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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
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Portions of the registrant’s Proxy Statement for the 2014 Annual Meeting of Shareholders to be held on May 13, 2014
(hereinafter referred to as the “2014 Proxy Statement”) are incorporated into Parts II and III of this Form 10-K.
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PART I
Item 1. Business.
Overview
Zoetis Inc. 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 market a diverse range of
products across four regions: the United States, Europe/Africa/Middle East, Canada/Latin America and Asia/Pacific;
eight core species: the livestock species of cattle, swine, poultry, sheep and fish, and the companion animal species of
dogs, cats and horses; and five major product categories: anti-infectives, vaccines, parasiticides, medicated feed
additives and other pharmaceutical products. For more than 60 years, as a business unit of Pfizer Inc. (Pfizer), and
now as an independent public company, we have been committed to enhancing the health of animals and bringing
solutions to our customers who raise and care for them.
We were incorporated in Delaware in July 2012. The address of our principal executive offices is 100 Campus Drive,
Florham Park, New Jersey 07932. Unless the context requires otherwise, references to “Zoetis,” “the company,” “we,” “us” or
“our” in this Annual Report on Form 10-K for the fiscal year ended December 31, 2013 (2013 Annual Report) refer to
Zoetis Inc., a Delaware corporation, and its subsidiaries. In addition, unless the context requires otherwise, references
to “Pfizer” in this 2013 Annual Report refer to Pfizer Inc., a Delaware corporation, and its subsidiaries. Unless the
context requires otherwise, statements relating to our history, for periods prior to the initial public offering (IPO),
describe the history of Pfizer’s animal health business unit, although it is important to note that the net assets,
operations and cash flows of Zoetis are not the same as the historical net assets, operations and cash flows of Pfizer's
animal health operating segment.
On February 1, 2013, our Class A common stock began trading on the New York Stock Exchange (NYSE) under the
symbol “ZTS.” On February 6, 2013, an IPO of our Class A common stock was completed, which represented
approximately 19.8% of our total outstanding shares. Prior to and in connection with the IPO, we completed a $3.65
billion senior notes offering (senior notes offering) and Pfizer transferred to us substantially all of the assets and
liabilities of their animal health business. We did not receive any of the proceeds from the IPO. We paid an amount of
cash equal to substantially all of the net proceeds that we received in the senior notes offering to Pfizer prior to the
completion of the IPO. In addition, immediately prior to the completion of the IPO, we and Pfizer entered into certain
agreements that provide a framework for our ongoing relationship with Pfizer. On June 24, 2013, an exchange offer
was completed, whereby Pfizer shareholders exchanged a portion of Pfizer common stock for Zoetis common stock,
resulting in the full separation of Zoetis and the disposal of Pfizer's entire ownership and voting interest in Zoetis. We
refer to the transactions to separate our business from Pfizer, as described here and elsewhere in this 2013 Annual
Report, as the “Separation.” For additional information, see Notes to Consolidated and Combined Financial
Statements—Note 2. The Separation, Adjustments Associated with the Separation, Senior Notes Offering, Initial Public
Offering and Exchange Offer.
Operating Segments 
The animal health medicines and vaccines market is characterized by meaningful differences in customer needs across
different regions. This is due to a variety of factors, including:
•economic differences, such as standards of living in developed markets as compared to emerging markets;

•cultural differences, such as dietary preferences for different animal proteins, pet ownership preferences and pet carestandards;
•epidemiological differences, such as the prevalence of certain bacterial and viral strains and disease dynamics;

•treatment differences, such as utilization of different types of medicines and vaccines, in particular high-technologyproducts;
•environmental differences, such as seasonality, climate and the availability of arable land and fresh water; and
•regulatory differences, such as standards for product approval and manufacturing.
As a result of these differences, among other things, we organize and operate our business in four segments: the
United States, Europe/Africa/Middle East, Canada/Latin America and Asia/Pacific. Within each of these operating
segments, we offer a diversified product portfolio for both livestock and companion animal customers so that we can
capitalize on local trends and customer needs. Our operating segments are:
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•United States with revenue of $1,902 million, or 42% of total revenue for the year ended December 31, 2013.

•
Europe/Africa/Middle East with revenue of $1,168 million, or 25% of total revenue for the year ended December 31,
2013. Key developed markets in this segment include France, Germany and the United Kingdom. Key emerging
markets in this segment include Russia, South Africa and Turkey.

•Canada/Latin America with revenue of $778 million, or 17% of total revenue for the year ended December 31, 2013.The developed market in this segment is Canada. Key emerging markets in this segment include Brazil and Mexico.

•
Asia/Pacific with revenue of $713 million, or 16% of total revenue for the year ended December 31, 2013. Key
developed markets in this segment include Australia, Japan and New Zealand. Key emerging markets in this segment
include China, India and Thailand.

1 |
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Our 2013 reported revenue for the U.S. and top ten non-U.S. markets, based on total revenue, is as follows:

US Brazil Canada AustraliaUK France GermanyJapan Italy Spain China
Livestock 55% 85% 61% 60% 57% 65% 60% 51% 62% 75% 87%
Companion
Animal 45% 15% 39% 40% 43% 35% 40% 49% 38% 25% 13%

% of 2013 reported revenue
For additional information regarding our performance in each of these operating segments and the impact of foreign
exchange rates, see Management's Discussion and Analysis of Financial Condition and Results of Operations and
Notes to Consolidated and Combined Financial Statements—Note 18A. Segment, Geographic and Other Revenue
Information—Segment Information.
Products
Since the inception of our business, we have focused on developing a broad portfolio of animal health products. We
refer to a single product in all brands or its dosage forms for all species as a product line. We have comprehensive
product lines for both livestock and companion animals across each of our major product categories.
Our livestock products primarily help prevent or treat diseases and conditions to enable the cost-effective production
of safe, high-quality animal protein. Human population growth and increasing standards of living are important
long-term growth drivers for our livestock products in three major ways. First, population growth and increasing
standards of living drive increased demand for improved nutrition, particularly animal protein. Second, population
growth leads to increased natural resource constraints driving a need for enhanced productivity. Finally, as standards
of living improve, there is increased focus on food safety. Livestock products represented approximately 64% of our
revenue for the year ended December 31, 2013.
Our companion animal products improve the quality of and extend the life of pets, increase convenience and
compliance for pet owners and help veterinarians improve the quality of care they provide. Growth in the companion
animal medicines and vaccines sector is driven by economic development and related increases in disposable income,
increasing pet ownership, companion animals living longer, increasing medical treatment of companion animals and
advances in animal health medicines and vaccines. Companion animal products represented approximately 36% of our
revenue for the year ended December 31, 2013.
Our major product categories are:
•anti-infectives: products that prevent, kill or slow the growth of bacteria, fungi or protozoa;

•vaccines: biological preparations that help prevent diseases of the respiratory, gastrointestinal and reproductive tractsor induce a specific immune response;
•parasiticides: products that prevent or eliminate external and internal parasites such as fleas, ticks and worms;
•medicated feed additives: products added to animal feed that provide medicines to livestock; and

•other pharmaceutical products: pain and sedation, oncology, antiemetic, allergy and dermatology; and reproductiveproducts.

2 |
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Our remaining revenue is derived from other product categories, such as nutritionals and agribusiness, as well as
products and services in complementary areas, including diagnostics, genetics, devices, dairy data management,
e-learning and professional consulting.
As part of our growth strategy, through our R&D group, we focus on both product lifecycle development and new
chemical and biological entities. Historically, a substantial portion of our products and revenue has been the result of
product lifecycle development. For example, the first product in our ceftiofur line was an anti-infective approved for
treating bovine respiratory disease (BRD) in cattle that was administered via intramuscular injection. Through
follow-on studies and reformulations, we have expanded the product line into additional cattle claims and
administration routes, as well as other species and regions. The ceftiofur product line currently includes the brands
Excede, Excenel RTU, Excenel RTU EZ, Excenel, Naxcel and Spectramast.
Examples of our first-in-class and/or best-in-class products that we have launched in the past ten years and products
that we believe may represent platforms for future product lifecycle development include:

•

Improvac/Improvest/Vivax, a protein product that works like an immunization, is currently the only product that
provides a safe and effective alternative to physical castration to manage unpleasant aromas that can occur when
cooking pork; launched in Australia and New Zealand in 2004, in Brazil in 2007, in certain European countries
beginning in 2008, and in the United States in 2011;

•Convenia, the first single-injection anti-infective for common bacterial skin infections in cats and dogs, launched in2006;
•Palladia, the first drug to be approved by the FDA for treating cancer in dogs, launched in 2009;

•
InforceTM3, the first and only respiratory vaccine for cattle that prevents respiratory disease caused by bovine
respiratory syncytial virus (BRSV) while also aiding in the prevention of infectious bovine rhinotracheitis (IBR) and
parainfluenza3 (PI3), launched in 2010; and

•

Apoquel, the first Janus kinase inhibitor for use in veterinary medicine, approved for the control of pruritus associated
with allergic dermatitis and the control of atopic dermatitis in dogs at least 12 months of age, successfully completed
its early experience program in the United States late in 2013, and fully launched in the United States, United
Kingdom, Austria and Germany in January 2014; other market launches will follow.
We pursue the development of new vaccines for emerging infectious diseases, with an operating philosophy of “first to
know and fast to market.” Examples of the successful execution of this strategy include the first equine vaccine for
West Nile virus in the United States and European Union, the first swine vaccine for pandemic H1N1 influenza virus
in the United States and the first conditionally licensed vaccine to help reduce disease caused by the Georgia 08
variant of infectious bronchitis virus (IBV) in poultry.
In 2013, our top selling product line, the ceftiofur line, contributed approximately 7% of our revenue. The ceftiofur
line and our next two top selling products, Revolution and Draxxin, contributed approximately 20% of our revenue.
Our top ten product lines contributed 39% of our revenue. Our product lines and products that represented
approximately 1% or more of our revenue in 2013 are as follows:

3 |
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Livestock products

Product line/ product Description Primary species

Anti-infectives

Ceftiofur injectable line

Broad-spectrum cephalosporin antibiotic active against gram-positive
and gram-negative bacteria, including ß-lactamase-producing strains,
with some formulations producing a single course of therapy in one
injection

Cattle, sheep,
swine

Draxxin
Single-dose low-volume antibiotic for the treatment and prevention of
bovine and swine respiratory disease, infectious bovine
keratoconjunctivitis and bovine foot rot

Cattle, swine

Spectramast Aids in preventing and treating mastitis, delivered via intramammary
administration; same active ingredient as the ceftiofur line Cattle

Terramycin Antibiotic for the treatment of susceptible infections Cattle, poultry,
sheep, swine

Vaccines

Bovishield®  line

Aids in preventing diseases, including infectious bovine rhinotracheitis
(IBR), bovine viral diarrhea (BVD) Types 1 and 2, parainfluenza3 (PI3),
bovine respiratory syncytial virus (BRSV), Leptospira
borgpetersenii, L. pomona, L. grippotyphosa, L. canicola and L.
icterohaemorrhagiae, depending on formulation

Cattle

Improvac / Improvest /
Vivax Reduces boar taint, as an alternative to surgical castration Swine

RespiSure® line Aids in preventing chronic pneumonia caused by Mycoplasma
hyopneumoniae Swine

Rispoval® line
Aids in preventing three key viruses involved in cattle
pneumonia-BRSV, PI3 and BVD-as well as other respiratory diseases,
depending on formulation

