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ZTS CEO may unseat Ron Cohen for best hair in
healthcared

Juan Ramoilaix Ron Cohen
CEOZoetis CEOAcorda
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We think ZTS can continue topline growth and
margin improvement to support the stock at ~$30

EWe think 5% I s a reasonabl e

I Most risks to revenue are secular trends captured in historical rates

E We think operating margins can improve >4% in 5 years
Manufacturing can be restructured

I
I Sales infrastructure can be leveraged, especially in EM

EWe think downside ofl oor o t

I Slow/no operating margin improvement and revenue growth yield DCF
valuationsinthe mil 2 0 6 s

E However, product revenue drivers, R&D pipeline, and company leader:
remain a oblack boxé
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|I. Basics

A. Animal health industry basics
B.

C.
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ZTSO0O ani mal heal th segmeil

£ Animal health sales in 2081 00B

E The overall animal health category

I INCLUDES medicines, vaccines, diagnostics, medical and pet
supplies, supplements and veterinary services

I EXCLUDES livestock feed and pet food

E ZTS business includesdicines/vaccinesfor livestock and
companion animals

E Animal Health medicines/vaccines sales in $PB

I $13 B (60%) livestock and $9 B (40%) companion animals
I ZTS products include only medicines and vaccines
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ZTS Is the largest animal medicines/vaccines
business and captured ~20% of the market in 2011

~200
@ 20% of $22 B |
D Livestock

$3.253 - Companion animal
BLERET TN

B I Other

$1,679 $1,649

51,304

Bigpharma
owns the
largest animal
Zoetis Merck Merial Elanco Bayer Boehringer Novartis \"irbac< health

businesses

Pfizer Sanofi Lilly
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Zoetis revenues are diversified over product lines and

geographies

E 300 products sold in >120 countries

2011 revenues by geographic region

LS.
3004

EuAMIE

2011 revenues by product category

Aniti-
infectives

31'%0

Medicinal feed
additives
B%

Crther
pharmaceuticals

17%
Orther /
non=-pharmaceuticals
-

305 Waccines
26%
Parasiticides
15%

Oither hivestock
(eg  sheep

APaC ;
15% and fish)
A%

Cattle
FE%a

CLAR
19%5

2011 revenues by species

Swine

Fouliry

L2, 138

v

2011 revenues by product line

Companion

animal
{e.g. . dogs,
cats and horses)
3%

Mext nine
product lines
30

Taop product line
{ceftiofur)
8%

Orther
product lines
62%

Electronit'aid Prifitéd copies for the exclusive use of Umer Raffat

7

10



ISI Groupd Healthcare Equity Research

Mark Schoenebaum, MD

mschoenebaum@isigrp.com |[2024469493| C 6462588128

ZTSO

ma j

or | |

vest ock

Livestock products

Product line / product

Vaccines

Bovishield Ime

Improvac / Tmprovest
RespiSure line
Rispoval line

Parasiticides

Cydectn

Dectomax

Largest

Anfi-infectives

product (8% of

Aureomycin

BMID

Description

Aid in preventing discases, including infectious bovine rhinotracheitis (IBR), bovine viral
diarthea (BYD, Tvpes | and 2), parainfluenza3 (PI3) virus and bovine respiratory syncytial virus
{BRSV), Leptospira borgpetersenii, L. pomona, L. grippotyphosa, L. canicola and L.
icterohaemorrhagiae, depending on formulation

Vaccination to reduce boar taint, as an altemative to surgical castration

Aid in preventing chronic pneumonia caused by Mycoplasma hvopneumoniae

Aid in preventing three key viruses involved in cattle pneumonia—BRSV, PI3 and BVD—as
wiell as other respiratory diseases, depending on fommulation

Injectable or pour-on endectocide 1o treat and control intemal and extemal cattle parasies,
including pastrointestinal roundworms, lungwaonms, cattle grubs, mites and lice

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

Provides livestock producers treatment and convenience against a wide range of respiratory,
entetic and reproductive diseases

Aid in preventing and controlling enteritis, thereby increasing rate of weight gain and
impmﬂng feed efficiency

Primary species

Cattle

Swine
Swine
Cattle

Cattle, sheep
Cattle, swine
Cattle, poultry,

sheep, swine
Cattle, poultry, swine

total revenue)
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Cefisofur line

Broad-spectrum cephalosporin antibiotic active against Gramepositive and Gram-negative
bacteria, including B-lactamase-producing straing, with some formulations producing a single
course of therapy in one injection

Cattle, horses, sheep,
swine

Dirasaan

Lincomycin line

Spectramast

Temramycin

Other

EazBreed CIDR
Ermbrex devices

Lutalyse

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

Aid in preventing and treating Chronic Respiratory Disease associated with Mycoplasma and
coliform infections in growing chickens and for the treatment of swine dysentery (bloody
scours ) associated with Brachyspira (Serpulina) hyodysenteriae

Add in preventing and treating mastitis, delivered via intramammary administration. Same active
ingredient as the ceftiofur line

Antibiotic for the treatment of susceptible infections

Progesterone-releasing device for the control of the estrus cycle

Devices for enhancing hatchery operations efficiency through in eve detection and
vaccination

For estrus control or in the induction of parturition or abortion

Cattle, swine

Swine, poultry

Cattle

Cattle, poultry,
sheep, swine

Cattle, sheep
Poultry

Cattle, swine

e

DI
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ZTS major companion animal products

Companion animal products

Product line / product Description Primary species
Vaccines |
Vanguard d-way Lepto Compatible with Vanguard High Titer and protects against leptospirosis caused by Leptospira Dogs

canicola, L. grippotyphosa, L. icterohaemorrhagiae and L. pomona
Vanguard High Titer Aidd in preventing canine distemper caused by canine distemper virus, mfectious canine Dogs
hepatitis caused by canine adenovirus type |, respiratory disease caused by canine adenovirus
type 2, canine parainfluenza caused by canine pamainfluenz vims and canine parvoviral
enternitis caused by canine parvovirus

