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Cautionary Note Regarding Forward-Looking Statements

Certain statements in this report are “forward-looking statements” within the meaning of Section 21E of the Securities
Exchange Act of 1934, as amended, and are subject to the safe harbor created thereby. These statements relate to

future events or the Company’s future financial performance and involve known and unknown risks, uncertainties and
other factors that may cause the actual results, levels of activity, performance or achievements of the Company or its
industry to be materially different from those expressed or implied by any forward-looking statements. In particular,
statements about the Company’s expectations, beliefs, plans, objectives, assumptions, future events or future
performance contained in this report, including certain statements contained in “Management’s Discussion and Analysis
of Financial Condition and Results of Operations” are forward-looking statements. In some cases, forward-looking
statements can be identified by terminology such as “may,” “will,” “could,” “would,” “should,” “expect,” “plan,” “anticipate,”
“believe,” “estimate,” “predict,” “potential” or the negative of those terms or other comparable terminology. Please see
Item 1A of the Company’s Form 10-K for the year ended June 30, 2012 and Part II, Item 1A of this Form 10-Q for a
discussion of certain important risk factors that relate to forward-looking statements contained in this report. The
Company has based these forward-looking statements on its current expectations, assumptions, estimates and
projections. While the Company believes these expectations, assumptions, estimates and projections are reasonable,
such forward-looking statements are only predictions and involve known and unknown risks and uncertainties, many
of which are beyond the Company’s control. These and other important factors may cause actual results, performance
or achievements to differ materially from those expressed or implied by these forward-looking statements. The
forward-looking statements in this report are made only as of the date hereof, and unless otherwise required by
applicable securities laws, the Company disclaims any intention or obligation to update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements (Unaudited)

PERRIGO COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except per share amounts)

(unaudited)

Net sales
Cost of sales
Gross profit

Operating expenses
Distribution
Research and development
Selling and administration
Total operating expenses

Operating income

Interest, net

Other expense, net

Loss on sale of investment
Income before income taxes
Income tax expense

Net income

Earnings per share
Basic earnings per share
Diluted earnings per share

Weighted average shares outstanding

Basic
Diluted

Dividends declared per share

Three Months Ended
December 29, December 31,
2012 2011
$882,959 $838,170
575,794 543,295
307,165 294,875
11,699 9,095
28,323 31,148
103,286 93,964
143,308 134,207
163,857 160,668
15,314 15,641
76 752
3,049 —
145,418 144,275
39,463 44,536
$105,955 $99,739
$1.13 $1.07
$1.12 $1.06
93,903 93,221
94,450 94,043
$0.09 $0.08

See accompanying notes to condensed consolidated financial statements.

2

Six Months Ended
December 29,  December 31,
2012 2011
$1,652,769 $1,563,465
1,060,335 1,041,011
592,434 522,454
22,466 19,359
55,718 50,786
193,820 190,089
272,004 260,234
320,430 262,220
31,167 28,211

14 981

3,049 —
286,200 233,028
74,665 62,831
$211,535 $170,197
$2.26 $1.83
$2.24 $1.81
93,755 93,066
94,408 93,983
$0.17 $0.15
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PERRIGO COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands)

(unaudited)
Three Months Ended Six Months Ended
December 29, December 31, December 29, December 31,
2012 2011 2012 2011
Net income $105,955 $99,739 $211,535 $170,197
Other comprehensive income (loss):
Change in fair value of derivative financial 5.044 (1496 ) 6.706 9.292
instruments, net of tax
Foreign currency translation adjustments 28,026 (12,851 ) 33,450 (65,812
gzange in fair value of investment securities, net of 1,037 933 ) 1,037 933
Post-retirement liability adjustments, net of tax — (24 ) (41 ) (41
Other comprehensive income (loss), net of tax 34,307 (15,304 ) 41,152 (76,078
Comprehensive income $140,262 $84,435 $252,687 $94,119

See accompanying notes to condensed consolidated financial statements.
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PERRIGO COMPANY

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands)
(unaudited)