Cattle

Suvaxyn® PCV / Fostera™
PCV Aids in preventing porcine circovirus Swine

Parasiticides

Cydectin
Injectable or pour-on endectocide to treat and control internal and
external cattle parasites, including gastrointestinal roundworms,
lungworms, cattle grubs, mites and lice

Cattle, sheep

Dectomax
Injectable or pour-on endectocide, characterized by extended duration
of activity, for the treatment and control of internal and external
parasite infections

Cattle, swine

Medicated Feed Additives

Aureomycin Provides livestock producers control, treatment and convenience
against a wide range of respiratory, enteric and reproductive diseases

Cattle, poultry,
sheep, swine

BMD Aids in preventing and controlling enteritis; and increases rate of
weight gain and improves feed efficiency in poultry and swine Poultry, swine

Lasalocid line Controls coccidiosis in poultry (Avatec) and cattle (Bovatec) and for
increased rate of weight gain and improved feed efficiency in cattle Poultry, cattle

Lincomycin line Swine, poultry
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Controls necrotic enteritis, increases rate of weight gain and improves
feed efficiency in broiler chickens; treatment of dysentery (bloody
scours), control of ileitis, treatment/reduction in severity of
mycoplasmal pneumonia, increases weight gain in swine

Other

Embrex® devices Devices for enhancing hatchery operations efficiency through in
ovo detection and vaccination Poultry

Lutalyse For estrus control or in the induction of parturition or abortion Cattle, swine

Orbeseal / Teatseal Non-antibiotic intramammary infusion that prevents new
intramammary infections in dairy cattle Cattle

4 |
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Companion animal products

Product line/ product Description Primary species

Anti-infectives

Clavamox / Synulox A broad-spectrum antibiotic and the first and only potentiated penicillin
approved for use in dogs and cats Cats, dogs

Convenia Anti-infective for the treatment of common bacterial skin infections that
provides a course of treatment in a single injection Cats, dogs

Vaccines

Vanguard® L4 (4-way
Lepto)

Compatible with the Vanguard line and helps protect against leptospirosis
caused by Leptospira canicola, L. grippotyphosa, L.
icterohaemorrhagiae and L. pomona

Dogs

Vanguard line

Aids in preventing canine distemper caused by canine distemper virus,
infectious canine hepatitis caused by canine adenovirus type 1, respiratory
disease caused by canine adenovirus type 2, canine parainfluenza caused by
canine parainfluenza virus and canine parvoviral enteritis caused by canine
parvovirus

Dogs

Parasiticides

Revolution /
Stronghold

An antiparasitic for protection against fleas, heartworm and ear mites in cats
and dogs; canine sarcoptic mites and American ticks for dogs and
roundworms and hookworms for cats

Cats, dogs

ProHeart Aids in preventing heartworm infestation Dogs

Other

Cerenia An oral or injectable medication that prevents vomiting due to motion
sickness in dogs Dogs

Rimadyl
For the relief of pain and inflammation associated with osteoarthritis and for
the control of postoperative pain associated with soft tissue and orthopedic
surgeries

Dogs

International Operations
We directly market our products in approximately 70 countries across North America, Europe, Africa, Asia, Australia
and South America, and our products are sold in more than 120 countries. Operations outside of the United States
accounted for 58% of our total revenue for the year ended December 31, 2013. Through our efforts to establish an
early and direct presence in many emerging markets, such as Brazil, China and India, emerging markets contributed
26% of our revenue for the year ended December 31, 2013.
Our international businesses are subject, in varying degrees, to a number of risks inherent in carrying on business in
other countries. These include, among other things, currency fluctuations, capital and exchange control regulations,
expropriation and other restrictive government actions. See Item 1A. Risk Factors— Risks related to our international
operations.
Sales and Marketing
Our sales organization includes sales representatives and technical and veterinary operations specialists. In markets
where we do not have a direct commercial presence, we generally contract with distributors that provide logistics and
sales and marketing support for our products.
Our sales representatives visit our customers, including veterinarians and livestock producers, to inform, promote and
sell our products and services. Our technical and veterinary operations specialists provide scientific consulting focused
on disease management and herd management, training and education on diverse topics, including responsible product
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use, and generally have advanced veterinary medicine degrees. These direct relationships with customers allow us to
understand the needs of our customers. Additionally, our sales representatives and technical and veterinary operations
specialists partner with customers to provide training and support in areas of disease awareness and treatment
protocols, including through the use of our products. As a result of these relationships, our sales and consulting visits
are typically longer, more meaningful and provide us with better access to customer decision makers as compared to
human health. As of December 31, 2013, our sales organization consisted of approximately 3,500 employees.
Our livestock and companion animal products are primarily available by prescription through a veterinarian. On a
more limited basis, in certain markets, we sell certain products through local agricultural and farming retail outlets,
pharmacies and pet stores. We also market our products by advertising to veterinarians, livestock producers and pet
owners.
Customers
We sell our livestock products directly to a diverse set of livestock producers, including beef and dairy farmers as well
as pork, poultry and aquaculture operations, and to veterinarians, third-party veterinary distributors and retail outlets
that typically then sell the products to livestock producers. We primarily sell our companion animal products to
veterinarians or to third-party veterinary distributors that typically then sell our products to veterinarians, and in each
case veterinarians then typically sell our products to pet owners. Our two largest customers, both distributors,
represented approximately 11% and 6%, respectively, of our revenue for the year ended December 31, 2013, and no
other customer represented more than 4% of our revenue for the same period.

5 |
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Research and Development
Our research and development (R&D) operations are comprised of a dedicated veterinary medicine R&D
organization, research alliances and other operations focused on the development or registration of our products. We
spent $399 million in 2013, $409 million in 2012 and $427 million in 2011 on R&D.
While the development of new chemical and biological entities through new product R&D continues to play an
important role in our growth strategies, the majority of our R&D investment is focused on product lifecycle
development. New product R&D leverages discoveries of agribusiness, academia, and other pharmaceutical and
biotechnology R&D organizations. Our product lifecycle development leverages our existing product portfolio to
expand our product lines by adding new species or claims, achieving approvals in new countries and creating new
combinations and reformulations. Two factors -- the allocation of our R&D investment between product lifecycle
development and new product research and development, and our ability to leverage both the discoveries of other
industries and of our existing R&D -- generally leads to a cost-effective, efficient, sustainable and relatively
predictable R&D process. In addition, our other R&D activities include the development of branded generic products,
genetics and diagnostics, as well as biodevices and engineering investments for in ovo applications.
We prioritize our R&D spending on an annual basis with the goal of alignment of research and business objectives
and do not disaggregate our R&D operations by research stage or by therapeutic area for purposes of managing our
business. We make our strategic investments in R&D based on four criteria: strategic fit and importance to our current
portfolio; technical feasibility of development and manufacture; return on investment; and the needs of customers and
the market. A centralized portfolio management function links development plans with financial systems to build a
comprehensive view of the status of project progression and spend without a focus on spending by research stage or
by therapeutic area. This comprehensive view facilitates our ability to set targets for project timing and goals for
investment efficiency.
Prior to the IPO, we entered into a R&D collaboration and license agreement with Pfizer pursuant to which we will
maintain access to Pfizer's proprietary compound library and database to develop new products, subject to certain
restrictions. See Item 13. Certain Relationships and Related Transactions, and Director Independence—Relationship
with Pfizer—Research and development collaboration and license agreement. In addition, we are pursuing opportunities
to enter into collaboration agreements and external alliances with other parties.
As of December 31, 2013, we employed approximately 1,100 employees in our global R&D operations. Our R&D
headquarters is located in Kalamazoo, Michigan. We have R&D operations co-located with manufacturing sites in
Melbourne, Australia; Louvain-la-Neuve, Belgium; Guarulhos, Brazil; Olot, Spain; Charles City, Iowa, U.S. and
Lincoln, Nebraska, U.S. We co-locate R&D operations with manufacturing sites to facilitate the efficient transfer of
production processes from our laboratories to manufacturing. In addition, we maintain R&D operations in Zaventem,
Belgium; São Paulo, Brazil; Mumbai, India; and College Park, Maryland, U.S. and Durham, North Carolina, U.S. As
part of the Separation, Pfizer conveyed to us its interest in each of these R&D facilities, with the exception of our
Mumbai, India facility, which we expect Pfizer to transfer to us for agreed upon cash consideration, and, in the
interim, we lease the facility from Pfizer. See Item 13. Certain Relationships and Related Transactions, and Director
Independence—Relationship with Pfizer—Mumbai, India interim lease agreement. Each site is designed to meet the
regulatory requirements for working with chemical or infectious disease agents.
Many of our research programs involve an external partnership, often with funding from a non-governmental
organization or a government grant. We are generally responsible for providing technical direction and supplemental
direct and indirect expertise in, as well as investment for, such external partnerships. Depending on the nature of the
agreement, we may act as the commercialization partner for discoveries that originate during the period of
collaborative research, or we may own or have exclusive rights to any intellectual property that enables the
development of proprietary products or models.
Manufacturing and Supply Chain
Our products are manufactured at both sites operated by us and sites operated by third-party contract manufacturing
organizations, which we refer to as CMOs. We have a global manufacturing network of 28 sites, which utilizes
centralized oversight of a system of 13 “anchor” and 15 “satellite” manufacturing sites to maximize cost efficiencies.
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In connection with the separation from Pfizer (the Separation), 29 manufacturing sites were transferred to us. These 29
sites consisted of all of the sites operated by Pfizer that, immediately prior to the Separation, predominantly
manufactured animal health products. See Item 13. Certain Relationships and Related Transactions, and Director
Independence—Relationship with Pfizer—Master manufacturing and supply agreements.
Since the Separation, we have exited the Hannibal, Missouri site and are in the process of exiting the Victoria, British
Columbia, Canada site, both of which are leased facilities.
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Our global manufacturing network is comprised of the following sites:
Anchor Sites Satellite Sites
Site Location Site Location
Catania Italy Campinas Brazil
Charles City Iowa, U.S. Durham North Carolina, U.S.
Chicago Heights Illinois, U.S. Eagle Grove Iowa, U.S.
Guarulhos(1) Brazil Hsinchu Taiwan
Haridwar India Laurinburg North Carolina, U.S.
Jilin(2) China Longmont Colorado, U.S.
Kalamazoo(3) Michigan, U.S. Medolla Italy
Lincoln Nebraska, U.S. Salisbury Maryland, U.S.
Louvain-la-Neuve Belgium San Diego California, U.S.
Melbourne Australia Shenzhou China
Olot Spain Van Buren Arkansas, U.S.
Suzhou China Victoria(4) British Columbia, Canada
Willow Island West Virginia, U.S. Wellington New Zealand

White Hall Illinois, U.S.
Yantai China

(1)
This site is owned by us and leased back to Pfizer, pursuant to an arrangement by which Pfizer operates the
manufacturing operations at the site for a period of time. See Item 13. Certain Relationships and Related
Transactions, and Director Independence—Relationship with Pfizer—Brazil lease agreements.

(2) This site is operated by the Jilin Pfizer Guoyuan joint venture.

(3)
Prior to the Separation, Pfizer's manufacturing site in Kalamazoo manufactured both human health and animal
health products. Since the Separation, we own the portions of this site that predominantly manufacture animal
health products and Pfizer owns the portions of this site that predominantly manufacture human health products.

