-cash transactions:
Dividends declared, not paid $33 $—

Zoetis Inc. senior notes transferred to Pfizer Inc. in connection with the Separation® 992 —
Reflects the Separation transaction. Amount is net of the non-cash portion. See Note 2A. The Separation,

@ Adjustments Associated with the Separation, Senior Notes Offering, Initial Public Offering and Exchange Offer:
The Separation.

() Payments to other non-Zoetis Pfizer Inc. entities for the six months ended July 1, 2012.
(©
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Reflects the non-cash portion of the Separation transaction. See Note 2A. The Separation, Adjustments Associated
with the Separation, Senior Notes Offering, Initial Public Offering and Exchange Offer: The Separation.

See notes to condensed consolidated and combined financial statements.
51
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ZOETIS INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS
(UNAUDITED)
1.Organization
Zoetis Inc. (collectively, Zoetis, the company, we, us or our) is a global leader in the discovery, development,
manufacture and commercialization of animal health medicines and vaccines, with a focus on both livestock and
companion animals. We organize and operate our business in four geographic regions: the United States (U.S.);
Europe/Africa/Middle East (EuAfME); Canada/Latin America (CLAR); and Asia/Pacific (APAC).
We market our products in more than 120 countries, including developed markets and emerging markets. Our
revenues are mostly generated in the U.S. and EuAfME. We have a diversified business, marketing products across
eight core species: cattle, swine, poultry, sheep and fish (collectively, livestock) and dogs, cats and horses
(collectively, companion animals); and within five major product categories (anti-infectives, vaccines, parasiticides,
medicated feed additives and other pharmaceuticals).

The Separation, Adjustments Associated with the Separation, Senior Notes Offering, Initial Public Offering and

"Exchange Offer
Pfizer Inc. (Pfizer) formed Zoetis to acquire, own and operate the animal health business of Pfizer. On June 24, 2013,
Pfizer completed an exchange offer resulting in the full separation of Zoetis from Pfizer. For additional information
see E. Exchange Offer.
A.The Separation
In the first quarter of 2013, through a series of steps (collectively, the Separation), Pfizer transferred to us its
subsidiaries holding substantially all of the assets and liabilities of its animal health business. In exchange, we
transferred to Pfizer: (i) all of the issued and outstanding shares of our Class A common stock; (ii) all of the issued
and outstanding shares of our Class B common stock; (iii) $1.0 billion in senior notes (see "Senior Notes Offering"
below); and (iv) an amount of cash equal to substantially all of the net proceeds received in the senior notes offering
(approximately $2.5 billion).
B. Adjustments Associated with the Separation
In connection with the Separation, certain animal health assets and liabilities included in the pre-Separation balance
sheet were retained by Pfizer and certain non-animal health assets and liabilities (not included in the pre-Separation
balance sheet) were transferred to Zoetis. The adjustments to the historical balance sheet of Zoetis (collectively, the
Separation Adjustments) representing approximately $450 million of net liabilities retained by Pfizer, were primarily
related to the following:
The removal of inventories (approximately $74 million), property, plant and equipment (approximately $28 million)
and miscellaneous other net liabilities (approximately $21 million) associated with certain non-dedicated
manufacturing sites that were retained by Pfizer;
The addition of property, plant and equipment (approximately $56 million) associated with a non-dedicated
manufacturing site that was transferred to us by Pfizer (and then leased back to Pfizer under operating leases), and the
removal of the inventory (approximately $46 million) and net other assets (approximately $4 million) at that site as
these assets were retained by Pfizer;
The addition of net benefit plan liabilities (approximately $25 million);
The elimination of (i) noncurrent deferred tax assets (some of which were included within noncurrent deferred tax
liabilities due to jurisdictional netting) related to net operating loss and tax credit carryforwards; (ii) net tax liabilities
associated with uncertain tax positions; (iii) noncurrent deferred tax liabilities related to deferred income taxes on
unremitted earnings; and (iv) other allocated net tax assets, all of which (approximately $49 million in net tax asset
accounts) were retained by Pfizer;
The addition of (i) noncurrent deferred tax assets (approximately $8 million, some of which were included within
noncurrent deferred tax liabilities due to jurisdictional netting) related to net benefit plan liabilities transferred to us by
Pfizer; (ii) noncurrent deferred tax assets (approximately $2 million) related to net operating loss and tax credit
carryforwards; and (iii) noncurrent deferred tax liabilities (approximately $2 million) related to property, plant and
equipment transferred to us by Pfizer;