Parasiticides |

Revolution Protects apanst adult fleas, flea larvae, heartworm, ear mites and other pamsites such as Cats, dogs
sarcoptic mites and Amencan ticks for dogs and mundwormmes and hookworms for cats

Anti-infectives |

Clavamox/ Synulox A broad-spectrum antibiotic and the first and only potenbiated penwillin approved lor use m Cats, dogs
dogs and cals

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

Terramycin Antibiotic for the treatment of susceptible ophthalmic infections Cats, dogs, horses

ther

Rirmady| For the relief of pain and inflammation associated with ostecarthritis and for the control of Dogs

postoperative pain associated with soft tissue and orthopedic surgeries
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Industry market growth is in the mid-single digits

2011revenue DNER ¢ (i O MWY| DNR ¢ (i 03 c W

Livestock $13.1B 7% 6%
Companion animal $8.9 B 6% 5%
Total $22B 6% 6%

SourceVetnosis

E Livestock growth driven by
I Human population growth and standards of living
I Enhanced productivity / food safety requirements
E Companion animal growth driven by
I Increases in disposable income and pet ownership
I Advances in animal health medicines and vaccines

Electronit'aid Prifitéd copies for the exclusive use of Umer Raffat ‘g 13



Mark Schoenebaum, MD
mschoenebaum@isigrp.com |[2024469493| C 6462588128

ISI Groupd Healthcare Equity Research

ZTSO busi ness 1I's dri ven |
has more traditional market forces

Similarities Human medicines Animal medicines

Clinical trials Yes Yes
Regulatory review Yes Yes

Complex manufacturing  Yes Yes

Patent protection Yes Yes
Blockbustemproducts More Less

R&D Higher Lower
Customer payment Insurers Out-of-pocket
Direct distribution Less More
Marketing More controlled Less controlled
Generic competition More Less
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|I. Basics

A.

B. ZoetisIPO
1. [|PO structure
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ZTS will sell Class A shares in its IPO

E 2 classes of shares: A and B

E Class A and Class B shares are identical EXCEPT class B
shareholders will have 10x voting rights for directors

I This will ensure PFE will select Board members at its discretion ar
retain operational control while it still owns ZTS shares

Class A Shares sold at IPC
Class B Shares retained by
PFE

Electronit'aid Prifitéd copies for the exclusive use of Umer Raffat ‘@fﬂ‘ 16
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(including the 12.9 M share overallotment) in the IPO
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-Most likely scenario

-Greenshoeoption helps stabilize
share price in case trading is belo
the offering price

Greenshoe¥; # of shares | %total No # of shares | %total
Greenshoe

Class A shares 99 M 19.8% Class A share: 86.1 M 17.2%

(sold in IPO) (sold in IPO)

Clas®8 shares 401M 80.2% Clas®8 shares 413.9 M 82.8%

(retained by (retained by

PFE) PFE)

Total shares 500 M 100% Total shares 500 M 100%
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Stock compensation will increase diluted share count

to 505 M following the IPO

E Initially following the IPQO, shares will be dilutedsh$ M
shares vested over 3 years (1.5 M shares per year)

I ZTS can allocate shares of up td (0.6% of 500 M shares) to
stock compensation in any given 12 month period

T e

2013 equityplan 45M
PostIPO &ares diluted 5045 M

E ZTS could buyback shares to mitigate this share dilution
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The public offering price range disclosed in the 3 is
$2225 per share

E $2225 corresponds to $25 B in gross cash proceeds

I This price range can be changed higher or lower and disclosed in
future S1 amendments

Price range Selling price per | # of shares Total gross
share proceeds

Low end $22 99 M $2.2B
Mid-point $23.5 99 M $2.3B
High end $25 99M $2.5B
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-/ Qa PHO®C . Lth AY HVMM y
underwriting fees Underwriting $22-25 M
-A 1% underwriting fee for ZTS would yield ~$22
M in fees Other $11 M
Total fees $33-36 M
Fees and expenses excluding Amount
underwriting fees % of gross proceeds 1.4-1.6%
Legal fee and expenses $5,000 k
Accounting fees and expenses $4,000k IPO fees
Printingexpenses $1,200k
SEC registration fee $338 k Gross proceeds $2.18%$2.48 B
Stockexchange listing fee $250 k Fees ~$35 M
FINRA fee $226 k
: Net proceeds $2.142.44 B
Misc. fees and expenses $150 k
Transfer agent and registrar fee $12 k
Totalfees and expenses $11.2 M
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The ofdelgtul t vy
describes the IPO process, not raising debt for ZTS

Class A

Zoetis

shares

>

Cash

Ly GLh! é

underwriting fee)

-Initially, debtfor-equity
exchange parties will giv&oetis

-Following the IPO, underwriters
will pay backZoetiswith cash
from proceeds (less an

F2NJ / { I aa |
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Subset of
underwriters
6 & R-Breequity
SEOKF yYy3aS| LI NIASA

Cash Class A
shares

All underwriters
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|I. Basics

A.
B. ZoetisIPO

2. Debt financing
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ZTS will issue $3.65 B in senior notes before the IPO

E The weighted average interest rate is 3.2%

Interest rate | Interest amt | Maturity

$0.4 B 1.15% $5 M 2016
$0.75 B 1.875% $14 M 2018
$1.35 B 3.25% $44 M 2023
$1.15 B 4.7% $54 M 2043

Total |>!_$3.65 B 3.2% $117 M 20162043
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We estimate senior note fees will be ~$37 M (~1%) of
the $3.65 B in gross proceeds
E In Nov 2011, AMGN financed $6 B in debt

ICosts were ~%$60 M (1.0%) for
offering expenses

_

Grossproceeds from thalebt $3.65B
financing
Fees $0.04 B
Net proceeds from thelebt $3.61B
financing

Electronit'aid Prifitéd copies for the exclusive use of Umer Raffat ‘g 24
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All $3.65 B will Dbe on Z°

Confusing diagram, but al
you need to focus onis in
the RED BOX

\ . Initial purchasers

A

_ Subset of initial
Zoetis purchasers
57 p 6 a R-BBRIS 60 U] ¢
20t SEOKI YIS LI NJ
57 8. /
I / AN

PFE -Initially, debtfor-debt
exchqnge parties will
IAPS tC9 |

$1 B in notes
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Most of the cash raised in the debt offering will be
transferred from ZTS to PFE

A Zoetid will pay an amount of cash equal wubstantially all of the nef
proceedsthat we received in the senior notes offeritgPfizerprior to
0KS O2YLX SGA2Yy 2F GKA& 2FFSNAYIdE

EEven though ZTS doesnodot get
ALL $3.65 B on its books!!!