(4) We are in the process of exiting this site as a result of certain product divestitures.
We own all of these sites, with the exception of our facilities in Melbourne, Australia; Medolla, Italy; Van Buren,
Arkansas, United States; San Diego, California, United States and Victoria, British Columbia, Canada, which are
leased sites.
In addition to our global manufacturing network and our CMOs, Pfizer continues to manufacture products for us at 13
Pfizer sites located in 12 countries pursuant to a master manufacturing and supply agreement. Included in these 13
Pfizer sites is our facility in Guarulhos, Brazil, where Pfizer will continue its manufacturing operations for a period of
time. See Item 13. Certain Relationships and Related Transactions, and Director Independence—Relationship with
Pfizer—Master manufacturing and supply agreements.  
Our global manufacturing and supply chain is supported by a network of CMOs. As of December 31, 2013, this
network was comprised of approximately 200 CMOs, including those centrally managed as well as local CMOs.
We select CMOs based on several factors: (i) their ability to reliably supply products or materials that meet our quality
standards at an optimized cost; (ii) capacity; and (iii) financial efficiency analyses. Our regional and global
manufacturing teams seek to ensure that all of the CMOs we use adhere to our standards of manufacturing quality and
are regularly audited.
We purchase certain raw materials necessary for the commercial production of our products from a variety of
third-party suppliers. We utilize distributors as a part of our global supply chain, primarily for shipping and logistics
support.
We intend to continue our efficiency improvement programs in our manufacturing and supply chain organization,
including Six Sigma and Lean capabilities, which are processes intended to improve manufacturing efficiency. We
have strong globally managed and coordinated quality control and quality assurance programs in place at our global
manufacturing network sites, and we regularly inspect and audit our global manufacturing network and CMO sites.
Competition
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Although our business is the largest based on revenue in the animal health medicines and vaccines industry, we face
competition in the regions in which we compete. Principal drivers of competition vary depending on the particular
region, species, product category and individual product, and include new product development, quality, price, service
and promotion to veterinary professionals, pet owners and livestock producers.
Our primary competitors include animal health medicines and vaccines companies such as Merck Animal Health, the
animal health division of Merck & Co., Inc. (formerly known as Intervet/Schering-Plough); Merial, the animal health
division of Sanofi S.A.; Elanco, the animal health division of Eli Lilly and Company; Bayer Animal Health, the
animal health division of Bayer AG; Novartis Animal Health, the animal health division of Novartis AG; and
Boehringer Ingelheim Animal Health, the animal health division of Boehringer Ingelheim GmbH. In addition, we
compete with hundreds of other animal health product producers throughout the world.

7 |

Edgar Filing: Zoetis Inc. - Form 10-K

17



Table of Contents

The level of competition from generic products varies from market to market. For example, the level of generic
competition is higher in Europe and certain emerging markets than in the United States. However, there is no large,
well-capitalized company focused on generic animal health products that exists as a global competitor in the industry.
The reasons for this include the smaller average market size of each product opportunity, the importance of direct
distribution and education to veterinarians and livestock producers and the primarily self-pay nature of the business. In
addition, companion animal health products are often directly prescribed and dispensed by veterinarians.
Our livestock products tend to experience lower generic competition than our companion animal products for several
reasons:

•

livestock producers tend to be loyal to medicines and vaccines that have been demonstrated to be efficacious; as
medicines and vaccines are a small portion of a livestock producer's total production costs and ineffective medicines
and vaccines could result in the loss of animals, causing disproportionate harm to such producer's investment.
Therefore, we believe that livestock producers value brand name medicines and vaccines and are reluctant to try
alternatives to methods that have already been proven to be reliably effective;