Assets

Current assets

Cash and cash equivalents
Accounts receivable, net
Inventories

Current deferred income taxes
Income taxes refundable
Prepaid expenses and other current assets
Total current assets

Property and equipment

Less accumulated depreciation

Goodwill and other indefinite-lived intangible assets
Other intangible assets, net

Non-current deferred income taxes

Other non-current assets

Liabilities and Shareholders’ Equity
Current liabilities

Accounts payable

Short-term debt

Payroll and related taxes

Accrued customer programs
Accrued liabilities

Accrued income taxes

Current portion of long-term debt
Total current liabilities

Non-current liabilities

Long-term debt, less current portion
Non-current deferred income taxes
Other non-current liabilities

Total non-current liabilities
Shareholders’ Equity

Controlling interest:

Preferred stock, without par value, 10,000 shares authorized
Common stock, without par value, 200,000 shares authorized

Accumulated other comprehensive income
Retained earnings

Noncontrolling interest
Total shareholders’ equity

Supplemental Disclosures of Balance Sheet Information

December 29,

2012

$459,514
583,903
638,797
44,813
4,323
42,771
1,774,121
1,192,787
(574,362
618,425
962,804
845,666
14,938
78,382
$4,294,336

$321,205
2,648
71,081
122,651
65,981
11,299
40,000
634,865

1,329,886
47,481
173,644
1,551,011

524,124
80,556
1,502,455
2,107,135
1,325
2,108,460
$4,294,336

June 30,
2012

$602,489
572,582
547,455
45,738
1,047
26,610
1,795,921
1,118,837
(540,487
578,350
820,122
729,253
13,444
86,957
$4,024,047

$317,341
90
89,934
116,055
76,406
12,905
40,000
652,731

1,329,235
24,126
165,310
1,518,671

504,708
39,404
1,306,925
1,851,037
1,608
1,852,645
$4,024,047

December 31,

2011

$531,410
530,178
580,668
47,216
4,111
40,509
1,734,092
1,066,307
(515,600
550,707
808,531
752,595
12,330
84,299
$3,942,554

$324,349
71,059
116,888
85,661
28,684
40,000
666,641

1,452,546
9,163
183,393
1,645,102

486,665
50,972
1,090,509
1,628,146
2,665
1,630,811
$3,942,554
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Allowance for doubtful accounts $2,473 $2,556 $8,993
Working capital $1,139,256 $1,143,190 $1,067,451
Preferred stock, shares issued and outstanding — — —
Common stock, shares issued and outstanding 93,980 93,484 93,287

See accompanying notes to condensed consolidated financial statements.

4




Edgar Filing: PERRIGO CO - Form 10-Q

Table of Contents

PERRIGO COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(unaudited)

Cash Flows From (For) Operating Activities
Net income

Adjustments to derive cash flows

Gain on sale of pipeline development projects
Loss on sale of investment

Depreciation and amortization

Share-based compensation

Income tax benefit from exercise of stock options
Excess tax benefit of stock transactions
Deferred income taxes

Subtotal

Changes in operating assets and liabilities, net of business acquisitions
Accounts receivable

Inventories

Accounts payable

Payroll and related taxes

Accrued customer programs

Accrued liabilities

Accrued income taxes

Other

Subtotal

Net cash from operating activities

Cash Flows (For) From Investing Activities
Acquisitions of businesses, net of cash acquired
Proceeds from sale of intangible assets and pipeline development projects
Additions to property and equipment
Acquisitions of assets

Net cash for investing activities

Cash Flows (For) From Financing Activities
Borrowings (repayments) of short-term debt, net
Borrowings of long-term debt

Repayments of long-term debt

Deferred financing fees

Excess tax benefit of stock transactions

Issuance of common stock

Repurchase of common stock

Cash dividends

Net cash (for) from financing activities

Effect of exchange rate changes on cash

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Six Months Ended

December 29,
2012

$211,535

3,049
69,939
9,363
1,074
(15,668
972
280,264

16,228
(44,980
(18,072
(19,966
6,596
(7,156
12,835
3,854
(50,661
229,603

(326,944

(39,279

(366,223

2,558
40,651
(40,000
(643
15,668
7,617
(12,159
(16,005
(2,313
(4,042
(142,975
602,489
$459,514