E Side note: Remember that PFE will likely use the cash to buy
back PFE shares

I PfE has said that the case to beat of proceeds from the divestitur
share buybacks

Electronie'and priftéd copies for the exclusive use of Umer Raffat “@;‘ 26
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|I. Basics

A.
B. ZoetisIPO

3. Capital structure and dividend
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Z T S 0 -fopma oap table clarifies cash, debt and
equity positions on the balance sheet

ZTS and PFE agreed
that the cash balance
at the IPO will be at

least $300 M
: Erptcn{:i:.:il, 2012

(MILLIONS, EXCEFT PER SHABE AMOUNTS)
Cash and cash cguivalents

Allocated long-term debi ReﬂeCtS the $365 B

Revolving credit facilityt!

Semor notes® debt flnanCIng

B i *

Business unit equity 4 263 J—

Class A common stock, $0.01 par value, 5,000 shares authorized; 86,1 issued and outstanding on a pro forma basis — 1

Class B common stock, $0.01 par value, 1,000 shares authorized; 413.9 issued and outstanding on a pro forma basis — 4

Additional paid-in capital 1,234

Accurulated other comprehensive loss {195)

l'otal Zoetis equity 1,044

Equity attributable to noncontrolling interests Numbel‘S to CaICUIate 15
Total equity ROE and ROIC § 1,059
Total capitalization £ 4699
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PFE parent could get ~$5.5.8 B in cash from the
ZTS IPO and debt financing

_

ISI Groupd Healthcare Equity Research

Netproceeds from thdPO $2.142.44 B
Net proceeds from thalebt $3.61 B
financing

Cash kepat ZTS -$0.3B

Total $5.55.8B
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ZTS will pay a ~1.01.2% dividend yield

I

Dividend per share $0.26
Share price $22-25
Dividendyield 1.01.2%
# shares, basic 500 M
Annual dividend $131 M

2011 adjusted net income  $503M
2011 dividendpayout ratio 26%
2011free cash flow $362 M
% of free casfiow 36%
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|I. Basics

A.
B. ZoetisIPO

4. Management compensation
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Management team and 2012 compensation

Excludes bonus

ﬁ

Juan RamoAlaix $614 k $880 k $2.1 M
RichardPassov CFO $588k NA $597 k $1.8M
Kristin Peck EVP, Group President  $526 k NA $846 k $1.7 M
Clinton Lewis EVP, US $374k NA $559k $1.3M
CatherineKnupp EVPR&D $363 k NA $549 k $1.1 M
Alejandro Bernal EVP, EU/Africa/ME

Joyce Lee EVP, CanadbAtAm

StefanWeiskopf EVP, Asia Pacific

Heidi Chen EVP, GC

SandraBeaty EVP, Corpffairs

Roxannd_.agano EVP, HR
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Management team 2012 objectives help us
understand how ZTS thinks about corporate strategy

20120bjectives

Juan Ramon CEO () improving effectiveness of field force and veterinary operatjqiisgrowing income before

Alaix taxes faster than revenydiii) expanding the product portfolithrough superior research and
development and targeted business development and global alliancesz&iging targeted
savings in operational expensdg) improving the engagement of Pfizer Animal Health colleag
at all levels; and (vi) realizing operational readiness for the Pfizer Animal Health strategic

alternatives review. /\
Richard CFO Not ZTS executivie 2012 [ = " "0 oo Focus on overall
PassOv g pd _ portfolio, but special
erriciency ana savings : X
Kristin Peck EVP, Group Not ZTS executivie 2012 fOC(;JS on new businessep
President and EM
Clinton Lewis EVP, US (i) achieving revenue targets of $1.6 billion; (ii) developing a plan to expand cove the
Sales Team; (iii) continuing to strengthen colleague engagement; (iv) ensuring th essfi

integration of new business/service platforms into a comprehensive solutions offer and (A
supporting the Pfizer Animal Health strategic alternatives review.

Catherine EVPR&D (i) delivering the product portfolio bynplementing investment strategies across all segments

Knupp (vaccines and medicines) and stag@3 creating opportunities tposition new businesses
(genetics, diagnostics, et@hd emerging markets for value generatjdiii) ensuring ongoing
success of the global research organization in a new operating model; and (iv) ensuring bus
stability through the Pfizer Animal Health strategic alternatives review.