•in livestock, equally important as the product is the technical support, which occurs through our veterinary operationssupport of our products and field force; and
•reliable supply. 
The importance of quality and safety concerns to pet owners, veterinarians and livestock producers also contributes to
animal health brand loyalty. As a result, we believe that significant brand loyalty to products often continues after the
loss of patent-based and regulatory exclusivity.
Intellectual Property
Our technology, brands and other intellectual property are important elements of our business. We rely on patent,
trademark, copyright and trade secret laws, as well as regulatory exclusivity periods and non-disclosure agreements to
protect our intellectual property rights. Our policy is to vigorously protect, enforce and defend our rights to our
intellectual property, as appropriate.
Our product portfolio enjoys the protection of approximately 4,900 granted patents and 2,100 pending patent
applications, filed in more than 60 countries, with concentration in our major market countries as well as other
countries with strong patent systems, such as Australia, Brazil, Canada, Europe, Japan and the United States. Many of
the patents and patent applications in our portfolio are the result of our own and Pfizer's work, while other patents and
patent applications in our portfolio were at least partially developed by, and are licensed to us by, third parties.
Patents for individual products extend for varying periods depending on the date of the patent filing or grant and the
legal term of patents in the countries where such patents are obtained. Several patents cover the ceftiofur product line,
including formulation and use patents that begin expiring in the United States in 2015, with others extending until
2024. Draxxin and Convenia are covered by patents in the United States with terms that expire in 2021 and 2023,
respectively. The compound patent on doramectin, which is the active ingredient in Dectomax, an antiparasitic,
expired in all regions; however, process patents and the injectable formulation patent for this product do not expire in
the United States until 2020 and 2016, respectively. The compound patent on selamectin, which is the active
ingredient in Revolution, a parasiticide, is expiring in the United States, Canada and Europe during 2014; however, we
have process and formulation patents covering this product expiring in 2018 and 2019, respectively.
Additionally, many of our vaccine products are based on proprietary master seeds and proprietary or patented adjuvant
formulations. We actively seek to protect our proprietary information, including our trade secrets and proprietary
know-how, including by seeking to require our employees, consultants, advisors and partners to enter into
confidentiality agreements and other arrangements upon the commencement of their employment or engagement.
In order to facilitate the Separation and allow Pfizer and our operations to continue with minimal interruption, Pfizer
has licensed to us the right to use certain intellectual property rights in the animal health field. We license to Pfizer the
right to use certain of our trademarks and substantially all of our other intellectual property rights in the human health
field and all other fields outside of animal health. In addition, Pfizer granted us a transitional license to use certain of
Pfizer's trademarks and we granted Pfizer a transitional license to use certain of our trademarks for a period of time
following the completion of the IPO.
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We seek to file and maintain trademarks around the world based on commercial activities in most regions where we
have, or desire to have, a business presence for a particular product or service. We currently maintain more than
10,000 trademark applications and registrations in major regions, identifying goods and services dedicated to the care
of livestock and companion animals.
Regulatory
The sale of animal health products is governed by the laws and regulations specific to each country in which we sell
our products. To maintain compliance with these regulatory requirements, we have established processes, systems and
dedicated resources with end-to-end involvement from product concept to launch and maintenance in the market. Our
regulatory function actively seeks to engage in dialogue with various global agencies regarding their policies that
relate to animal health products. In the majority of our markets, the relevant animal health authority is separate from
those governing human medicinal products.
United States
United States Food and Drug Administration (FDA). The regulatory body that is responsible for the regulation of
animal health pharmaceuticals in the United States is the Center for Veterinary Medicine (CVM), housed within the
FDA. All manufacturers of animal health pharmaceuticals must show their products to be safe, effective and produced
by a consistent method of manufacture as defined under the Federal
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Food, Drug and Cosmetic Act. The FDA's basis for approving a drug application is documented in a Freedom of
Information Summary. Post-approval monitoring of products is required by law, with reports being provided to the
CVM's Surveillance and Compliance group. Reports of product quality defects, adverse events or unexpected results
are produced in accordance with the law. Additionally, we are required to submit all new information for a product,
regardless of the source.
United States Department of Agriculture (USDA). The regulatory body in the United States for veterinary vaccines is
the USDA. The USDA's Center for Veterinary Biologics is responsible for the regulation of animal health vaccines,
including immunotherapeutics. All manufacturers of animal health biologicals must show their products to be pure,
safe, effective and produced by a consistent method of manufacture as defined under the Virus Serum Toxin Act.
Post-approval monitoring of products is required. Reports of product quality defects, adverse events or unexpected
results are produced in accordance with the agency requirements.
Environmental Protection Agency (EPA). The main regulatory body in the United States for veterinary pesticides is
the EPA. The EPA's Office of Pesticide Programs is responsible for the regulation of pesticide products applied to
animals. All manufacturers of animal health pesticides must show their products will not cause “unreasonable adverse
effects to man or the environment” as stated in the Federal Insecticide, Fungicide, and Rodenticide Act. Within the
United States, pesticide products that are approved by the EPA must also be approved by individual state pesticide
authorities before distribution in that state. Post-approval monitoring of products is required, with reports provided to
the EPA and some state regulatory agencies.
Outside of the United States
European Union (EU). The European Medicines Agency (EMA) is a decentralized agency of the EU, located in
London. The agency is responsible for the scientific evaluation of medicines developed by pharmaceutical companies
for use in the EU. The agency has a veterinary review section distinct from the medical review section. The
Committee for Veterinary Medicinal Products is responsible for scientific review of the submissions for
pharmaceuticals and vaccines. The EMA makes the final decision on the approval of products. Once granted by the
European Commission, a centralized marketing authorization is valid in all EU and European Economic
Area-European Free Trade Association states. A series of Directives, Guidelines and EU Pharmacopeia Monographs
provide the requirements for approval in the EU. In general, these requirements are similar to those in the United
States, requiring demonstrated evidence of purity, safety, efficacy, and consistency of manufacturing processes.
Brazil. The Ministry of Agriculture, Livestock Production and Supply (MAPA) is the regulatory body in Brazil that is
responsible for the regulation and control of pharmaceuticals, biologicals and medicated feed additives for animal use.
MAPA's regulatory activities are conducted through the Secretary of Agricultural Defense and its Livestock Products
Inspection Department. In addition, regulatory activities are conducted at a local level through the Federal Agriculture
Superintendence. These activities include the inspection and licensing of both manufacturing and commercial
establishments for veterinary products, as well as the submission, review and approval of pharmaceuticals, biologicals
and medicated feed additives. MAPA is one of the most active regulatory agencies in Latin America, having
permanent seats at several international animal health forums, such as Codex Alimentarius, World Organization for
Animal Health and Committee of Veterinary Medicines for the Americas. MAPA was also invited to be a Latin
American representative at International Cooperation on Harmonisation of Technical Requirements for Registration of
Veterinary Medicinal Products (VICH) meetings. Several normative instructions issued by MAPA have set regulatory
trends in Latin America.
Australia. The Australian Pesticides and Veterinary Medicines Authority (APVMA) is an Australian government
statutory authority established in 1993 to centralize the registration of all agricultural and veterinary products into the
Australian marketplace. Previously each State and Territory government had its own system of registration. The
APVMA assesses applications from companies and individuals seeking registration so they can supply their product to
the marketplace. Applications undergo rigorous assessment using the expertise of the APVMA's scientific staff and
drawing on the technical knowledge of other relevant scientific organizations, Commonwealth government
departments and state agriculture departments. If the product works as intended and the scientific data confirms that
when used as directed on the product label it will have no harmful or unintended effects on people, animals, the
environment or international trade, the APVMA will register the product. As well as registering new agricultural and
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veterinary products, the APVMA reviews older products that have been on the market for a substantial period of time
to ensure they still do the job users expect and are safe to use. The APVMA also reviews registered products when
particular concerns are raised about their safety and effectiveness. The review of a product may result in confirmation
of its registration, or it may see registration continue with some changes to the way the product can be used. In some
cases the review may result in the registration of a product being cancelled and the product taken off the market.
Rest of world. Country-specific regulatory laws have provisions that include requirements for certain labeling, safety,
efficacy and manufacturers' quality control procedures (to assure the consistency of the products), as well as company
records and reports. With the exception of the EU, most other countries' regulatory agencies will generally refer to the
FDA, USDA, EU and other international animal health entities, including the World Organization for Animal Health,
Codex Alimentarius, in establishing standards and regulations for veterinary pharmaceuticals and vaccines.
Global policy and guidance
Joint FAO/WHO Expert Committee on Food Additives. The Joint FAO/WHO Expert Committee on Food Additives
is an international expert scientific committee that is administered jointly by the Food and Agriculture Organization of
the United Nations (FAO) and the World Health Organization (WHO). They provide a risk assessment/safety
evaluation of residues of veterinary drugs in animal products, exposure and residue definition and maximum residue
limit proposals for veterinary drugs. We work with them to establish acceptable safe levels of residual product in
food-producing animals after treatment. This in turn enables the calculation of appropriate withdrawal times for our
products prior to an animal entering the food chain.
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Advertising and promotion review. Promotion of prescription animal health products is controlled by regulations in
many countries. These rules generally restrict advertising and promotion to those claims and uses that have been
reviewed and endorsed by the applicable agency. We conduct a review of promotion material for compliance with the
local and regional requirements in the markets where we sell animal health products.
Food Safety Inspection Service/generally recognized as safe. The FDA is authorized to determine the safety of
substances (including “generally recognized as safe” substances, food additives and color additives), as well as
prescribing safe conditions of use. However, although the FDA has the responsibility for determining the safety of
substances, the Food Safety and Inspection Service, the public health agency in the USDA, still retains, under the
tenets of the Federal Meat Inspection Act and the Poultry Products Inspection Act and their implementing regulations,
the authority to determine that new substances and new uses of previously approved substances are suitable for use in
meat and poultry products.
Employees
As of December 31, 2013, we have more than 9,800 employees worldwide, which includes approximately 4,100
employees in the United States and approximately 5,700 in other jurisdictions. Some of these employees are members
of unions, works councils, trade associations or are otherwise subject to collective bargaining agreements, including
approximately 50 union employees in the United States.
Environmental, Health and Safety
We are subject to various federal, state, local and foreign environmental, health and safety laws and regulations. These
laws and regulations govern matters such as the emission and discharge of hazardous materials into the ground, air or
water; the generation, use, storage, handling, treatment, packaging, transportation, exposure to, and disposal of
hazardous and biological materials, including recordkeeping, reporting and registration requirements; and the health
and safety of our employees. Due to our operations, these laws and regulations also require us to obtain, and comply
with, permits, registrations or other authorizations issued by governmental authorities. These authorities can modify or
revoke our permits, registrations or other authorizations and can enforce compliance through fines and injunctions.
Certain environmental laws, such as the U.S. Comprehensive Environmental Response, Compensation and Liability
Act of 1980, as amended (CERCLA), impose joint and several liability, without regard to fault, for cleanup costs on
persons who disposed of or released hazardous substances into the environment, including at third party sites or offsite
disposal locations, or that currently own or operate (or formerly owned or operated) sites where such a release
occurred. In addition to clean-up actions brought by federal, state, local and foreign governmental entities, private
parties could raise personal injury or other claims against us due to the presence of, or exposure to, hazardous
materials on, from or otherwise relating to such a property.
We have made, and intend to continue to make, necessary expenditures for compliance with applicable environmental,
health and safety laws and regulations. We are also a party to proceedings in which the primary relief sought is the
cost of past and/or future remediation, or remedial measures to mitigate or remediate pollution. In connection with
such proceedings, and otherwise, we are investigating and cleaning up environmental contamination from past
industrial activity at certain sites, or financing other parties' completion of such activities. As a result, we incurred
capital and operational expenditures in 2013 for environmental compliance purposes and for the clean-up of certain
past industrial activities as follows:
•environmental-related capital expenditures - $0.5 million; and
•other environmental-related expenditures - $9 million
However, we may not have identified all of the potential environmental liabilities relating to our current and former
properties, or those liabilities associated with off-site disposal locations. Such liability could materially adversely
affect our operating results and financial condition. Furthermore, regulatory agencies are showing increasing concern
over the impact of animal health products and livestock operations on the environment. This increased regulatory
scrutiny may necessitate that additional time and resources be spent to address these concerns in both new and
existing products.
In connection with past acquisitions and divestitures, we have undertaken certain indemnification obligations that
require us, or may require us in the future, to conduct or finance environmental cleanups at sites that we no longer
own or operate. We have also entered into indemnification agreements in which we are being indemnified for various
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environmental cleanups; however, such indemnities are limited in both time and scope and may be further limited in
the presence of new information, or may not be available at all.
While we cannot predict with certainty our future capital expenditures or operating costs for environmental
compliance or remediation of contaminated sites, we have no reason to believe that they will have a material adverse
effect on our operating results or financial condition.
Available Information
The company's internet website address is www.zoetis.com. On our website, the company makes available, free of
charge, its annual, quarterly and current reports, including amendments to such reports, as soon as reasonably
practicable after the company electronically files such material with, or furnishes such material to, the Securities and
Exchange Commission (SEC).
Also available on our website is information relating to corporate governance and our Directors at Zoetis, including as
follows: our Corporate Governance Principles; Director Qualification Standards; Zoetis Policies on Business Conduct
(for all of our employees, including our Chief Executive Officer, Chief Financial Officer and Principal Accounting
Officer); Code of Business Conduct and Ethics for our Directors; ways to communicate by email with our Directors;
Board Committees; and Committee Charters. We will provide any of the foregoing information
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without charge upon written request to our Corporate Secretary, Zoetis Inc., 100 Campus Drive, Florham Park, New
Jersey 07932. Information relating to shareholder services is also available on our website.
The information contained on our website does not constitute a part of this 2013 Annual Report.
Disclosure Pursuant to Section 219 of the Iran Threat Reduction and Syria Human Rights Act of 2012 
Section 219 of the Iran Threat Reduction and Syria Human Rights Act of 2012 (ITRSHRA) requires disclosure by
public companies of certain transactions involving the Government of Iran or other entities and individuals targeted by
certain U.S. sanctions administered by the U.S. Department of the Treasury’s Office of Foreign Assets Control
(OFAC). In some instances, ITRSHRA requires companies to disclose these types of transactions, even if they were
permissible under U.S. law or were conducted by a non-U.S. affiliate in accordance with the local law under which
such entity operates.
As a global animal health company, we conduct business in multiple jurisdictions throughout the world. During 2012,
our activities included supplying life-saving medicines, nutritional supplements and other medical products for
animals in Iran and Syria. United States law allows us, where required, to seek and rely on licenses issued by OFAC
to supply Zoetis animal health products to customers in these countries.  We ship these products pursuant to such
licenses, and we conduct our activities in accordance with our internal policies, which follow requirements set forth in
the laws of the United States and other applicable jurisdictions. We will continue our global activities to improve the
health and well-being of animals in a manner consistent with applicable laws and our internal policies.
To our knowledge, none of our activities during 2013 are required to be disclosed pursuant to ITRSHRA, with the
following possible exception:
Pursuant to U.S. government authorizations, during 2012, Zoetis (doing business as the Animal Health unit of Pfizer),
and through a non-U.S. affiliate, shipped Zoetis products to authorized customers in Iran. These shipments were
backed by letters of credit issued by Bank Tejarat to a non-U.S. company acquired by Pfizer in 2011. The letters of
credit were issued by Bank Tejarat, and the Zoetis products were shipped to customers in Iran prior to the Bank’s
designation as a Specially Designated National (SDN) under Executive Order 13382. After Bank Tejarat’s designation,
Zoetis’ non-U.S. affiliate sought payment from Bank Tejarat by presenting shipping documentation to the affiliate’s
bank in Europe, and, as a result, subsequently received certain payments. Not all funds related to these prior
transactions were received from Bank Tejarat in 2012, and additional fund transfers consequently occurred in 2013. 
Pfizer previously requested and received U.S. government authorization to process and receive such funds, which
were received as a result of specific sales made prior to Bank Tejarat’s designation as a Specially Designated National. 
For funds received in 2013, our estimated gross revenue associated with these transactions were Euros 167,700. 
Additionally, Pfizer completed a transfer to Zoetis in 2013 of funds associated with these transactions that it had
received and disclosed for 2012.  Estimated gross revenue associated with those transfers was Euros 222,962.  Other
than as set forth in the Notes to Consolidated and Combined Financial Statements—Note 18. Segment, Geographic and
Other Revenue Information, including the tables therein captioned Selected Statement of Income Information,
Geographic Information and Other Revenue Information and in the table captioned Operating Segment Results in the
MD&A, we do not allocate net profit on a country-by-country or activity-by-activity basis and, thus, cannot provide
specific net profits ascribable to this activity. Zoetis’ net profits attributable to these transactions were a fraction of the
gross revenue.
We have informed our customers that in connection with future transactions with Zoetis, Bank Tejarat, and any other
banks designated as Specially Designated Nationals under Executive Order 13382 or subsequent executive orders are
not to be used.
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Item 1A. Risk Factors.
In addition to the other information in this 2013 Annual Report, any of the factors described below could materially
adversely affect our operating results, financial condition and liquidity, which could cause the trading price of our
securities to decline.
This report contains “forward-looking” statements within the meaning of the Private Securities Litigation Reform Act of
1995. Forward-looking statements reflect our current views with respect to, among other things, future events and
performance. We generally identify forward-looking statements by words such as “anticipate,” “estimate,” “expect,” “intend,”
“project,” “plan,” “predict,” “believe,” “seek,” “continue,” “outlook,” “may,” “might,” “will,” “should,” “can have,” “likely” or the negative
version of these words or comparable words or by using future dates in connection with any discussion of future
performance, actions or events. Forward-looking statements are based on beliefs and assumptions made by
management using currently available information. These statements are not guarantees of future performance, actions
or events.
In particular, forward-looking statements include statements relating to our indebtedness, our ability to make interest
and principal payments on our indebtedness, our ability to satisfy the covenants contained in our indebtedness, the
redemption of the notes, expectations regarding indebtedness, future use of cash and dividend payments, future
actions, business plans or prospects, prospective products, product approvals or products under development, R&D
costs, timing and likelihood of success, future operating or financial performance, future results of current and
anticipated products and services, strategies, sales efforts, expenses, production efficiencies, production margins,
interest rates, foreign exchange rates, growth in emerging markets, the outcome of contingencies, such as legal
proceedings, our agreements with Pfizer, government regulation and financial results. Forward-looking statements are
subject to risks and uncertainties, many of which are beyond our control, and are potentially inaccurate assumptions.
However, there may also be other risks that we are unable to predict at this time. If one or more of these risks or
uncertainties materialize, or if management's underlying beliefs and assumptions prove to be incorrect, actual results
may differ materially from those contemplated by a forward-looking statement. You should not put undue reliance on
forward-looking statements. Forward-looking statements speak only as of the date on which they are made.
We undertake no obligation to publicly update forward-looking statements, whether as a result of new information,
future events or otherwise. You are advised, however, to consult any further disclosures we make on related subjects
in our Form 10-Q and 8-K reports and our other filings with the SEC. We note these factors for investors as permitted
by the Private Securities Litigation Reform Act of 1995. You should understand that it is not possible to predict or
identify all such factors. Consequently, you should not consider the following to be a complete discussion of all
potential risks or uncertainties.
Risks related to our business and industry
Restrictions and bans on the use of antibacterials in food-producing animals may become more prevalent.
The issue of the potential transfer of increased antibacterials resistance in bacteria from food-producing animals to
human pathogens, and the causality of that transfer, are the subject of global scientific and regulatory discussion.
Antibacterials refer to small molecules that can be used to treat or prevent bacterial infections and are a
sub-categorization of the products that make up our anti-infectives and medicated feed additives portfolios. In some
countries, this issue has led to government restrictions and bans on the use of specific antibacterials in some
food-producing animals, regardless of the route of administration (in feed or injectable). These restrictions are more
prevalent in countries where animal protein is plentiful and governments are willing to take action even when there is
scientific uncertainty. Our total revenue attributable to antibacterials for livestock was approximately $1.2 billion for
the year ended December 31, 2013.
In December 2013, the FDA announced final guidance establishing procedures for the voluntary phase out in the
United States over a three year period of the use of medically important antibacterials in animal feed for growth
promotion in food production animals (medically important antibacterials include classes that are prescribed in animal
and human health). The guidance provides for continued use of antibacterials in food producing animals for treatment,
control and under certain circumstances for prevention of disease, all under the supervision of a veterinarian. Our total
revenue attributable to medicated feed additives was approximately $446 million for the year ended December 31,
2013. The FDA indicated that they took this action to help preserve the efficacy of medically important antibacterials
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to treat infections in humans. Zoetis supports the FDA's efforts to voluntarily phase-out growth promotion indications
for medically important antibiotics in food producing animals and will comply with procedures outlined in the
December 2013 FDA guidance.
We cannot predict whether antibacterials resistance concerns will result in additional restrictions or bans, expanded
regulations or public pressure to discontinue or reduce use of antibacterials in food-producing animals, which could
materially adversely affect our operating results and financial condition.
Perceived adverse effects on human health linked to the consumption of food derived from animals that utilize our
products could cause a decline in the sales of such products.
Our livestock business depends heavily on a healthy and growing livestock industry. If the public perceives a risk to
human health from the consumption of the food derived from animals that utilize our products, there may be a decline
in the production of such food products and, in turn, demand for our products. For example, livestock producers may
experience decreased demand for their products or reputational harm as a result of evolving consumer views of animal
rights, nutrition and health-related or other concerns. Any reputational harm to the livestock industry may also extend
to companies in related industries, including our company. Adverse consumer views related to the use of one or more
of our products in livestock also may result in a decrease in the use of such products and could have a material adverse
effect on our operating results and financial condition.
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Increased regulation or decreased governmental financial support relating to the raising, processing or consumption of
food-producing animals could reduce demand for our livestock products.