12
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The elimination of allocated long-term debt (approximately $582 million), allocated accrued interest payable
fapproximately $16 million) and allocated unamortized deferred debt issuance costs (approximately $2 million) that
were retained by Pfizer;

Certain net financial assets retained by Pfizer (approximately $45 million);

The removal of cash (approximately $7 million), inventories (approximately $5 million), property plant and
equipment (approximately $8 million), miscellaneous other assets (approximately $3 million) and other miscellaneous
liabilities (approximately $2 million) associated with non-U.S. Pfizer businesses that did not transfer to us from
Pfizer;

The addition of net receivables from Pfizer (approximately $5 million) associated with certain foreign taxes directly
resulting from certain aspects of the Separation that were the responsibility of Pfizer under the terms of the tax matters
agreement, see Note 7B. Income Taxes: Tax Matters Agreement;

61
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The addition of (i) inventory (approximately $15 million); (ii) net deferred tax assets (approximately $1 million); and
(iii) miscellaneous other assets (approximately $5 million) transferred to us by Pfizer, and the removal of (i) property,
plant and equipment (approximately $2 million); (ii) miscellaneous other liabilities (approximately $57 million), and
(iii) the elimination of prepaid taxes (approximately $4 million) that were retained by Pfizer;

The addition of net benefit plan liabilities (approximately $16 million) associated with certain international

plans that will be transferred from Pfizer to Zoetis in 2014. See Note 12. Benefit Plans.
The Separation Adjustment associated with Accumulated Other Comprehensive Income reflects the accumulated
currency translation adjustment based on the actual legal entity structure of Zoetis.
C.Senior Notes Offering
In connection with the Separation, on January 28, 2013, we issued $3.65 billion aggregate principal amount of our
senior notes (the senior notes offering) in a private placement, with an original issue discount of $10 million. For
additional information, see Note 9D. Financial Instruments: Senior Notes Offering.
D.Initial Public Offering (IPO)
After the Separation, on February 6, 2013, an IPO of 99,015,000 shares of our Class A common stock (including the
exercise of the underwriters' over-allotment option) at a price of $26.00 per share was completed. Pfizer retained the
net proceeds from the IPO.
Immediately following the PO, there were 99,015,000 outstanding shares of Class A common stock and 400,985,000
outstanding shares of Class B common stock. The rights of the holders of Class A common stock and Class B
common stock are identical, except with respect to voting and conversion rights. Following the IPO, Pfizer owned all
of the outstanding shares of our Class B Common Stock, all of which was converted to Class A common stock in
connection with the Exchange Offer. See E. Exchange Offer. There are no longer any shares of our Class B Common
Stock outstanding.
In connection with the IPO, we entered into certain agreements that provide a framework for an ongoing relationship
with Pfizer. For additional information, see Note 17B. Transactions and Agreements with Pfizer: Agreements with
Pfizer.
E.Exchange Offer
On May 22, 2013, Pfizer announced an exchange offer whereby Pfizer shareholders could exchange a portion of
Pfizer common stock for Zoetis common stock. The exchange offer was completed on June 24, 2013, resulting in the
full separation of Zoetis and the disposal of Pfizer's entire ownership and voting interest in Zoetis.
3.Basis of Presentation
The accompanying unaudited condensed consolidated and combined financial statements were prepared following the
requirements of the Securities and Exchange Commission (SEC) for interim reporting. As permitted under those rules,
certain footnotes or other financial information that are normally required by accounting principles generally accepted
in the United States of America (U.S. GAAP) can be condensed or omitted. Balance sheet amounts and operating
results for subsidiaries operating outside the U.S. are as of and for the three and six-month periods ended May 26,
2013 and May 27, 2012.
Revenues, expenses, assets and liabilities can vary during each quarter of the year. Therefore, the results and trends in
these interim financial statements may not be representative of those for the full year.
We are responsible for the unaudited condensed consolidated and combined financial statements included in this Form
10-Q. The condensed consolidated and combined financial statements include all normal and recurring adjustments
that are considered necessary for the fair presentation of our financial position and operating results. The information
included in this interim report should be read in conjunction with the combined financial statements and
accompanying notes included in the Company’s 2012 Annual Report on Form 10-K.
A.Basis of Presentation Prior to the Separation
Prior to the Separation, the combined financial statements were derived from the consolidated financial statements and
accounting records of Pfizer and included allocations for direct costs and indirect costs attributable to the operations of
the animal health business of Pfizer. The pre-Separation financial statements and activities do not purport to reflect
what the results of operations, comprehensive income/(loss), financial position, equity or cash flows would have been
had we operated as a standalone public company during the period presented.