~— N N N

December 31,
2011

$170,197

(3,500
67,105
8,977
934
(11,215
3,669
236,167

(10,657
(34,150
(14,319
(12,012
(1,412
16,300
46,409
(6,204
(16,045
220,122

(547,052
10,500
(55,659
(750
(592,961

(2,770
1,087,546
(485,000
(5,097
11,215
7,699
(7,954
(14,021
591,618
2,527
221,306
310,104
$531,410

— N N '
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Supplemental Disclosures of Cash Flow Information
Cash paid/received during the period for:

Interest paid $29,244
Interest received $2,741
Income taxes paid $67,863
Income taxes refunded $1,155

See accompanying notes to condensed consolidated financial statements.

5

$22,861
$1,301
$15,973
$802
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PERRIGO COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
December 29, 2012

(in thousands, except per share amounts)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The Company

From its beginnings as a packager of generic home remedies in 1887, Perrigo Company (the "Company"), based in
Allegan, Michigan, has grown to become a leading global provider of quality, affordable healthcare products. The
Company develops, manufactures and distributes over-the-counter ("OTC") and generic prescription ("Rx")
pharmaceuticals, nutritional products and active pharmaceutical ingredients ("API"). The Company is the world's
largest manufacturer of OTC pharmaceutical products for the store brand market. The Company’s mission is to offer
uncompromised “quality, affordable healthcare products”, and it does so across a wide variety of product categories
primarily in the United States ("U.S."), United Kingdom ("U.K."), Mexico, Israel and Australia, as well as certain
other markets throughout the world, including Canada, China and Latin America.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
U.S. generally accepted accounting principles ("GAAP") for interim financial information and with the instructions to
Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by
GAAP for complete financial statements. In the opinion of management, all adjustments (consisting of normal
recurring accruals and other adjustments) considered necessary for a fair presentation have been included.

The Company’s sales of OTC pharmaceutical products are subject to the seasonal demands for cough/cold/flu and
allergy products. In addition, with the acquisition of Sergeant's Pet Care Products, Inc. ("Sergeant's") discussed in
Note 2, the Company's pet healthcare products are subject to the seasonal demand for flea and tick products, which
typically peaks during the warmer weather months. Accordingly, operating results for the six months ended
December 29, 2012, are not necessarily indicative of the results that may be expected for a full fiscal year. The
unaudited condensed consolidated financial statements should be read in conjunction with the consolidated financial
statements and footnotes included in the Company’s Annual Report on Form 10-K for the year ended June 30, 2012.

The Company’s fiscal year is a 52- or 53-week period, which ends the Saturday on or about June 30. An extra week is
required approximately every six years in order to re-align the Company's fiscal reporting dates with the actual
calendar months. Fiscal 2013 is a 52-week year and included 13 and 26 weeks of operations in the second quarter and
year-to-date results, respectively. Fiscal 2012 was a 53-week year and included 14 and 27 weeks of operations in the
second quarter and year-to-date results, respectively. This factor should be considered when comparing the Company's
second quarter and year-to-date fiscal 2013 financial results to the prior year periods.

The Company has four reportable segments, aligned primarily by type of product: Consumer Healthcare, Nutritionals,
Rx Pharmaceuticals and API. In addition, the Company has an Other category that consists of the Israel
Pharmaceutical and Diagnostic Products operating segment, which does not individually meet the quantitative
thresholds required to be a separately reportable segment. This segment structure is consistent with the way
management makes operating decisions, allocates resources and manages the growth and profitability of the
Company’s business.

Principles of Consolidation

11
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The condensed consolidated financial statements include the accounts of the Company and all majority owned
subsidiaries. All intercompany transactions and balances have been eliminated in consolidation.