Management will get equity immediately
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Management will get equity immediately following
the IPO

E Recall that, initially following the IPO, shares will be diluted by
~4.5 M shares vested over 3 years (1.5 M shares per year)

E Management will receive ~$8 M in stock comp

Stock comp

Juan RamoAlaix CEO $4.0M
RichardPassov CFO $1.4M
Kristin Peck EVP, Group President  $1.1 M
Clinton Lewis EVP, US $0.6 M
CatherineKnupp EVPR&D $0.6 M
Subtotal $7.7M
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Management | snSdlZTSncent e

E Termination from change in control = 2x salary + bonus

E We believe this is not strong incentive to sell the business

Name Title Termination Change in
w/o cause ole]plife]

Juan RamoAlaix $3.0M $6.1 M
RichardPassov CFO $2.3M $4.9M
Kristin Peck EVP, Group President $2.2 M $5.2 M
Clinton Lewis EVP, US $0.9M $2.6 M
CatherineKnupp EVPR&D $0.8 M $2.6 M
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Most of the Directors are PFE executives

E Director compensation

I $100 k in cash for n@mployees (+$25 k as committee chair)
I $140 k in equity

JuanRamonAlaix ZTS CEQpetis

Franks Q! YSf A 2 ZTS Chairman, PFE CFO
GenoGermano PFE GM, Specialty / Oncology

Douglas Giordano PFE SVP, BD

Charles Hill PFE EVP, HR

AmySculman PFE GC

MichaelMcCalliste(nominee) ChairmanHumana
GregoryNorden(nominee) MD, G9 Capital Group, forméfyeth CFO
William Steere(nominee) PFEChairman Emeritus
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|I. Basics

A.

B.
c. PFEOs divestiture strategy
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PFEOs divestiture stratec

Nutrition

-$11.9 B sale to Nestld

Postdivestiture PFE AU ), b
Growth business Value business
-Pre-loss of -Postloss of

exclusivity products| | exclusivity products| \ll\) |
-R&D pipeline -Consumer health Zoetis[ZTS]
-IPO at end of Jan
-Spinoff in 2013/2014
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PFE will reduce its share count from these
divestitures

E PFE will use cash proceeds to maximize shareholder returns
IThe O0case to beatod is share b

3 events generate share reductions

Nutrition sale Yes Share buyback via cash procee
ZTS IPO Yes Share buyback via cash procee
ZTSquity spinout  Yes Share exchange
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ZTS separation from PFE, step 1: IPO

E PFE obtains cash from the ZTS IPO and debt raise
I The cash to PFE iax fredf PFE owns > 80% of ZTS

Cash dividend to PFE

Debt
>80%
equity >

Cash

<20%

Cash
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ZTS separation from PFE, step 2: Sptoff

E PFE distributes ZTS shares to existing PFE shareholders

I Tax free, if certain conditions are met

NOTE: PFE has not
100% committed to
this structure for
full separation!!!

?[ C9Qa ak| N‘§FE é?oc ' Tg stock /' <20%
isreduced R equity

Existing

PFE
shareholders
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Example of how share exchange works in a spiout

3%
=

Example: PFE sharehold
owns $10 M worth of

stock
Marketcap  $100 B $10B
PFE % of ZTS 100% N/A

Calculations PFE shareholders

$ ownershipof ZTS $10 * 100%=$10 B

% ofZoetisvalue in $10 B/ $100 B #0%

t C9Qa aazo

Electronit'aid Prifitéd copies for the exclusive use of Umer Raffat
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ZTS $10 M *10%
$0 stock C $1 M stock

PFE $10 M * 90%
$10 M stock C $9M stock

Note: PFE may offer ZTS shares disaount
to market price to incent shareholders to do
the share exchange
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Ultimately, PFE may separate its business further into 2
separate ogrowtho and oval u

-PFE already has
PostZTS PFE separated out the 2
businesses in the
/ 7N \ developed countries
K/ \\ -PFE continues to manage
EM as country
Growth business Value business organizations
-Preloss of -Postloss of
exclusivity products exclusivity products -In 2013 and 2014, PFE
-R&D pipeline -Consumer health will continue to refine its
operational structure of
the 2 businesses
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11l. Zoetis revenues
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I1l. Zoetis revenues

A. Historical revenues

B.
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ZTS Is the largest animal medicines/vaccines
business and captured ~20% of the market in 2011

E Bigpharmaowns t he | argest ani mal heal
tradeaVirbac

$4,233 .
O I:] Livestock

- Companion animal
pam— I Other

$1,679  $1.649

51,304

Zoetis Merck Merial Elanco Bayer Boehringer Novartis  Virbac

Competition

Pfizer Sanofi Lilly
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Overall top-line growth is decreasing, but underlying
growth trends need to be considered

20092011 revenues showouble First 9 month growth from 2011 t¢

digit YoYgrowth 2012 show only% growth

ZTS revenues - annual ZTS revenues - first 9 months
$4,500 - 4,233 - 35% $3,170 -

3,582

74,000 7 30% - 30% 53,160 7
53,500 - %3,150 -
53,000 - 2,760 - 23% 53,140 -
52,500 - L 20% 53,130 -
$3,120 |
$2,000 - - 13% 3,110 -
$1,500 L 10% $3,100 -
51_,000 m 53}090 -
500 - % 53,080 -
50 - T - 0% £3,070 -

2009 2010 2011 FMM'11 FNM'12
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There are no product sales reported in-5L

E S1 gives us sales by geography, by speciesaaichfsctivessvaccines
etc.

E All we know is that the biggest product contributes <8% of total sales, anc
top-10 products contribute <38% of total sales

E There was a very high interest in understanding what {imaekads are, and
how Pfizer is positioned in these markets

| We were able to dig up somet hing t ha
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We were able to dig up ~$1B worth of sales in a few

animal health endmarkets

E  We found animal health
sales in a few eimdarkets

E The figure to the right
shows select (not all) end
markets in US that Pfizer
competes in as of 2008

I To be clear, these end
market sales are as of
2008, and Pfizer may
have divested certain
products post
acquisitions etc.