14
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The condensed combined statements of income for the three and six months ended July 1, 2012 and the
pre-Separation period in the condensed consolidated statement of income include allocations from certain support
functions (Enabling Functions) that are provided on a centralized basis within Pfizer, such as expenses for business
.technology, facilities, legal, finance, human resources, and, to a lesser extent, business development, public affairs
and procurement, among others, as Pfizer does not routinely allocate these costs to any of its business units. These
allocations are based on either a specific identification basis or, when specific identification is not practicable,
proportional allocation methods (e.g., using third-party sales, headcount, etc.), depending on the nature of the
services.

Costs associated with business technology, facilities and human resources were allocated primarily using proportional
allocation methods and, for legal and finance, primarily using specific identification. In all cases, for support function
costs where proportional allocation methods were used, we determined whether the costs are primarily influenced by
headcount (such as a significant majority of facilities and human resources costs) or by the size of the business (such
as most business technology costs), and we also

71
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determined whether the associated scope of those services provided are global, regional or local. Based on those
analyses, the costs were allocated based on our share of worldwide revenues, domestic revenues, international
revenues, regional revenues, country revenues, worldwide headcount, country headcount or site headcount, as
appropriate.

As a result, costs associated with business technology and legal that were not specifically identified were mostly
allocated based on revenue drivers and, to a lesser extent, based on headcount drivers; costs associated with finance
that were not specifically identified were all allocated based on revenue drivers; and costs associated with facilities
and human resources that were not specifically identified were predominantly allocated based on headcount drivers.
The condensed combined statement of income for the three and six months ended July 1, 2012 and the pre-Separation
period in the condensed consolidated statement of income include allocations of certain manufacturing and supply
costs incurred by manufacturing plants that are shared with other Pfizer business units, Pfizer’s global external supply
group and Pfizer’s global logistics and support group (collectively, Pfizer Global Supply, or PGS). These costs may
include manufacturing variances and changes in the standard costs of inventory, among others, as Pfizer does not
routinely allocate these costs to any of its business units. These allocations are based on either a specific identification
basis or, when specific identification is not practicable, proportional allocation methods, such as animal health
identified manufacturing costs, depending on the nature of the costs.

The condensed combined statement of income for the three and six months ended July 1, 2012 and the pre-Separation
period in the condensed consolidated statement of income also include allocations from the Enabling Functions and
PGS for restructuring charges, integration costs, additional depreciation associated with asset restructuring and
tmplementation costs, as Pfizer does not routinely allocate these costs to any of its business units. For additional
information about allocations of restructuring charges and other costs associated with acquisitions and
cost-reduction/productivity initiatives, see Note 5. Restructuring Charges and Other Costs Associated with
Acquisitions and Cost-Reduction/Productivity Initiatives.

The condensed combined statement of income for the three and six months ended July 1, 2012 and the pre-Separation
period in the condensed consolidated statement of income include an allocation of share-based compensation expense
and certain other compensation expense items, such as certain fringe benefit expenses, maintained on a centralized
basis within Pfizer, as Pfizer does not routinely allocate these costs to any of its business units. For additional
information about allocations of share-based payments, see Note 13. Share-Based Payments.

The condensed combined balance sheet as of December 31, 2012 reflects all of the assets and liabilities of Pfizer that
are either specifically identifiable or are directly attributable to Zoetis and its operations. For benefit plans, the
combined balance sheets only include the assets and liabilities of benefit plans dedicated to animal health employees.
For debt, see below.

The condensed combined balance sheet as of December 31, 2012 includes an allocation of long-term debt from Pfizer
that was issued to partially finance the acquisition of Wyeth (including Fort Dodge Animal Health (FDAH)). The debt
and associated interest-related expenses, including the effect of hedging activities, have been allocated on a pro-rata
basis using the deemed acquisition cost of FDAH as a percentage of the total acquisition cost of Wyeth. No other
allocations of debt have been made as none are specifically related to our operations.

The allocated expenses from Pfizer include the items noted below for the pre-Separation period in 2013 and the first
six months of 2012.