Recently Adopted Accounting Standards

In June 2011, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU")
2011-05, “Comprehensive Income (ASC Topic 220): Presentation of Comprehensive Income.” The amendments in this
ASU improve the prominence of other comprehensive income items and align the presentation of other

comprehensive income with International Financial Reporting Standards. These changes allow an entity to present the
total of comprehensive income, the components of net income, and the components of other comprehensive income
either in a single statement of comprehensive

6
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income or in two separate and consecutive statements. Both methods must still report each component of net income
with total income, each component of other comprehensive income with a total amount of other comprehensive
income, and a total amount of comprehensive income. The amendments in this ASU are effective for public entities
for fiscal years, and interim periods within those years, beginning after December 15, 2011. The amendments should
be applied retrospectively. This guidance was effective for the Company in the first quarter of fiscal 2013.

In December 2011, the FASB issued ASU 2011-12, "Comprehensive Income (ASC Topic 220) - Deferral of Effective
Date for Amendments to the Presentation of Reclassifications of Items Out of Accumulated Other Comprehensive
Income in Accounting Standards Update No. 2011-05." This ASU defers the effective date for the part of ASU
2011-05, "Comprehensive Income (ASC Topic 220): Presentation of Comprehensive Income" that would require
adjustments of items out of accumulated other comprehensive income to be presented on the components of both net
income and other comprehensive income in financial statements. The changes in ASU 2011-05 would have been
effective for annual and interim periods beginning on or after December 15, 2011, but those changes are now deferred
until the FASB can adequately evaluate the costs and benefits of this presentation. The Company has deferred
adoption of the presentation requirement and has provided the disclosures required under the remainder of ASU
2011-05 in the condensed consolidated statements of comprehensive income.

NOTE 2 — BUSINESS ACQUISITIONS

Fiscal 2013

Cobrek Pharmaceuticals, Inc. — On December 28, 2012, the Company acquired the remaining 81.5% interest of Cobrek
Pharmaceuticals, Inc. ("Cobrek"), a privately-held, Chicago, Illinois-based drug development company, for $41,967 in
cash. In May 2008, the Company acquired an 18.5% minority stake in Cobrek for $12,575 in conjunction with

entering into a product development collaborative partnership agreement focused on generic pharmaceutical foam
dosage form products. As of the acquisition date, the partnership had successfully yielded two commercialized
foam-based products and had an additional two U.S. Food and Drug Administration ("FDA") approved foam-based
products, both of which were launched subsequent to the Company's second quarter of fiscal 2013. Cobrek derives its
earnings stream primarily from exclusive technology agreements. The acquisition of Cobrek is expected to further
strengthen the Company's position in foam-based technologies for existing and future U.S. Rx products.

In conjunction with the acquisition, the Company adjusted the fair value of its 18.5% noncontrolling interest, which
was valued at $9,526, and recognized a loss of $3,049 in other expense during the second quarter of fiscal 2013. Also
in conjunction with the acquisition, the Company incurred $1,500 of severance costs in the second quarter of fiscal
2013.

The preliminary purchase price allocation was based on an assessment of the fair value of the assets and liabilities
acquired. Based on the Company's preliminary allocation of the purchase price, the acquisition had the following
effect on the Company's consolidated financial position as of December 29, 2012:

Other assets $371

Goodwill 18,823

Other intangible assets - Exclusive technology agreements 51,122

Deferred tax liabilities (18,823 )
Total purchase price $51,493

The total purchase price above consists of the $41,967 cash purchase price and the $9,526 adjusted basis of the
Company's existing investment in Cobrek. The allocation of the purchase price above is considered preliminary and
was based on valuation information, estimates and assumptions available at December 29, 2012. Management is still
in the process of verifying data and finalizing information related to the valuation and recording of deferred income
taxes and the resulting effects on the value of goodwill. The Company expects to finalize these matters within the
measurement period, which is expected to end in the third quarter of fiscal 2013, as final asset and liability valuations

13
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are completed.

The $18,823 of goodwill was assigned to the Rx Pharmaceuticals segment at the time of acquisition. Goodwill is not
amortized for financial reporting purposes or for tax purposes.