E The size of these end
markets suggests the
industry is highly
fragmented

MARKET MARKET SIZE ($M) PLAYERS

Cattle Vaccines
Cattle broad spectrum antibiotics
Cattle macrocyclic lactone parasiticides
Cattle benzimidazole parasiticides

Leptospira and Campylobacter fetus antigens - modified-live
Leptospira and Campylobacter fetus antigens - modified-killed

Respiratory Vaccines
Modified live-cattle respiratory vaccines
Killed respiratory vaccines
Respiratory Vaccines
Modified-live 10-way vaccines
Killed 10-way vaccines
Leptolvibrio vaccines

Total Cattle Vaccines (above)

Companion Animal
Heartworm and roundworms — Heartgard
Rabies vaccines
Cephalosporins

Total Companion Animal (above)

Canine
Canine combination vaccines
Bordtella vaccines
Canine monovalent leptospira vaccines
Canine monovalent coronavirus vaccines

Total Canine (above)

Feline
Feline leukemia vaccines
Feline combination vaccines

Total Feline (above)

Equine
Herpesvirus vaccines
Equine tapeworm parasiticides
Joint-injected steroids

Total Equine (above)
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Post\WYE (2008)
$ 162 Pfizer 100%'
5118 Pfizer, Fort Dodge, Merial 42%
516 3%
513 Merck, AgriLabs, Bl 83%
59 Pfizer, Novartis
5 63 68%
§ 15 Pfizer, Fort Dodge, Movartis 61%
$ 13 Pfizer, Fort Dodge, ISP, Aﬁrilahs, Bl
59 Pfizer, Novartis 76%
53 39%
$4a1
% 200" Sanofi Merial
§ 60 Pfizer, Fort Dodge, Merial, ISP
§ 52 Pfizer, Fort Dodge 70%
$312
5126 Pfizer, Fort Dodge, Merial, ISP
5 53 Pfizer, Fort Dodge, Merck, Merial, BI
59 100%
52
$19
§ 38 Pfizer, Fort Dodge, Merial, ISP
§ 28 Pfizer, Fort Dodge, Merial, ISP
$ 66
§ 30 Pfizer, Fort Dodge, ISP, BI
§ 22 Pfizer, Fort Dodge, Merial 64%
57 Pfizer, Fort Dodge 100%

$59

TOTAL US SALES (Above) $1,049"

It
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Historically, Zoetis revenues trajectory Is messy
because of acquisitions/divestitures

Pfizer had to divest ~10% of animal health :
sales following WYE acquisition due to S_ales helped by King
anti-i Ndza 4 AaadzSa o8O0l dpimalpealthproslycisos ¢ 2 N
Dodge animal health business — —

4500 -
4,000 -
3,500 -
3,000 -
2,500 -

W Ex-Us
2,000 -
’ mUs
1,500 -
1,000 -

500 -

2,006 2,007 2,008 2,009 2,010 2,011
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ZTS has historically grown through acquisitions

Pfizer Animal Health:

A Long History of Leadership & Growth
X Acquired Catapult
and Bovigen to form
Acquired Pharmacia Animal Genetics

busin Acquired Microtek 4
ousiness

Phzer L"\l;:f“;'%"'t‘-.f ; Established PAH R&D o Global licensing
Agricultural Division HQ in Kalamazoo, Mi Acquired Schering

agreement with Epitopix®

Plough / Intervet

Acquired CSL Animal product brands for

Agricultural Division Health European market
renamed Anima
th Division

Central
Division cre

Acquired SmithKline
Beecham Animal Health
(Norden Laboratories)

Acquired Wyeth / Fort Dodge
Animal Health

Acquired Vetnex

1. Opencd farm and research facility in Terre Haute, Indiana

2, Based on combination of Agricultural R&D combined with pharma and chemical

3, Embrex is an ogricultural biotech company focused on poultry

4, PAH entered the Aquacuiture health sector, Vancouver Island based Microtek International produces vaccines to protect
against disease in farmed fish

5, PAH expanded presence in feod safety sector. Epitopix, a Minnesota-based developer of animal vaccines, licensing agreement
gives PAH development and marketing rights te E. coli 0157 vaccine available in the U.S, for cattle
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S1 gives uUuUs a more sppecl f
acquisition-related growth

E S1reports ~2%/0Y growth in first 9 months of 20¥22011
E However, it seems that FX wad%® drag in 2012

E Base revenue growth was 5% in 2012 so far, and ~7% in 2010 and 2011

TOTAL REVENUES 2010 2011 2012
Base Revenue Growth 7% 7% 5%
Acquisitions 23% 9% 1%
Gowvt-mandated divestitures (3)% (1)% 0%
FX 3% 3% (4)%
Total Revenue Growth 30% 18% 2%
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Zoetis NYC investor lunch presentation gives us a
look Into relative market share in therapeutic areas

E A Zoetisslide from NYC investor lunch quantifies revenues by product clas

E However, total revenues included in that slide add up to “&+422B for
industrywi de sal es) ¢é some compani es

E We plottedZoetismar ket share i n each of t|
parasiticideappears the lowest as of 2011

Zoetis  Merck Merial Elanco  Bayer Bl Novartis Virbac Zoetls Share 2011
Other Non-pharma 3% 2% 1% 1% 9% 3% 9% 7%
Medicinal feed additiy 8% 7% 0% 59% 1% 1% 14% 1% 60% - 504
Parasiticides 15% 12% 58% 15% 63% 3% 46% 26% 50% - 0
Other Pharma 17% 14% 5% 16% 11% 25% 21% 35%
Biologicals / Vaccine 26% 49% 33% 2% 1% 61% 8% 11% 40% -
Anti-Infectives 31% 17% 3% 7% 16% 8% 2% 20% o 27% 0
100%  101%  100%  100%  101%  101%  100%  100% 30% 1 210 19% 23%
(i
20% - 13%
Zoetis Merck  Merial Elanco Bayer Bl Novartis  Virbac 10% -
Other Non-pharma 127 65 28 17 148 41 117 61
Medicinal feed additi 339 228 - 991 16 14 183 9 0% ” =
Parasiticides 635 390 1,637 252 1,039 41 600 225 < k5 %) g 8 g
' ' € o o £ 'S 2

Other Pharma 720 455 141 269 181 339 274 303 5 =9 '© I o 5
Biologicals / Vaccine 1,101 1,594 932 34 16 828 104 95 < g > 5 ron °>5 Rl
Anti-Infectives 1,312 553 85 118 264 109 26 173 £ 53 g 5 > =
Total 2011 Sales 4,233 3,253 2,823 1,679 1,649 1,357 1,304 867 E é @© o g E g

S 2

= g

O S

m
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S-1 has 3 levels of disclosures around revenues

E S1 has 3 levels of disclosures around revenues:
1. By geog I’aphyalso basesacquisitiorrelated growth by geography
2. By SpeCieS(Iivestock/scompanion; also cattleswine etc.)