Enabling Functions operating expenses—$11 million in 2013 and $152 million in 2012 ($1 million in Cost of sales in
2012; $11 million and $123 million in Selling, general and administrative expenses in 2013 and 2012, respectively;
and $28 million in Research and development expenses in 2012).

PGS manufacturing costs—approximately $12 million in 2012 (in Cost of sales).

Restructuring charges and certain acquisition-related costs—$35 million in 2012 (in Restructuring charges and certain
acquisition-related costs).

Other costs associated with cost reduction/productivity initiatives—additional depreciation associated with asset
restructuring—3$2 million in 2013 (in Selling, general and administrative expenses) and $9 million in 2012 (in Research
and development expenses).

16
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Other costs associated with cost reduction/productivity initiatives—implementation costs—$1 million in 2013 and $2
million in 2012 (in Selling, general and administrative expenses).

Share-based compensation expense—approximately $3 million in 2013 and $17 million in 2012 ($1 million
and $3 million in Cost of sales in 2013 and 2012, respectively; $2 million and $11 million in Selling,
general and administrative expenses in 2013 and 2012, respectively; and $3 million in Research and
development expenses in 2012).

Compensation-related expenses—approximately $1 million in 2013 and $11 million in 2012 ($3 million in Cost of sales
¢n 2012; $1 million and $5 million in Selling, general and administrative expenses in 2013 and 2012, respectively; and
$3 million in Research and development expenses in 2012).

{nterest expense—approximately $2 million in 2013 and $16 million in 2012.

The income tax provision in the condensed combined statement of income was calculated as if Zoetis filed a separate
return.

Management believes that the allocations are a reasonable reflection of the services received or the costs incurred on
behalf of Zoetis and its operations and that the condensed combined statement of income for the three and six months
ended ended July 1, 2012 and the pre-Separation period in the condensed consolidated statement of income for the six

months ended June 30, 2013.

81
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Prior to the Separation, we participated in Pfizer's centralized cash management system and generally all excess cash
was transferred to Pfizer on a daily basis. Cash disbursements for operations and/or investing activities were funded as
needed by Pfizer. We had also participated in Pfizer's centralized hedging and offsetting programs. As such, in the
combined statement of income for the three and six months ended July 1, 2012, we include the impact of Pfizer's
derivative financial instruments used for offsetting changes in foreign currency rates, net of the related foreign
exchange gains and losses for the portion that is deemed to be associated with the animal health operations. Such
gains and losses were not material to the combined financial statement for the periods presented.

As of December 31, 2012, all balances and transactions among Zoetis and Pfizer and its subsidiaries, which can
include dividends as well as other activities, are shown in Business unit equity in the combined balance sheet. As the
books and records of Zoetis were not kept on a separate company basis, the determination of the average net balance
due to or from Pfizer is not practicable.

B.Basis of Presentation After the Separation

The unaudited condensed consolidated financial statements as of and for the three and six months ended June 30, 2013
comprise the following: (i) the results of operations, comprehensive income, and cash flow amounts for the period
prior to the Separation (see above), which includes allocations for direct costs and indirect costs attributable to the
operations of the animal health business; and (ii) the amounts for the period after the Separation, which reflect the
results of operations, comprehensive income, financial position, equity and cash flows resulting from our operation as
a standalone public company.

The income tax provision prepared after the Separation is based on the actual legal entity structure of Zoetis, with
certain accommodations pursuant to a tax matters agreement. For additional information, see Note 17B. Transactions
and Agreements with Pfizer: Agreements with Pfizer.

4.Significant Accounting Policies

A.New Accounting Standards

There were no new accounting standards adopted during the first half of 2013.

B.Fair Value

Our fair value methodologies depend on the following types of inputs:

Quoted prices for identical assets or liabilities in active markets (Level 1 inputs).

Quoted prices for similar assets or liabilities in active markets or quoted prices for identical or similar assets or
liabilities in markets that are not active or are directly or indirectly observable (Level 2 inputs).

Unobservable inputs that reflect estimates and assumptions (Level 3 inputs).

A single estimate of fair value can result from a complex series of judgments about future events and uncertainties and
can rely heavily on estimates and assumptions.