Management assigned fair values to the identifiable intangible assets by estimating the discounted forecasted cash
flows related to the technology agreements. The estimated useful lives of the agreements are twelve years, and they
are amortized on a proportionate basis consistent with the economic benefits derived therefrom.

14
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Sergeant's Pet Care Products, Inc. — On October 1, 2012, the Company completed the acquisition of substantially all of
the assets of privately-held Sergeant's for $285,000 in cash. At the end of the second quarter of fiscal 2013, the
Company had incurred $1,920 of acquisition costs, of which $1,880 and $40 were expensed in operations in the first
and second quarters of fiscal 2013, respectively. Headquartered in Omaha, Nebraska, Sergeant's is a leading supplier
of pet healthcare products, including flea and tick remedies, health and well-being products, natural and formulated
treats, and consumable products. The acquisition expanded the Company's Consumer Healthcare product portfolio

into the pet healthcare category.

The acquisition was accounted for under the acquisition method of accounting, and the related assets acquired and
liabilities assumed were recorded at fair value. The operating results for Sergeant's are included in the Consumer
Healthcare segment of the Company's consolidated results of operations from the acquisition date to December 29,
2012. Since the acquisition date, Sergeant's contributed approximately $24,800 in revenue and an operating loss of
approximately $10,300, which included a non-recurring charge of $7,700 to cost of sales related to the step-up in
value of inventory acquired and sold during the second quarter of fiscal 2013.

The preliminary allocation of the $285,000 purchase price through December 29, 2012 was:

Cash $23
Accounts receivable 19,696
Inventory 37,689
Property and equipment 25,396
Deferred tax assets 1,508
Goodwill 68,229
Other intangible assets 147,450
Other assets 2,966
Total assets acquired 302,957
Accounts payable 13,733
Accrued expenses 4,224
Total liabilities assumed 17,957
Net assets acquired $285,000

The allocation of the purchase price above is considered preliminary and was based on valuation information,
estimates and assumptions available at December 29, 2012. Management is still in the process of verifying data and
finalizing information related to the valuation and recording of property and equipment, identifiable intangible assets,
deferred income taxes and the resulting effects on the value of goodwill. The Company expects to finalize these
matters within the measurement period, which is expected to end in the third quarter of fiscal 2013, as final asset and
liability valuations are completed.

The $68,229 of goodwill was assigned to the Consumer Healthcare segment at the time of acquisition. The purchase
price in excess of the value of Sergeant's net assets reflects the strategic value the Company placed on the business.
The Company believes it will benefit from the development of the pet healthcare store brand category, an adjacent
category to the Company's retail customers of its existing store brand products. Goodwill is not amortized for financial
reporting purposes, but is amortized for tax purposes. See Note 6 regarding the timing of the Company’s annual
goodwill impairment testing.

Other intangible assets acquired in the acquisition were valued as follows:

Developed product technology $65,140
Trade name and trademarks 46,000
Favorable supply agreement 25,000

15
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Customer relationships 10,000
Non-compete agreements 1,310
Total intangible assets acquired $147,450

Management assigned fair values to the identifiable intangible assets through a combination of the relief from royalty
method, the excess earnings method, the with or without approach and the lost income method. The developed
product technology assets are based on a 10-year useful life and amortized on a straight-line basis. For the trade name
and trademarks, the Company concluded that there is no foreseeable limit to the period over which they would be
expected to contribute to the

8
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entity's cash flows; therefore, they are considered to have an indefinite life. The favorable supply agreement and
customer relationships are based on a 7- and 20-year useful life, respectively, and amortized on a proportionate basis
consistent with the economic benefits derived therefrom. There are nine non-compete agreements, eight based on a
12-month useful life and one based on a 3-year useful life, and all are amortized on a straight-line basis.