Companies in the livestock industries are subject to extensive and increasingly stringent regulations. If livestock
producers are adversely affected by new regulations or changes to existing regulations, they may reduce herd sizes or
become less profitable and, as a result, they may reduce their use of our products, which may materially adversely
affect our operating results and financial condition. Furthermore, adverse regulations related, directly or indirectly, to
the use of one or more of our products may injure livestock producers' market position. More stringent regulation of
the livestock industry or our products could have a material adverse effect on our operating results and financial
condition. Also, many food-producing companies, including livestock producers, benefit from governmental
subsidies, and if such subsidies were to be reduced or eliminated, these companies may become less profitable and, as
a result, may reduce their use of our products.
An outbreak of infectious disease carried by animals could negatively affect the sale and production of our products.
Sales of our livestock products could be materially adversely affected by the outbreak of disease carried by animals,
such as avian influenza, foot-and-mouth disease or bovine spongiform encephalopathy (otherwise known as BSE or
mad cow disease) or porcine epidemic diarrhea virus (otherwise known as PEDv), which could lead to the widespread
death or precautionary destruction of animals as well as the reduced consumption and demand for animal protein. In
addition, outbreaks of disease carried by animals may reduce regional or global sales of particular animal-derived food
products or result in reduced exports of such products, either due to heightened export restrictions or import
prohibitions, which may reduce demand for our products due to reduced herd or flock sizes. For example, beginning
in 2013 an outbreak of PEDv has had serious impacts on swine herds in the United States, spreading to at least 27
swine-producing states and affecting up to 30% of the sows in the United States. The continued spread of PEDv in the
United States and neighboring countries could impact the size of swine herds and the demand for our swine products
in these markets. In addition, in April 2012, the USDA announced that it had identified a case of BSE in California.
This announcement caused certain countries to implement additional inspections of, or suspend the importation of,
U.S. beef. Additionally, in December 2012, the World Animal Health Organization announced that a case of BSE had
been identified in Brazil. This announcement similarly caused certain countries to suspend the importation of
Brazilian beef. While the restrictions that were implemented as a result of these cases of BSE have not significantly
affected demand for our products, the discovery of additional cases of BSE may result in additional restrictions related
to, or reduced demand for, animal protein, which may have a material adverse effect on our operating results and
financial condition. Also, the outbreak of any highly contagious disease near our main production sites could require
us to immediately halt production of our products at such sites or force us to incur substantial expenses in procuring
raw materials or products elsewhere.
Consolidation of our customers could negatively affect the pricing of our products.
Veterinarians and livestock producers are our primary customers. In recent years, there has been a trend towards the
concentration of veterinarians in large clinics and hospitals. In addition, livestock producers, particularly swine and
poultry producers, have seen recent consolidation in their industries. If these trends towards consolidation continue,
these customers could attempt to improve their profitability by leveraging their buying power to obtain favorable
pricing. The resulting decrease in our prices could have a material adverse effect on our operating results and financial
condition.
Our business may be negatively affected by weather conditions and the availability of natural resources.
The animal health industry and demand for many of our animal health products in a particular region are affected by
weather conditions, as usage of our products follows varying weather patterns and weather-related pressures from
pests, such as ticks. As a result, we may experience regional and seasonal fluctuations in our results of operations.
In addition, veterinary hospitals and practitioners depend on visits from and access to animals under their care.
Veterinarians’ patient volume and ability to operate could be adversely affected if they experience prolonged snow, ice
or other weather conditions, particularly in regions not accustomed to sustained inclement weather. Furthermore,
livestock producers depend on the availability of natural resources, including large supplies of fresh water. Their
animals' health and their ability to operate could be adversely affected if they experience a shortage of fresh water due
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to human population growth or floods, droughts or other weather conditions. In the event of adverse weather
conditions or a shortage of fresh water, veterinarians or livestock producers may purchase less of our products.
For example, the widespread drought that impacted the United States in 2011, 2012 and in some regions in 2013 was
considered the worst in many years, impacting both the supply of corn and the availability of grazing pasture and
resulting in a reduction in the total cow herd in 2013. A decrease in harvested corn may result in higher corn prices,
which may impact the profitability of livestock producers of cattle, pork and poultry. Higher corn prices may
contribute to reductions in herd or flock sizes that may result in reduced spending on animal health products. Reduced
availability of grazing pasture may also force cattle producers to cull their herds. Fewer heads of cattle would result in
reduced demand for our products. A prolonged drought could have a material adverse effect on our operating results
and financial condition.
Our business is subject to risk based on global economic conditions.
Macroeconomic, business and financial disruptions could have a material adverse effect on our operating results,
financial condition and liquidity. Certain of our customers and suppliers could be affected directly by an economic
downturn and could face credit issues or cash flow problems that could give rise to payment delays, increased credit
risk, bankruptcies and other financial hardships that could decrease the demand for our products or hinder our ability
to collect amounts due from customers. For example, the economic downturns experienced in many markets across
the globe have had an impact on certain of our customers and, as a result, on our operating results in those affected
markets. If one or more of our large customers, including distributors discontinue their relationship with us as a result
of economic conditions or otherwise, our operating results and financial condition may be materially adversely
affected. In addition, economic concerns may cause some pet owners to forgo or defer visits to veterinary practices or
could reduce their willingness to treat pet health conditions or even to continue to own a pet.
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Our business is subject to risk based on customer exposure to rising costs and reduced customer income.
Feed, fuel and transportation and other key costs for livestock producers may increase or animal protein prices or sales
may decrease. Either of these trends could cause deterioration in the financial condition of our livestock product
customers, potentially inhibiting their ability to purchase our products or pay us for products delivered. Our livestock
product customers may offset rising costs by reducing spending on our products, including by switching to lower-cost
alternatives to our products. In addition, concerns about the financial resources of pet owners also could cause
veterinarians to alter their treatment recommendations in favor of lower-cost alternatives to our products. These shifts
could result in a decrease in sales of our companion animal products, especially in developed countries where there is
a higher rate of pet ownership.
Changes in distribution channels for companion animal products could negatively impact our market share, margins
and distribution of our products.
In most markets, companion animal owners typically purchase their animal health products directly from
veterinarians. Companion animal owners increasingly have the option to purchase animal health products from
sources other than veterinarians, such as Internet-based retailers, “big-box” retail stores or other over-the-counter
distribution channels. This trend has been demonstrated by the significant shift away from the veterinarian distribution
channel in the sale of flea and tick products in recent years. Companion animal owners also could decrease their
reliance on, and visits to, veterinarians as they rely more on Internet-based animal health information. Because we
market our companion animal prescription products through the veterinarian distribution channel, any decrease in
visits to veterinarians by companion animal owners could reduce our market share for such products and materially
adversely affect our operating results and financial condition. In addition, companion animal owners may substitute
human health products for animal health products if human health products are deemed to be lower-cost alternatives.
Legislation has also been proposed in the United States, and may be proposed in the United States or abroad in the
future, that could impact the distribution channels for our companion animal products. For example, such legislation
may require veterinarians to provide pet owners with written prescriptions and disclosure that the pet owner may fill
prescriptions through a third party, which may further reduce the number of pet owners who purchase their animal
health products directly from veterinarians. Such requirements may lead to increased use of generic alternatives to our
products or the increased substitution of our products with other animal health products or human health products if
such other products are deemed to be lower-cost alternatives. Many states already have regulations requiring
veterinarians to provide prescriptions to pet owners upon request and the American Veterinary Medical Association
has long-standing policies in place to encourage this practice.
Over time, these and other competitive conditions may increase our reliance on Internet-based retailers, “big-box” retail
stores or other over-the-counter distribution channels to sell our companion animal products. We may be unable to
sustain our current margins and we may not be adequately prepared or able to distribute our products if an increased
portion of our sales is through these channels. Any of these events could materially adversely affect our operating
results and financial condition.
The animal health industry is highly competitive.
The animal health industry is highly competitive. We believe many of our competitors are conducting R&D activities
in areas served by our products and in areas in which we are developing products. Our competitors include the animal
health businesses of large pharmaceutical companies and specialty animal health businesses. These competitors may
have access to greater financial, marketing, technical and other resources. As a result, they may be able to devote more
resources to developing, manufacturing, marketing and selling their products, initiating or withstanding substantial
price competition or more readily taking advantage of acquisitions or other opportunities. In addition to competition
from established market participants, new entrants to the animal health medicines and vaccines industry could
substantially reduce our market share or render our products obsolete.
To the extent that any of our competitors are more successful with respect to any key competitive factor or we are
forced to reduce, or are unable to raise, the price of any of our products in order to remain competitive, our operating
results and financial condition could be materially adversely affected. Competitive pressure could arise from, among
other things, safety and efficacy concerns, limited demand growth or a significant number of additional competitive
products being introduced into a particular market, price reductions by competitors, the ability of competitors to
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capitalize on their economies of scale, the ability of competitors to produce or otherwise procure animal health
products at lower costs than us and the ability of competitors to access more or newer technology than us.
Generic products may be viewed as more cost-effective than our products.
We face competition from products produced by other companies, including generic alternatives to our products. We
depend on patents and data exclusivity periods to provide us with exclusive marketing rights for some of our products.
Our patent protection for these products extends for varying periods in accordance with the dates of filing or grant and
the legal life of patents in countries in which patents are granted. The protection afforded by our patents, which varies
from country to country, is limited by the following in the applicable country: the scope and applicable terms of our
patents and the availability and enforcement of legal remedies. As a result, we may face competition from
lower-priced generic alternatives to many of our products. Generic competitors are becoming more aggressive in
terms of launching at risk before our patent rights expire, and their pricing, and generic products are an increasing
percentage of overall animal health sales in certain regions. In addition, private label products may compete with our
products. If animal health customers increase their use of new or existing generic or private label products, our
operating results and financial condition could be materially adversely affected. We estimate that approximately 80%
of our revenue in 2013 was derived from products that are either unpatented (i.e., never patented or off-patent) or
covered by our patents that, while providing a competitive advantage, may not provide market exclusivity. Over the
next several years, several of our products' patents will expire. For example, our compound patent on selamectin, the
active ingredient in Revolution and Stronghold, expired in several countries in January 2014, which could lead to the
launch of generic counterparts, if generic manufacturers are able to successfully design-around our formulation and
process patents.
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We may not successfully acquire and integrate other businesses, license rights to technologies or products, form and
manage alliances or divest businesses.
We may pursue acquisitions, technology licensing arrangements, strategic alliances or divestitures of some of our
businesses as part of our business strategy. We may not complete these transactions in a timely manner, on a
cost-effective basis or at all. In addition, we may be subject to regulatory constraints or limitations or other unforeseen
factors that prevent us from realizing the expected benefits. Even if we are successful in making an acquisition, the
products and technologies that are acquired may not be successful or may require significantly greater resources and
investments than originally anticipated. We may be unable to integrate acquisitions successfully into our existing
business, and we may be unable to achieve expected gross margin improvements or efficiencies. We also could incur
or assume significant debt and unknown or contingent liabilities. Our reported results of operations could be
negatively affected by acquisition or disposition-related charges, amortization of expenses related to intangibles and
charges for impairment of long-term assets. We may be subject to litigation in connection with, or as a result of,
acquisitions, dispositions, licenses or other alliances, including claims from terminated employees, customers or third
parties, and we may be liable for future or existing litigation and claims related to the acquired business, disposition,
license or other alliance because either we are not indemnified for such claims or the indemnification is insufficient.
These effects could cause us to incur significant expenses and could materially adversely affect our operating results
and financial condition.
We may not successfully implement our business strategies or achieve expected gross margin improvements.
We are pursuing, and will continue to pursue, strategic initiatives that management considers critical to our long-term
success, including, but not limited to, increasing sales in emerging markets, operational revenue growth through new
product development and value-added product lifecycle development; improving operational efficiency through
manufacturing efficiency improvement and other programs; using cash flow from operations to service or reduce debt;
and expanding our complementary products and services. In addition to base revenue growth, we also have
historically grown our business through Pfizer's acquisitions of large pharmaceutical companies that had animal health
businesses, including the Fort Dodge Animal Health (FDAH) business of Wyeth and the Alpharma Animal Health
business of King Pharmaceuticals, Inc. However, as a result of the Separation, we are no longer able to benefit from
Pfizer's acquisition activity. We also have acquired or partnered with a number of smaller animal health businesses,
and we intend to continue to do so in the future. There are significant risks involved with the execution of these
initiatives, including significant business, economic and competitive uncertainties, many of which are outside of our
control. Accordingly, we cannot predict whether we will succeed in implementing these strategic initiatives. It could
take several years to realize the anticipated benefits from these initiatives, if any benefits are achieved at all. We may
be unable to achieve expected gross margin improvements on our products and technologies, including those acquired
and those developed internally. Additionally, our business strategy may change from time to time, which could delay
our ability to implement initiatives that we believe are important to our business.
Our business could be affected adversely by labor disputes, strikes or work stoppages.
Some of our employees are members of unions, works councils, trade associations or are otherwise subject to
collective bargaining agreements in certain jurisdictions, including the United States. As a result, we are subject to the
risk of labor disputes, strikes, work stoppages and other labor-relations matters. We may be unable to negotiate new
collective bargaining agreements on similar or more favorable terms and may experience work stoppages or other
labor problems in the future at our sites. These risks may be increased by the Separation because we are no longer able
to benefit from Pfizer's prior relationships and negotiations relating to such agreements. We could experience a
disruption of our operations or higher ongoing labor costs, which could have a material adverse effect on our
operating results and financial condition, potentially resulting in canceled orders by customers, unanticipated
inventory accumulation or shortages and reduced revenue and net income. In addition, labor problems at our suppliers
or CMOs could have a material adverse effect on our operating results and financial condition.
Loss of our executive officers could disrupt our operations.
We depend on the efforts of our executive officers. Our executive officers are not currently, and are not expected to
be, subject to non-compete provisions. In addition, we have not entered into employment agreements with our
executive officers. Any unplanned turnover or our failure to develop an adequate succession plan for one or more of
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our executive officer positions could deplete our institutional knowledge base and erode our competitive advantage.
The loss or limited availability of the services of one or more of our executive officers, or our inability to recruit and
retain qualified executive officers in the future, could, at least temporarily, have a material adverse effect on our
operating results and financial condition.
We may be required to write down goodwill or identifiable intangible assets.
Under accounting principles generally accepted in the United States of America (U.S. GAAP), if we determine
goodwill or identifiable intangible assets are impaired, we will be required to write down these assets and record a
non-cash impairment charge. As of December 31, 2013, we had goodwill of $982 million and identifiable intangible
assets, less accumulated amortization, of $803 million. Identifiable intangible assets consist primarily of developed
technology rights, brands, trademarks, license agreements, patents and in-process R&D.
Determining whether an impairment exists and the amount of the potential impairment involves quantitative data and
qualitative criteria that are based on estimates and assumptions requiring significant management judgment. Future
events or new information may change management's valuation of an intangible asset in a short amount of time. The
timing and amount of impairment charges recorded in our consolidated and combined statements of income and
write-downs recorded in our consolidated and combined balance sheets could vary if management's conclusions
change. Any impairment of goodwill or identifiable intangible assets could have a material adverse effect on our
operating results and financial position.
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Our historical combined financial data is not necessarily representative of the results we would have achieved as an
independent company and may not be a reliable indicator of our future results.
Our historical combined financial data for the periods prior to the IPO included in this 2013 Annual Report does not
reflect the financial condition, results of operations or cash flows we would have achieved as an independent company
during the periods presented or those we will achieve in the future. This is primarily the result of the following factors:
•our historical combined financial data does not reflect the Separation;