3. By major product categorieSantibiotics etc.)

Let s go through these &
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By geography base revenues growing in all
geographies (except EU)

us MOv'09 "M1vM0 "2v'N

Base_Rgvenue Growth 13% % 6%
E Base revenue growth seems the Gowmandated dvestiturss o% 0% 0%
. FX 0% 0% 0%
strongest in US and APAC Total Revenue Growth 2% 0% 1%
3 . EUAME

E Base growth IRUAfME seems Base Revenue Grout % 3o
cquisitions %% % %
chal |eng ed Gov-mandated divestitures (8)% 0% 0%
FX (1)% 3% (7)%
. . Total Revenue Growth 16% 12% (6)%

E FX seems to have negatively impactec,,
most geographies, especBAIME | S cent
aﬂd CLAR Exwt—mandated divestitures 13‘;: (L}‘;:: (gt{;::
Total Revenue Growth 47% 19% (3)%

E Mgmt has said (NYC group lunch) APAC
. . . Base Revenue Growth 15% 12% 8%
that generics have had a bigger impac acaistions % 1% 2%
. . . Govt-mandated divestitures (2)% (2)% 0%
FX 10% 8% (2)%
in the EU than in any other region £ D s

I Regional players can be aggressive  ToraL Revenues

Base Revenue Growth 7% 7% 5%
Acquisitions 23% 9% 1%
Govt-mandated divestitures (3)% (1)% 0%
FX 3% 3% (4)%
Total Revenue Growth 30% 18% 2%
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By product categories anti-infectiveswere down
YoY, but parasiticidescontinue to grow

E Anti-infectivesvaccines and

e _ Growth 2009 2010 2011 2012
parasiticidesomprise ~70%-+ Antiinfectives 4% 7% (10)%
. Vaccines 50% 6% 1%
of Zoetissales Parasiticides 39% 7% 10%
Medicinal feed additives 1%  303% 15%
; ey . . Other pharmacueticals 35% 11% (3)%
E  Within these tof3 categories, Other non-phamaceuticals 1% 1% 1%
e . 0 Total Revenues 30% 18% (0)%
parasiticidegosted ~10%

. . % of Revenues
growth in 2012 YTD , while Antiinfectives 6%  31% 3%  28%
- - Vaci 25% 28% 25% 26%
anttinfectivesvas down ~10% Pores fiodes o 11 1% 17%
Medicinal feed additives 3% 2% 8% 9%
z Tt Other ph tical 18% 18% 17% 17%
E Several feed additives came from | G=Pereeeest o G e s s

King acquisition, and grew . _
. . IS Tigure snows revenue gro , NO
~15% in 2012 YTD Abaseod
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By species cattle sales were weak in 2012; other
species growing lowmid single digits

E Zoetisrevenues are ~218in

: - : Growth 2009 2010 2011 2012

livestock, and ~1/3in pets etc. Gt  mmr

T Within livestock, cattle is over hall ﬁ:’:,’:; o aee mﬁ

the revenues Other (fish and sheep) 51% 35% %

Total Livestock 32% 24% (3)%

Horses 99% 6% 3%

. ] . . Dogs and Gaa‘s_ _ 20% 8% 2%

E Livestock is trending down YTD ir Total Companion Anims o 5%
2012vs2011, driven mainly by ot Revene

Cattl 41% 41% 38% 36%

cattle (6% YOY) Si-fn: 14% 12% 13% 13%

- _ Poultry 5% 7% 12% 12%

| Droughtin US? Other (fish and sheep) 2% 2% 2% 3%

Total Livestock 61% 62% 66% 64%

Horses 3% 4% 4% 4%

. . Dogs and Cats 36% 33% 30% 32%

E Other livestock and companion Total Companion Animal 39%  38%  34%  36%

anima| growing IO\W“d Single NOTE: Thi§ figure shows TOTAL revenue growth, not

dlgItS ibaseo
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|l n addit

i n, we were abl ¢
gr owt ho f or

0
0 | 1T vest ock an

BASE REVENUE GROWTH 2010 2011 2012
E The S1 does NOT breakdown | ys 145 89 93
sales by geography for livestocl comenen IO o
. EUARME 9 31 4
vscompanion etc. o a1 b
Companion 1 18 5
= i CLAR 23 56 33
E However, there Is language R : = :
around $ sales increases by Companion 15 18 24
. APAC 49 63 51
geography in each of these S T = =
markets :
Taotal Base Growth 208 239 181
. . . Livestock 160 154 67
£ Using these data points, We We companior 43 85 115
able to back into the implied Total
) 4 Livestock 1,686 2,233 2,778 2,687
O b aseao g r o VWS h Companion 1,074 1,349 1,455 1,527
Compan|0n Base Growth
- . Livestock 160 154 67
| Livestock = 2% YTD Cum;aniun 48 5 115
I Companion =8% YTD Base Growth %
Livestock 9% 7% 2%
Companion 4% 6% 8%

. It
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Summing up the $1 detalls on revenues

E Base revenue growth was 5% in 2012 YTD, however, reported total sales
grew ~2%yYoY (because of FX headwinds)

I However, 5% base growth in 2012 does represent a deceleration from 7% in 201
and 2010

E Base revenues growing in all geographies, except EU
I FX headwinds all €3S markets in 2012 YTD

E ~2/3"of Zoetissales are in livestock, and ~1/3 in companion animals
I Overall livestock sales were down 3% in 2012 WHB52% in companion

I Weak livestock sales in 2012 were driven by ¥@a®%rop in cattle (which contributes
~56% of total livestock sales)

E Among product categories, anfectiveg28% of revs) were down 10%
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| S| economics teamos GDP

US 2-3% 4-5%
Global 3-5% 6-8%

Vethosisb 5% 1 ndustry growth pro
these nominal GDP growth projections
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I1l. Zoetis revenues

A.