At the time of the acquisition, a step-up in the value of inventory of $7,700 was recorded in the opening balance sheet
as assets acquired and was based on valuation estimates, all of which was charged to cost of sales in the second
quarter of fiscal 2013 as the acquired inventory was sold. In addition, fixed assets were written up by $6,100 to their
estimated fair market value based on a valuation method that included both the cost and market approaches. This
additional step-up in value is being depreciated over the estimated remaining useful lives of the assets.

Fiscal 2012

CanAm Care, LLC — On January 6, 2012, the Company acquired substantially all of the assets of CanAm Care, LLC
("CanAm"), a distributor of diabetes care products, located in Alpharetta, Georgia, for $39,014. The purchase price
included an up-front cash payment of $36,114 and contingent consideration totaling $2,900 based primarily on the
estimated fair value of contingent payments to the seller pending the Company's future execution of a promotion
agreement with a third-party related to a certain diabetes care product. In the first quarter of fiscal 2013, the Company
executed the promotion agreement with the third-party and paid the seller the initial consideration of $2,000. See Note
4 regarding the valuation of the remaining $900 of contingent consideration. The acquisition expanded the Company's
diabetic product offering within the Consumer Healthcare segment.

The acquisition was accounted for under the acquisition method of accounting, and the related assets acquired and
liabilities assumed were recorded at fair value. The operating results for CanAm were included in the Consumer

Healthcare segment of the Company's consolidated results of operations beginning January 6, 2012.

The final allocation of the $39,014 purchase price was:

Accounts receivable $3,568
Inventory 6,391
Property and equipment 91
Other assets 126
Deferred income tax assets 625
Goodwill 15,040
Other intangible assets 15,830
Total assets acquired 41,671
Accounts payable 2,237
Other current liabilities 420
Total liabilities assumed 2,657
Net assets acquired $39,014

The excess of the purchase price over the fair value of net assets acquired, amounting to $15,040, was recorded as
goodwill in the condensed consolidated balance sheet and was assigned to the Company’s Consumer Healthcare
segment. Goodwill is not amortized for financial reporting purposes, but is amortized for tax purposes. See Note 6

regarding the timing of the Company’s annual goodwill impairment testing.

Other intangible assets acquired in the acquisition were valued as follows:

Customer relationships

$12,000

17



Developed product technology
Non-compete agreements
Trade name and trademarks

Total intangible assets acquired
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1,600
1,540
690
$15,830
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Management assigned fair values to the identifiable intangible assets through a combination of the relief from royalty
method and the excess earnings method. Customer relationships are based on a 15-year useful life and amortized on a
proportionate basis consistent with the economic benefits derived therefrom. Developed product technology and
non-compete agreements are based on a 20- and 5-year useful life, respectively, and are amortized on a straight-line
basis. Trade name and trademarks are considered to have an indefinite life.

Paddock Laboratories, Inc. — On July 26, 2011, the Company completed the acquisition of substantially all of the assets
of Paddock Laboratories, Inc. ("Paddock"). After final working capital and other adjustments of $837, the ultimate
cash paid for Paddock was $546,215. Headquartered in Minneapolis, Minnesota, Paddock was a manufacturer and
marketer of generic Rx pharmaceutical products. The acquisition expanded the Company’s generic Rx product
offering, pipeline and scale.

The Company funded the transaction using $250,000 of term loan debt, $211,215 of cash on hand and $85,000 from
its accounts receivable securitization program. In fiscal 2011, the Company incurred $2,560 of acquisition costs, of
which $1,315, $695 and $550 were expensed in operations in the second, third and fourth quarters of fiscal 2011,
respectively. The Company incurred an additional $5,600 of acquisition costs in the first quarter of fiscal 2012, along
with severance costs of $3,800, of which approximately $3,200 and $600 were expensed in operations in the first and
second quarters of fiscal 2012, respectively.

The acquisition was accounted for under the acquisition method of accounting, and the related assets acquired and
liabilities assumed were recorded at fair value. The operating results for Paddock were included in the Rx
Pharmaceuticals segment of the Company's consolidated results of operations beginning on July 26, 2011.