•

our historical combined financial data reflects expense allocations for certain support functions that are provided on a
centralized basis within Pfizer, such as expenses for business technology, facilities, legal, finance, human resources,
business development, public affairs and procurement, as well as certain manufacturing and supply costs incurred by
manufacturing sites that are shared with other Pfizer business units that may be higher or lower than the comparable
expenses we would have actually incurred, or will incur, as an independent company;

•our cost of debt and our capital structure will be different from that reflected in our historical combined financialstatements;

•
significant increases may occur in our cost structure as a result of our being an independent public company,
including costs related to public company reporting, investor relations and compliance with the Sarbanes-Oxley Act
of 2002 (Sarbanes-Oxley Act); and
•loss of economies of scale as a result of our no longer being a part of Pfizer.
Our financial condition and future results of operations will be materially different from amounts reflected in our
historical combined financial statements included in this 2013 Annual Report for the periods prior to the IPO. As a
result of the Separation, it may be difficult for investors to compare our future results to historical results or to
evaluate our relative performance or trends in our business.
As an independent public company, we are required to expend additional time and resources to comply with rules and
regulations that did not previously apply to us, and failure to comply with such rules may lead investors to lose
confidence in our financial data.
As an independent public company, we are subject to the reporting requirements of the Securities Exchange Act of
1934, as amended (the Exchange Act), the Sarbanes-Oxley Act, the Dodd-Frank Wall Street Reform and Consumer
Protection Act, or the Dodd-Frank Act, and regulations of the NYSE. Such requirements will increase our legal,
accounting and financial compliance costs, will make some activities more difficult, time-consuming and costly and
could be burdensome on our personnel, systems and resources. We are devoting significant resources to address these
public company-associated requirements, including compliance programs and investor relations, as well as our
financial reporting obligations. Complying with these rules and regulations has increased and will increase our legal
and financial compliance costs and makes some activities more time-consuming and costly.
In particular, as a public company, our management is required to conduct an annual evaluation of our internal
controls over financial reporting and include a report of management on our internal controls in our Annual Reports
on Form 10-K. In addition, we will be required to have our independent registered public accounting firm attest to the
effectiveness of our internal controls over financial reporting pursuant to Auditing Standard No. 5 beginning with our
Annual Report on Form 10-K for the year ending December 31, 2014. If we are unable to conclude that we have
effective internal controls over financial reporting, or if our registered public accounting firm is unable to provide us
with an attestation and an unqualified report as to the effectiveness of our internal controls over financial reporting,
investors could lose confidence in the reliability of our financial statements, which could result in a decrease in the
value of our securities.
Risks related to research and development
Our R&D, acquisition and licensing efforts may fail to generate new products and product lifecycle developments.
Our future success depends on both our existing product portfolio and our pipeline of new products, including new
products that we may develop through joint ventures and products that we are able to obtain through license or
acquisition. We commit substantial effort, funds and other resources to R&D, both through our own dedicated
resources and through collaborations with third parties.
We may be unable to determine with accuracy when or whether any of our products now under development will be
approved or launched, or we may be unable to develop, license or otherwise acquire product candidates or products. In
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addition, we cannot predict whether any products, once launched, will be commercially successful or will achieve
sales and revenue that are consistent with our expectations. The animal health industry is subject to regional and local
trends and regulations and, as a result, products that are successful in some of our markets may not achieve similar
success when introduced into new markets. Furthermore, the timing and cost of our R&D may increase, and our R&D
may become less predictable. For example, changes in regulations applicable to our industry may make it more
time-consuming and/or costly to research, develop and register products.
Products in the animal health industry are sometimes derived from molecules and compounds discovered or developed
as part of human health research. In addition to the R&D collaboration and license agreement with Pfizer, we expect
to enter into other collaboration or licensing arrangements with third parties to provide us with access to compounds
and other technology for purposes of our business. Such agreements are typically complex and require time to
negotiate and implement. If we enter into these arrangements, we may not be able to maintain these relationships or
establish new ones in the future on acceptable terms or at all. In addition, any collaboration that we enter into may not
be successful, and the success may depend on the efforts and actions of our collaborators, which we may not be able
to control. If we are unable to access human health-generated molecules and compounds to conduct R&D on
cost-effective terms, our ability to develop some types of new products could be limited.