B. Issues to consider when estimating future revenue growth
1. FDA guidelines on antibiotic use in livestock
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Recent FDA guidelines recommend the BAN of

some antibiotics

E In Apr 2012, FDA issued guidance on antimicrobials in animal
recommending (but not REQUI RI NG

reduce risk of resistance in humans

E Essentially, the FDA is asking for the voluntary ban of products with

these criteria;

Antimicrobial products of focus in the FDA guidelines
Productsused to increase feed efficiency apcbmote growth <

Productsgiven continuously through feed/water to all animals

Productsapproved prior to the 2003 issuance of Guidance 152

ZTS highlighted that
the impact on its
portfolio will be

from antibiotics that
promote growth

Products that are available OTC, and therefore can be given witheett a
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We donot know what % of
at risk from the FDA guidelines

e o 9) 201 06

WW revenues $4.2B 100%
WW revenues from livestock antibiotics $1.2B 28%
EstimatedUS revenuefrom livestock antibiotics | $450 M 11%
% used to promote growth ?7?7? 27?7
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Livestock industry trade publications are positioning
against the FDA guidelines

MYTH: Antibiotics for animals are overused, and
up to 70% of all antibiotics used in the United

Ant |b | Ot | C RQS' Stance States go to healthy animals.

FACT: Antibiotics are used carefully and
judiciously to prevent diseases. This
statistic is based on faulty, non-scientific

Antibiotic resistance is the ability of assumptions.

microorganisms to withstand the effects of

antibiotics. While it is possible that antibiotic MYTH: The use of antibiotics in food animals
resistant bacteria can develop in animals as a direct leads to diseases in humans that can't be treated.

result of antibiotic use and thus cause resistant
infections in humans via food, studies show itis
highly improbable.

FACT: While human antibiotic resistance is
a serious public health issue, the biggest
resistance problems are not related to
Many published studies have found that the risk antibiotic use in animals.

to humans from resistant bacteria derived from
eating meat or poultry from animals treated with

antibiotics is extremely minimal. For example, a MYTH: Banning the use of antibiotics in food
study published in Journal of Food Protection animals will make humans safer and healthier.
found that less than one in 10 million people FACT: Denmark tested this theory by

per yvear will suffer some adverse effects due to
resistant bacteria which resulted from animals
treated with macrolides. Macrolides are a class
of antibiotics.

actually banning certain antibiotics used
in the feed in 1999, and what followed was
an increase in sick and dead animals that
caused veterinarians to use antibiotics to
treat the outbreaks.
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We think ZTS risk is minimal until guidelines
REQUIRE the ban of these antibiotics

E  We think FDA guidelines likely will remain voluntary by the livestock
Industry for at least 3 years

G! LI2Yy Aaadza yOS 27F (KS HDRylerfds t@SoNgrkley| 2 F 3
progress of its strategy for the voluntary adoptioof the changes outlined,
including the progress of measures intended to facilitate an orderly and minima
disruptive transitionAfter 3 years, FDA intends to evaluate the rate of voluntary
adoption of the proposed changes across affected produ€lts agency will
consider further actionas warranted in accordance with existing provisions of th
FD&C Act for addressing matters related to the safety of approved new animal
RNXz3 & d¢

<

\V
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I1l. Zoetis revenues

A.

B. Issues to consider when estimating future revenue growth

2. Organic livestock growth
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Most drugs are prohibited in organic livestock

E Required:

I 100% organic feed

I Living conditions must accommodate natural behavior
E Allowed:

I Synthetic trace minerals and vitamins as feed additives
E Prohibited:

I Most conventional animal drugs

1 All synthetic hormones are prohibited

I Plastic pellets, urea, livestock manure, and slaughtedlgts
I Excessive feeding
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Organic livestock farming is growing at high rates

E Organic livestock CAGRs are in the8@&o range
I Cows, pigs, sheep: 31%
I Chicken: 22%

US certified organic livestock numbers

[T T R R
O M OB o @

M Livestock

HPoultry

In millions

B R

2000 2001 2002 2003 2004 2005 2006 2007 2008

Electronit'aid Prifitéd copies for the exclusive use of Umer Raffat ‘g 68



ISI Groupd Healthcare Equity Research Mark Schoenebaum, MD

mschoenebaum@isigrp.com |[2024469493| C 6462588128

Organic livestock are <1% of total livestock in the US

E Total cows, pigs, sheep: 1570kdnic: 0.7%
E Total chicken: 9.2 Brganic: 0.3%

E If organic livestock growth rates continue €826 and the overall
market grows at 1%, then organic livestock could taR&0riarket
share between 2012 and 2016

4

COrganic growth should affect ZT

Organic, %0 of total 2009 2010 2011 2012 2013 2014 2018 2016 2017
Cows, pigs. sheep 0.4% 0.35% 0.7% 0.9% 1.1% 1.4% 1.0%4 2.4% 3.1%
Poultry 02% 02% 03% 0.4% 0.4% 0.5% 0.6% 0.8% 0.9%
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I1l. Zoetis revenues

A.