The following table summarizes the final fair values of the assets acquired and liabilities assumed related to the
Paddock acquisition:
Measurement Period

Initial Valuation . Final Valuation
Adjustments

Accounts receivable $55,467 $— $55,467
Inventory 57,540 — 57,540
Property and equipment 33,200 — 33,200
Other assets 1,743 — 1,743
Deferred income tax assets 20,863 (344 )20,519
Goodwill 150,035 (1,170 ) 148,865
Other intangible assets 272,000 — 272,000
Total assets acquired 590,848 (1,514 )589,334
Accounts payable 10,685 — 10,685
Other current liabilities 2,386 — 2,386
Accrued customer programs 26,926 (677 )26,249
Accrued expenses 3,799 — 3,799
Total liabilities assumed 43,796 (677 )43,119
Net assets acquired $547,052 $(837 )$546,215

The excess of the purchase price over the fair value of net assets acquired, amounting to $148,865, was recorded as
goodwill in the condensed consolidated balance sheet and was assigned to the Company’s Rx Pharmaceuticals
segment. Goodwill is not amortized for financial reporting purposes, but is amortized for tax purposes. See Note 6
regarding the timing of the Company’s annual goodwill impairment testing.

Other intangible assets acquired in the acquisition were valued as follows:
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Developed product technology $237,000
In-process research and development ("IPR&D") 35,000
Total intangible assets acquired $272,000

Management assigned fair values to the identifiable intangible assets through the excess earnings method. The
developed product technology assets are based on a 10-year useful life and amortized on a straight-line basis. IPR&D
assets

10
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initially recognized at fair value will be classified as indefinite-lived assets until the successful completion or
abandonment of the associated research and development efforts. At December 29, 2012, the IPR&D assets have not
progressed to the point of establishing developed technologies.

At the time of the acquisition, a step-up in the value of inventory of $27,179 was recorded in the opening balance
sheet as assets acquired and was based on valuation estimates, all of which was charged to cost of sales in the first
quarter of fiscal 2012 as the acquired inventory was sold. In addition, fixed assets were written up by $7,400 to their
estimated fair market value based on a valuation method that included both the cost and market approaches. This
additional step-up in value is being depreciated over the estimated remaining useful lives of the assets.

As a condition to Federal Trade Commission approval of the overall transaction with Paddock, immediately
subsequent to the acquisition, the Company sold to Watson Pharmaceuticals four Abbreviated New Drug Application
("ANDA") products acquired as part of the Paddock portfolio along with the rights to two of the Company's pipeline
development projects for a total of $10,500. The Company allocated $7,000 of proceeds to the four ANDA products
and wrote off the corresponding developed product technology intangible asset, which was recorded at its fair value of
$7,000. In addition, the Company recorded a $3,500 gain on the sale of its pipeline development projects.

NOTE 3 - EARNINGS PER SHARE

A reconciliation of the numerators and denominators used in the basic and diluted earnings per share ("EPS")
calculation is as follows:

Three Months Ended Six Months Ended

December 29, December 31, December 29, December 31,

2012 2011 2012 2011
Numerator:
Net income $105,955 $99,739 $211,535 $170,197
Denominator:
Weighted average shares outstanding for basic EPS 93,903 93,221 93,755 93,066
Dilutive effect of share-based awards 547 822 653 917
Weighted average shares outstanding for diluted 94.450 94,043 94408 93.983

EPS

Share-based awards outstanding that were anti-dilutive were 186 and 192 for the second quarter of fiscal 2013 and
2012, respectively. Year-to-date share-based awards outstanding that were anti-dilutive were 133 and 134 for fiscal
2013 and 2012, respectively. These share-based awards were excluded from the diluted EPS calculation.

NOTE 4 - FAIR VALUE MEASUREMENTS

Accounting Standards Codification ("ASC") Topic 820 provides a consistent definition of fair value, which focuses on
exit price, prioritizes the use of market-based inputs over entity-specific inputs for measuring fair value and
establishes a three-level hierarchy for fair value measurements. ASC Topic 820 requires fair value measurements to be
classified and disclosed in one of the following three categories:

Level 1: Quoted prices (unadjusted) in active markets for identical assets and liabilities.