5.Restructuring Charges and Other Costs Associated with Acquisitions and Cost-Reduction/Productivity Initiatives
We incurred significant costs in connection with Pfizer’s cost-reduction initiatives (several programs initiated since
2005), and the acquisitions of Fort Dodge Animal Health (FDAH) on October 15, 2009 and King Animal Health
(KAH) on January 31, 2011.

For example:

in connection with the cost-reduction/productivity initiatives, we typically incur costs and charges associated with site
closings and other facility rationalization actions, workforce reductions and the expansion of shared services,
including the development of global systems; and

in connection with our acquisition activity, we typically incur costs and charges associated with executing the
transactions, integrating the acquired operations, which may include expenditures for consulting and the integration of
systems and processes, and restructuring the consolidated company, which may include charges related to employees,
assets and activities that will not continue in the consolidated company.

All operating functions can be impacted by these actions, including sales and marketing, manufacturing and research
and development, as well as functions such as business technology, shared services and corporate operations.

In the fourth quarter of 2012, when we were a business unit of Pfizer, we announced a restructuring plan related to our
operations in Europe. In connection with these actions, we recorded a pre-tax charge of $27 million to recognize
employee termination costs. As a result of becoming a standalone public company (no longer being a majority owned
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subsidiary of Pfizer) and related economic consideration, we revisited this restructuring action and decided to no
longer implement this restructuring plan. As such, we reversed the existing reserve of $27 million in the second
quarter of 2013.
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The components of costs incurred in connection with our acquisitions and restructuring initiatives follow:
Three Months Ended Six Months Ended

June 30, July 1, June 30, July 1,

(MILLIONS OF DOLLARS) 2013 2012 2013 2012
Restructuring charges and certain acquisition-related costs:
Integration costs® $10 $5 $14 $9
Restructuring charges (benefits)®:
Employee termination costs (30 ) 1 (27 ) 3
Asset impairment charges — 1 — 1
Exit costs — — — 1
Total direct (20 ) 7 (13 ) 14
Integration costs® — 7 — 12
Restructuring charges®:
Employee termination costs — 9 — 14
Asset impairment charges — 1 — 8
Exit costs — — — 1
Total allocated — 17 — 35
Total Restructuring charges and certain acquisition-related (20 ) 24 (13 ) 49
costs
Other costs associated with cost-reduction/productivity
initiatives:
Additional depreciation associated with asset

. . 1 2 1 5
restructuring—diréex
Additional depreciation associated with asset o L ) 9

restructuring—allocattd

Implementation costs—allocatétl — 1 1 2

Total costs associated with acquisitions and

cost-reduction/productivity initiatives 819 ) $27 O ) $65

@ Integration costs represent external, incremental costs directly related to integrating acquired businesses and

primarily include expenditures for consulting and the integration of systems and processes.

The restructuring benefit for the three and six months ended June 30, 2013 is related to the reversal of certain

®) employee termination expenses associated with our operations in Europe and the restructuring charges for the three
and six months July 1, 2012 are primarily related to the integration of FDAH and KAH.

The direct charges are associated with the following:

For the three months ended June 30, 2013— Manufacturing/research/corporate ($30 million income).

For the six months ended June 30, 2013— Manufacturing/research/corporate ($27 million income).

For the three months ended July 1, 2012—U.S. ($3 million), EuAfME ($1 million), and

manufacturing/research/corporate ($2 million income).

For the six months ended July 1, 2012—U.S. ($3 million), EuAfME ($1 million income), CLAR ($1 million), and

manufacturing/research/corporate ($2 million).
Additional depreciation associated with asset restructuring represents the impact of changes in the estimated lives
of assets involved in restructuring actions. For the three months ended June 30, 2013, included in Cost of sales ($1

© million). For the six months ended June 30, 2013, included in Cost of sales ($1 million) and Selling, general and
administrative expenses ($2 million). For the three months ended July 1, 2012, included in Cost of sales ($2
million). For the six months ended July 1, 2012, included in Cost of sales ($5 million) and Research and
development expenses ($9 million).

@ Tmplementation costs—allocated represent external, incremental costs directly related to implementing cost
reduction/productivity initiatives, and primarily include expenditures related to system and process standardization
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and the expansion of shared services. Included in Selling, general and administrative expenses.
The components of and changes in our direct restructuring accruals follow:
Employee Asset
Termination Impairment  Exit

(MILLIONS OF DOLLARS) Costs Charges Costs Accrual
Balance, December 31, 2012® $68 $— $6 $74
Provision/(Benefit) 2