16 |

Edgar Filing: Zoetis Inc. - Form 10-K

34



Table of Contents

Advances in veterinary medical practices and animal health technologies could negatively affect the market for our
products.
The market for our products could be impacted negatively by the introduction and/or broad market acceptance of
newly-developed or alternative products that address the diseases and conditions for which we sell products, including
“green” or “holistic” health products or specially bred disease-resistant animals. In addition, technological breakthroughs
by others may obviate our technology and reduce or eliminate the market for our products. Introduction or acceptance
of such products or technologies could materially adversely affect our operating results and financial condition.
Our R&D relies on evaluations in animals, which may become subject to bans or additional regulations.
As an animal health medicines and vaccines business, the evaluation of our existing and new products in animals is
required to register our products. Animal testing in certain industries has been the subject of controversy and adverse
publicity. Some organizations and individuals have attempted to ban animal testing or encourage the adoption of
additional regulations applicable to animal testing. To the extent that the activities of such organizations and
individuals are successful, our R&D, and by extension our operating results and financial condition, could be
materially adversely affected. In addition, negative publicity about us or our industry could harm our reputation.
Risks related to manufacturing
Manufacturing problems and capacity imbalances may cause product launch delays, inventory shortages, recalls or
unanticipated costs.
In order to sell our products, we must be able to produce and ship our products in sufficient quantities. We have a
global manufacturing network consisting of 28 manufacturing sites located in 11 countries. In addition, 13 Pfizer sites
located in 12 countries manufacture certain of our products for us. Included in these 13 Pfizer sites is our facility in
Guarulhos, Brazil, where Pfizer will continue its manufacturing operations for a period of time. These 13 Pfizer sites
consist of sites operated by Pfizer that, immediately prior to the Separation, predominantly manufactured human
health products. We also employ a network of approximately 200 CMOs. Many of our products involve complex
manufacturing processes and are sole-sourced from certain manufacturing sites.
Minor deviations in our manufacturing processes, such as temperature excursions or improper package sealing, could
result in delays, inventory shortages, unanticipated costs, product recalls, product liability and/or regulatory action. In
addition, a number of factors could cause production interruptions, including:

•the failure of us or any of our vendors or suppliers to comply with applicable regulations and quality assuranceguidelines;
•construction delays;
•equipment malfunctions;
•shortages of materials;
•labor problems;
•natural disasters;
•power outages;
•terrorist activities;

•changes in manufacturing production sites and limits to manufacturing capacity due to regulatory requirements,changes in types of products produced, shipping distributions or physical limitations; and
•the outbreak of any highly contagious diseases near our production sites.
These interruptions could result in launch delays, inventory shortages, recalls, unanticipated costs or issues with our
agreements under which we supply third parties, which may adversely affect our operating results. For example, our
manufacturing site in Medolla, Italy was damaged in an earthquake in May 2012, which resulted in production
interruptions at that site.
Our manufacturing network may be unable to meet the demand for our products or we may have excess capacity if
demand for our products changes. The unpredictability of a product's regulatory or commercial success or failure, the
lead time necessary to construct highly technical and complex manufacturing sites, and shifting customer demand
(including as a result of market conditions or entry of branded or generic competition) increase the potential for
capacity imbalances. In addition, construction of sites is expensive, and our ability to recover costs will depend on the
market acceptance and success of the products produced at the new sites, which is uncertain.
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We rely on third parties to provide us with materials and services and are subject to increased labor and material costs.
The materials used to manufacture our products may be subject to availability constraints and price volatility caused
by changes in demand, weather conditions, supply conditions, government regulations, economic climate and other
factors. In addition, labor costs may be subject to volatility caused by the supply of labor, governmental regulations,
economic climate and other factors. Increases in the demand for, availability or the price of, materials used to
manufacture our products and increases in labor costs could increase the costs to manufacture our products. We may
not be able to pass all or a material portion of any higher material or labor costs on to our customers, which could
materially adversely affect our operating results and financial condition.
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In addition, certain third-party suppliers are the sole source of certain materials necessary for production of our
products. We may be unable to meet demand for certain of our products if any of our third-party suppliers cease or
interrupt operations, fail to renew contracts with us or otherwise fail to meet their obligations to us.
Risks related to legal matters and regulation
We may incur substantial costs and receive adverse outcomes in litigation and other legal matters.
Our operating results, financial condition and liquidity could be materially adversely affected by unfavorable results in
pending or future litigation matters. These matters include, among other things, allegations of violation of United
States and foreign competition laws, labor laws, consumer protection laws, and environmental laws and regulations, as
well as claims or litigations relating to product liability, intellectual property, securities, breach of contract and tort. In
addition, changes in the interpretations of laws and regulations to which we are subject, or in legal standards in one or
more of the jurisdictions in which we operate, could increase our exposure to liability. For example, in the United
States, attempts have been made to allow damages for emotional distress and pain and suffering in connection with the
loss of, or injury to, a companion animal. If such attempts were successful, our exposure with respect to product
liability claims could increase materially.
Litigation matters, regardless of their merits or their ultimate outcomes, are costly, divert management's attention and
may materially adversely affect our reputation and demand for our products. We cannot predict with certainty the
eventual outcome of pending or future litigation matters. An adverse outcome of litigation or legal matters could result
in our being responsible for significant damages. Any of these negative effects resulting from litigation matters could
materially adversely affect our operating results and financial condition.
The misuse or off-label use of our products may harm our reputation or result in financial or other damages.
Our products have been approved for use under specific circumstances for the treatment of certain diseases and
conditions in specific species. There may be increased risk of product liability if veterinarians, livestock producers, pet
owners or others attempt to use our products off-label, including the use of our products in species (including humans)
for which they have not been approved. For example, Ketamine, the active pharmaceutical ingredient in our Ketaset
product (a nonnarcotic agent for anesthetic use in cats), is commonly abused by humans as a hallucinogen.
Furthermore, the use of our products for indications other than those indications for which our products have been
approved may not be effective, which could harm our reputation and lead to an increased risk of litigation. If we are
deemed by a governmental or regulatory agency to have engaged in the promotion of any of our products for off-label
use, such agency could request that we modify our training or promotional materials and practices and we could be
subject to significant fines and penalties, and the imposition of these sanctions could also affect our reputation and
position within the industry. Any of these events could materially adversely affect our operating results and financial
condition.
Animal health products are subject to unanticipated safety, quality, or efficacy concerns, which may harm our
reputation.
Unanticipated safety, quality, or efficacy concerns can arise with respect to animal health products, whether or not
scientifically or clinically supported, leading to product recalls, withdrawals or suspended or declining sales, as well
as product liability and other claims. For example, as a result of safety concerns related to our product, PregSure
BVD, in 2010, we voluntarily suspended sales of the product and withdrew the marketing authorization in the EU and,
in 2011, we suspended sales and withdrew the marketing authorization for the product in New Zealand. Also, in May
2013, we were advised that the European Commission started a procedure regarding the EU marketing authorization
for Suvaxyn PCV, a vaccine against porcine circovirus type 2 in swine. The initiation of the procedure followed a
recall of two batches of Suvaxyn PCV as a result of higher than expected adverse reactions, reported mainly in Spain.
In June 2013, we completed a root cause investigation of the higher than expected adverse reactions in these two
batches, and subsequently submitted to the EMA a proposed variation to describe specific adjustments to the
manufacturing process to help minimize the risk of future reactive batches. In October 2013, the EMA’s Committee on
Medicinal Products for Veterinary Use adopted a positive opinion as to the proposed variation and concurrently
adopted an opinion concluding that no action was required at this time with regard to the EU marketing authorization
for Suvaxyn PCV. Both opinions were transmitted to the European Commission according to the applicable procedure
and the Commission officially advised us in January 2014 that it had adopted those positive opinions and concluded
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the procedure begun in May 2013 by maintaining the marketing authorization for Suvaxyn PCV in effect.
Regulatory actions based on these types of safety, quality or efficacy concerns could impact all or a significant portion
of a product’s sales and could, depending on the circumstances, materially adversely affect our operating results.
In addition, since we depend on positive perceptions of the safety, quality and efficacy of our products, and animal
health products generally, by our customers, veterinarians and end-users, any concerns as to the safety, qualify or
efficacy of our products, whether actual or perceived, may harm our reputation. These concerns and the related harm
to our reputation could materially adversely affect our operating results and financial condition, regardless of whether
such reports are accurate.
Our business is subject to substantial regulation.
We will not be able to market new products unless and until we have obtained all required regulatory approvals in
each jurisdiction where we propose to market those products. Even after a product reaches market, it may be subject to
re-review and may lose its approvals. In connection with the Separation, we will likely change the location of the
manufacture of certain of our products and, because of these changes, may be required to obtain new regulatory
approvals. Our failure to obtain approvals, delays in the approval process, or our failure to maintain approvals in any
jurisdiction, may prevent us from selling products in that jurisdiction until approval or reapproval is obtained, if ever.
In addition, we cannot predict the nature of future laws or regulations, nor can we determine the effect that additional
laws or regulations or changes in existing laws or regulations could have on our business when and if promulgated, or
the impact of changes in the interpretation of these laws and regulations, or of disparate federal, state, local and
foreign regulatory schemes. Changes to such laws or regulations may include,
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among other things, changes to taxation requirements, such as tax-rate changes and changes affecting the taxation by
the United States of income earned outside the United States.
Changes in applicable federal, state, local and foreign laws and regulations could have a material adverse effect on our
operating results and financial condition. For example, regulatory agencies have recently increased their focus on the
potential for vaccines to induce immunity anomalies. Absent a clear understanding of these anomalies, regulatory
scrutiny of vaccines may become stricter. Additional scrutiny or regulation of our vaccine products could materially
adversely affect our operating results and financial condition.
We are subject to complex environmental, health and safety laws and regulations.
We are subject to various federal, state, local and foreign environmental, health and safety laws and regulations. These
laws and regulations govern matters such as the emission and discharge of hazardous materials into the ground, air or
water; the generation, use, storage, handling, treatment, packaging, transportation, exposure to, and disposal of
hazardous and biological materials, including recordkeeping, reporting and registration requirements; and the health
and safety of our employees. Due to our operations, these laws and regulations also require us to obtain, and comply
with, permits, registrations or other authorizations issued by governmental authorities. These authorities can modify or
revoke our permits, registrations or other authorizations and can enforce compliance through fines and injunctions.
Given the nature of our business, we have incurred, are currently incurring and may in the future incur, liabilities
under CERCLA or under other federal, state, local and foreign environmental cleanup laws, with respect to our current
or former sites, adjacent or nearby third-party sites, or offsite disposal locations. See Item 1. Business—Environmental,
Health and Safety. The costs associated with future cleanup activities that we may be required to conduct or finance
could be material. Additionally, we may become liable to third parties for damages, including personal injury and
property damage, resulting from the disposal or release of hazardous materials into the environment. Such liability
could materially adversely affect our operating results and financial condition. Furthermore, regulatory agencies are
showing increasing concern over the impact of animal health products and livestock operations on the environment.
This increased regulatory scrutiny may necessitate that additional time and resources be spent to address these
concerns in both new and existing products.
Our failure to comply with the environmental, health and safety laws and regulations to which we are subject,
including any permits issued thereunder, may result in environmental remediation costs, loss of permits, fines,
penalties or other adverse governmental or private actions, including regulatory or judicial orders enjoining or
curtailing operations or requiring corrective measures, installation of pollution control equipment or remedial
measures. We could also be held liable for any and all consequences arising out of human exposure to hazardous
materials or environmental damage. Environmental laws and regulations are complex, change frequently, have tended
to become more stringent and stringently enforced over time and may be subject to new interpretation. We cannot
assure you that our costs of complying with current and future environmental, health and safety laws, and our
liabilities arising from past or future releases of, or exposure to, hazardous materials will not materially adversely
affect our business, results of operations or financial condition.
Risks related to our international operations
A significant portion of our operations are conducted in foreign jurisdictions and are subject to the economic, political,
legal and business environments of the countries in which we do business.
Our international operations could be limited or disrupted by any of the following:

• volatility in the international financial
markets;

•compliance with governmental controls;
•difficulties enforcing contractual and intellectual property rights;

•compliance with a wide variety of laws and regulations, such as the Foreign Corrupt Practices Act and similarnon-U.S. laws and regulations;
•compliance with foreign labor laws;

• burdens to comply with multiple and potentially conflicting foreign laws and regulations, including those
relating to environmental, health and safety requirements;

•
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changes in laws, regulations, government controls or enforcement practices with respect to our business and the
businesses of our customers;
•political and social instability, including crime, civil disturbance, terrorist activities and armed conflicts;

•trade restrictions and restrictions on direct investments by foreign entities, including restrictions administered byOFAC;
•changes in tax laws and tariffs;
•costs and difficulties in staffing, managing and monitoring international operations; and
•longer payment cycles and increased exposure to counterparty risk.
The multinational nature of our business subjects us to potential risks that various taxing authorities may challenge the
pricing of our cross-border arrangements and subject us to additional tax, adversely impacting our effective tax rate
and our tax liability.
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In addition, international transactions may involve increased financial and legal risks due to differing legal systems
and customs. Compliance with these requirements may prohibit the import or export of certain products and
technologies or may require us to obtain a license before importing or exporting certain products or technology. A
failure to comply with any of these laws, regulations or requirements could result in civil or criminal legal
proceedings, monetary or non-monetary penalties, or both, disruptions to our business, limitations on our ability to
import and export products and services, and damage to our reputation. In addition, variations in the pricing of our
products between jurisdictions may result in the unauthorized importation of our products between jurisdictions.
While the impact of these factors is difficult to predict, any of them could materially adversely affect our operating
results and financial condition. Changes in any of these laws, regulations or requirements, or the political environment
in a particular country, may affect our ability to engage in business transactions in certain markets, including
investment, procurement and repatriation of earnings.
Foreign exchange rate fluctuations and potential currency controls affect our results of operations, as reported in our
financial statements.
We conduct operations in many areas of the world, involving transactions denominated in a variety of currencies. In
2013, we generated approximately 54% of our revenue in currencies other than the U.S. dollar, principally the euro,
Australian dollar and Brazilian real. We are subject to currency exchange rate risk to the extent that our costs are
denominated in currencies other than those in which we earn revenue. In addition, because our financial statements are
reported in U.S. dollars, changes in currency exchange rates between the U.S. dollar and other currencies have had,
and will continue to have, an impact on our results of operations.
We also face risks arising from currency devaluations and the imposition of cash repatriation restrictions and
exchange controls. Currency devaluations result in a diminished value of funds denominated in the currency of the
country instituting the devaluation. Cash repatriation restrictions and exchange controls may limit our ability to
convert foreign currencies into U.S. dollars or to remit dividends and other payments by our foreign subsidiaries or
businesses located in or conducted within a country imposing restrictions or controls. While we currently have no
need, and do not intend, to repatriate or convert cash held in countries that have significant restrictions or controls in
place, should we need to do so to fund our operations, we may be unable to repatriate or convert such cash, or unable
to do so without incurring substantial costs. We currently have substantial operations in countries that have cash
repatriation restrictions or exchange controls in place, including China and Venezuela, and, if we were to need to
repatriate or convert such cash, these controls and restrictions may have a material adverse effect on our operating
results and financial condition.
For example, on February 13, 2013, the Venezuelan government devalued its currency from a rate of 4.3 to 6.3
Venezuelan bolivar per U.S. dollar. We incurred a foreign currency loss immediately on the devaluation as a result of
remeasuring the local balance sheets and we will experience ongoing impacts to earnings as our revenue and expenses
will be translated at lower rates. We cannot predict whether there will be further devaluation of the Venezuelan
bolivar.
We may not be able to realize the expected benefits of our investments in emerging markets.
We have been taking steps to increase our presence in emerging markets, including by expanding our manufacturing
presence, sales organization and product offerings in these markets. Failure to continue to maintain and expand our
business in emerging markets could also materially adversely affect our operating results and financial condition.
Some countries within emerging markets may be especially vulnerable to periods of local, regional or global
economic, political or social instability or crisis. For example, our sales in certain emerging markets have suffered
from extended periods of disruption due to natural disasters. Furthermore, we have also experienced lower than
expected sales in certain emerging markets due to local, regional and global restrictions on banking and commercial
activities in those countries. In addition, certain emerging markets have currencies that fluctuate substantially, which
may impact our financial performance. For example, in the past, our revenue in certain emerging markets in Latin
America have been adversely impacted by currency fluctuations and devaluations. For all these and other reasons,
sales within emerging markets carry significant risks.
Risks related to intellectual property
The actual or purported intellectual property rights of third parties may negatively affect our business.
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A third party may sue us or otherwise make a claim, alleging infringement or other violation of the third-party's
patents, trademarks, trade dress, copyrights, trade secrets, domain names or other intellectual property rights. If we do
not prevail in this type of litigation, we may be required to:
•pay monetary damages;

•obtain a license in order to continue manufacturing or marketing the affected products, which may not be available oncommercially reasonable terms, or at all; or

• stop activities, including any commercial activities, relating to the affected products, which could include a
recall of the affected products and/or a cessation of sales in the future.

The costs of defending an intellectual property claim could be substantial and could materially adversely affect our
operating results and financial condition, even if we successfully defend such claims. The intellectual property
positions of animal health medicines and vaccines businesses frequently involve complex legal and factual questions,
and an issued patent does not guarantee us the right to practice the patented technology or develop, manufacture or
commercialize the patented product. We cannot be certain that a competitor or other third party does not have or will
not obtain rights to intellectual property that may prevent us from manufacturing, developing or marketing certain of
our products, regardless of whether we believe such intellectual property rights are valid and enforceable or we
believe we would be otherwise able to develop a more commercially successful product, which may harm our
operating results and financial condition.
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If our intellectual property rights are challenged or circumvented, competitors may be able to take advantage of our
research and development efforts.
Our long-term success largely depends on our ability to market technologically competitive products. We rely and
expect to continue to rely on a combination of intellectual property, including patent, trademark, trade dress,
copyright, trade secret, data protection, and domain name protection laws, as well as confidentiality and license
agreements with our employees and others, to protect our intellectual property and proprietary rights. If we fail to
obtain and maintain adequate intellectual property protection, we may not be able to prevent third parties from using
our proprietary technologies or from marketing products that are very similar or identical to ours. Our currently
pending or future patent applications may not result in issued patents, or be approved on a timely basis, or at all.
Similarly, any term extensions that we seek may not be approved on a timely basis, if at all. In addition, our issued
patents may not contain claims sufficiently broad to protect us against third parties with similar technologies or
products or provide us with any competitive advantage, including exclusivity in a particular product area. The scope
of our patent claims also may vary between countries, as individual countries have their own patent laws. For
example, some countries only permit the issuance of patents covering a novel chemical compound itself, and its first
use, and thus further methods of use for the same compound, may not be patentable. We may be subject to challenges
by third parties regarding our intellectual property, including claims regarding validity, enforceability, scope and
effective term. The validity, enforceability, scope and effective term of patents can be highly uncertain and often
involve complex legal and factual questions and proceedings. Our ability to enforce our patents also depends on the
laws of individual countries and each country's practice with respect to enforcement of intellectual property rights. In
addition, if we are unable to maintain our existing license agreements or other agreements pursuant to which third
parties grant us rights to intellectual property, including because such agreements expire or are terminated, our
operating results and financial condition could be materially adversely affected.
In addition, patent law reform in the United States and other countries may also weaken our ability to enforce our
patent rights, or make such enforcement financially unattractive. For instance, in September 2011, the United States
enacted the America Invents Act, which will permit enhanced third-party actions for challenging patents and will
implement a first-to-invent system. In April 2012, Australia enacted the Intellectual Property Laws Amendment
(Raising the Bar) Act, which provides higher standards for obtaining patents. In September 2013, the Brazilian Patent
Office challenged the validity and term of the so-called “mailbox patents” of pharmaceutical and veterinary companies
which were filed in the interim period before Brazil fully implemented the Trade-Related Aspects of Intellectual
Property Right (TRIPS) Agreement's patentability standards. The action of the Brazilian Patent Office potentially
could shorten the duration or invalidate some of our patents. We have filed an appeal, but the decision will not be
known for several years. These reforms could result in increased costs to protect our intellectual property or limit our
ability to patent our products in these jurisdictions.
Additionally, certain foreign governments have indicated that compulsory licenses to patents may be granted in the
case of national emergencies, which could diminish or eliminate sales and profits from those regions and materially
adversely affect our operating results and financial condition.
Likewise, in the United States and other countries, we currently hold issued trademark registrations and have
trademark applications pending, any of which may be the subject of a governmental or third party objection, which
could prevent the maintenance or issuance of the same and thus create the potential need to rebrand or relabel a
product. As our products mature, our reliance on our trademarks to differentiate us from our competitors increases and
as a result, if we are unable to prevent third parties from adopting, registering or using trademarks and trade dress that
infringe, dilute or otherwise violate our trademark rights, our business could be materially adversely affected.
Many of our vaccine products and other products are based on or incorporate proprietary information, including
proprietary master seeds and proprietary or patented adjuvant formulations. We actively seek to protect our
proprietary information, including our trade secrets and proprietary know-how, by requiring our employees,
consultants, other advisors and other third parties to execute proprietary information and confidentiality agreements
upon the commencement of their employment, engagement or other relationship. Despite these efforts and
precautions, we may be unable to prevent a third party from copying or otherwise obtaining and using our trade
secrets or our other intellectual property without authorization and legal remedies may not adequately compensate us
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for the damages caused by such unauthorized use. Further, others may independently and lawfully develop
substantially similar or identical products that circumvent our intellectual property by means of alternative designs or
processes or otherwise.
The misappropriation and infringement of our intellectual property, particularly in foreign countries where the laws
may not protect our proprietary rights as fully as in the United States, may occur even when we take steps to prevent
it. We are currently, and expect to be in the future, party to patent lawsuits and other intellectual property rights claims
that are expensive and time consuming, and if resolved adversely, could have a significant impact on our business and
financial condition. In the future, we may not be able to enforce intellectual property that relates to our products for
various reasons, including licensor restrictions and other restrictions imposed by third parties, or the cost of enforcing
our intellectual property may outweigh the value of doing so; either of which could have a material adverse impact on
our business and financial condition.
Risks related to information technology
We may be unable to successfully manage our online ordering sites.
In many markets around the world, such as the United States and Brazil, we provide online ordering sites to
customers, often relying on third parties to host and support the application. The operation of our online business
depends on our ability to maintain the efficient and uninterrupted operation of our online order-taking and fulfillment
operations. Risks associated with our online business include: disruptions in telephone service or power outages;
failures of the computer systems that operate our website, including inadequate system capacity, computer viruses,
human error, changes in programming, security breaches, system upgrades or migration of these services to new
systems; reliance on third parties for computer hardware and software as well as delivery of merchandise to our
customers; rapid technology changes; credit card fraud; natural disasters or adverse weather conditions; power and
network outages; changes in applicable federal and state regulations; liability
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