Level FEither direct or indirect inputs, other than quoted prices included within Level 1, which are observable for

2: similar assets or liabilities.
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Level 3: Valuations derived from valuation techniques in which one or more significant inputs are unobservable.

11
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The following tables summarize the valuation of the Company’s financial instruments by the above pricing categories
as of December 29, 2012, June 30, 2012, and December 31, 2011:

Fair Value Measurements as of December 29, 2012 Using:

Quoted Prices Prices With Prices With
Total as of . Other
In Active Unobservable
December Observable
29,2012 Markets Tnputs Inputs
(Level 1) (Level 2) (Level 3)
Assets:
Cash equivalents $376,471 $376,471 $— $—
Investment securities 7,507 — — 7,507
Foreign currency forward contracts, net 7,492 — 7,492 —
Fundg associated with Israeli post employment 16,059 . 16,059 o
benefits
Total $407,529 $376,471 $23,551 $7,507
Liabilities:
Contingent consideration $900 $— $— $900
Interest rate swap agreements 13,819 — 13,819 —
Total $14,719 $— $13,819 $900
Fair Value Measurements as of June 30, 2012 Using:
Quoted Prices Prices With Prices With
. Other
Total as of In Active Observable Unobservable
June 30, 2012 Markets Tnputs Inputs
(Level 1) (Level 2) (Level 3)
Assets:
Cash equivalents $479,548 $479,548 $— $—
Investment securities 6,470 — — 6,470
Fundg associated with Israeli post employment 14,973 o 14,973 o
benefits
Total $500,991 $479,548 $14,973 $6,470
Liabilities:
Contingent consideration $2,900 $— $— $2,900
Interest rate swap agreements 14,706 — 14,706 —
Foreign currency forward contracts, net 5,567 — 5,567 —
Total $23,173 $— $20,273 $2,900
12
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Fair Value Measurements as of December 31, 2011 Using:
Prices With

Total as of Quotec.i Prices Other Prices With
In Active Unobservable
December Observable
31,2011 Markets Tnputs Inputs
(Level 1) (Level 2) (Level 3)
Assets:
Cash equivalents $421,653 $421,653 $— $—
Investment securities 6,570 — — 6,570
Funds associated with Israeli post employment benefits 15,371 — 15,371 —
Total $443,594 $421,653 $15,371 $6,570
Liabilities:
Foreign currency forward contracts, net $5,957 $— $5,957 $—
Interest rate swap agreements 13,433 — 13,433 —
Total $19,390 $— $19,390 $—

The carrying amounts of the Company’s financial instruments, consisting of cash and cash equivalents, investment
securities, accounts receivable, accounts payable, short-term debt and variable rate long-term debt, approximate their
fair value. As of December 29, 2012, the carrying value and fair value of the Company’s fixed rate long-term debt
were $965,000 and $1,040,710, respectively. As of June 30, 2012, the carrying value and fair value of the Company’s
fixed rate long-term debt were $965,000 and $1,050,343, respectively. As of December 31, 2011, the carrying value
and fair value of the Company’s fixed rate long-term debt were $965,000 and $1,039,265, respectively. Fair values
were calculated by discounting the future cash flows of the financial instruments to their present value, using interest
rates currently offered for borrowings and deposits of similar nature and remaining maturities. There were no transfers
between Level 1 and Level 2 during the three and six months ended December 29, 2012. The Company’s policy
regarding the recording of transfers between levels is to record any such transfers at the end of the reporting period.
As of December 29, 2012, the Company had $16,059 deposited in funds managed by financial institutions that are
designated by management to cover post employment benefits for its Israeli employees. Israeli law generally requires
payment of severance upon dismissal of an employee or upon termination of employment in certain other
circumstances. These funds are included in the Company’s long-term investments reported in other non-current assets.
The Company’s Level 2 securities values are determined using prices for recently traded financial instruments with
similar underlying terms, as well as direc