B. Issues to consider when estimating future revenue growth

3. Vaccination rates in companion animals
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Vet visit frequency may be decreasing in the US

£ Fewer visit€ lower sales of companion animal medicines through vet

Visited vet? 87% 77%
% change in vet visits -20%

Visits flattening
from 19962006

Pets, Visits 1996-200 SV Patients/Vet/Week
200,000 8
L m 75 76
180,000 / " —_—
160,000 72 \Q
140,000 / gg N\._68
| / ——Pets 66 T~ 66
120,000 = J——— 2421
100,000 : ; 60 . , , ,
1996 2001 2006 1007 2000 2003 2006 2009
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Updated US dog vaccine guidelines recommend
longer vaccination cycles

E Inthe 2006 dog vaccine guidelines, guidelines recommended longer
Intervals between vaccinations, increasing cycles from 1 year to 3 year
longer, depending on the vaccine

E The guidelines stated that this could impact the frequency of vet visits:

G! yF2NIdzyl 0Stesx Ylrye OftASyda KI @S OpRYS
Important reason for annual veterinary visits. Veterinarians are justifiably concefned

that a reduction in vaccination frequency will cause clients to forgo routine annyal
GAaAGAa F2NJ GKSANI R23aX¢E
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| t 0s uncl ear whet her US
Impacting growth rates

E 2 companion animal vaccines generated > 1% ($42 M) of 2011 revenu

I The vaccination interval was similar between the 2006 and 2011 guidelines

ZTS Vaccine 2006 2011

Canine distemper virus Vanguard High Titer >=3 years >=3 years
Infectious canine adenovirus Vanguard High Titer >=3 years >=3 years
Canine parvovirus Vanguard High Titer >=3 years >=3 years
Leptospirosis Vanguard 4vay Lepto 1 year 1 year

E Any effect of guidelines would be increased adherence of guidelines tf
were consistent beginning in 2006
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I1l. Zoetis revenues

A.

B. Issues to consider when estimating future revenue growth

4. Distribution of medicines in companion animal

Electronie'and priftéd copies for the exclusive use of Umer Raffat ‘@;‘ 74



ISI Groupd Healthcare Equity Research Mark Schoenebaum, MD

mschoenebaum@isigrp.com |[2024469493| C 6462588128

Owners may be getting vaccines/medicines through
non-traditional channels

E Despite the lower rates of visits to vets, the % of owners giving medici
to their pets has risen in the US

1998 2010

Dogs 50% 78%
Cats 31% 47%

2011 SPENDING BY CATEGORY

2010 2011 | % Growth | 2012 | % Growth
CATEGORY Actual | Actual | 20102011 | Actual | 20102011
($ bifiore) | ($ bilons) % bilicnz)
Food 18.76 19.85 58 20.46 3.1
TC Mad| 10.94 11.77 7.6 12.56 8.7 TOta| expenses
Velerinary Care 13.01 13.41 29 13.59 1.3
< : on vet care are
Live Animal 213 | 214 0.4 215 | os
Purchases - ’ : ’ . i i
INncreasing
Other Services 3.51 3.79 79 4.1 84
Total 48.35 50.96 5.3 52,87 38
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In contrast with non-traditional suppliers, vet clinics
support branded medicines through price markups

E Vets directly purchase medicines from suppliers (like ZTS) and make
money by marking up the pricel®®%

E Vets also can pass through price increases from suppliers (like ZTS) o
the pet owners

Mean Fee Increases:

2010 4.8%
2011 4.3%

E In contrast, no#traditional suppliers can compete through volume via
generic competitors or mat&wns relative to vets
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ZTS companion animal revenues are at risk from nevet
distribution

E ZTS markets medicines through the vet distribution channel

E Regul ations I n some states requ
can be filled through a (cheapé&tparty

E Owners can increasingly purchase medicines througatrsorces

I Internetbased retailers

_—" This could explain the

I Big-box retail stores < rising pet ownership and
- Rx costs but lower rates
| Other ovetthe-counter channels of vet visits
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I1l. Zoetis revenues

A.

B. Issues to consider when estimating future revenue growth

5. Generic competition
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> 10% of revenues are datsk to go generic by 2016

Product Segment % of total US LOE
revenue

Revolution Pets >= 1% 2014
Ceftiofur Livestock 8% 2015
Dectomax Livestock >= 1% 2016, 2020
Draxxin Livestock >= 1% 2021
Convenia Pets >= 1% 2023
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Loss of exclusivity may not inevitably foreshadow a
drastic drop In revenue for a product

E ~80% of ZTS revenues in 2011 were from products that are either
I Unpatented
I

Covered by our patents that, while providing a competitive advantage, do no
provide market exclusivity

E ExampleRimadyl
I Rimadylost patent exclusivity in the United States in 2001
I

Revenues have increased 35% since 2001 despite generic competition
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The ani mal heal th mar ket
generi cO0 business througl

ISI Groupd Healthcare Equity Research

EZTSO0 direct selling model enabl
E 3400 of 9500 total employees (36%) are in the sales organization

E Sales builds relationships with livestock farmers and vets through
education and support on local disease awareness

I Sales and consulting visits are often longer vs. human health

I Meetings enable good access to customer decision makers
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Pure-play animal health generic business is less
efficient vs. that of human health

E There is no large generic company (e.g., TEVA in human health)
E This fact supports the idea that investment in sales infrastructure is
required even for generic products
I Each product opportunity is smaller vs. human health products

I Because customers gl (vs. have insurance), sales relationships and data
supporting economic benefit of products are critical

I Ineffective medicines and vaccines could result in the loss of animals, causir
disproportionate harm to customers

Electronlie'aid Priftéd copies for the exclusive use of Umer Raffat {@;‘ 82



Mark Schoenebaum, MD
mschoenebaum@isigrp.com |[2024469493| C 6462588128

ISI Groupd Healthcare Equity Research

I1l. Zoetis revenues

A.

B. Issues to consider when estimating future revenue growth

6. R&D dis-synergy from PFE
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ZTS0 R&D 1s primari ly |11

E The majority of R&D programs focus on brand lifecycle
development

I New species
New claims

—_— el ¢

New geographies
Reformulations

el ¢

I Combinations
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Z TS0 R&D operates based
stage of development or therapeutic area

E ZTS does NOT disaggregate our R&D operations by researcl
stage or by therapeutic area

I This is in contrast to how many R&D orgs are run in human healtl

E ZTS allocates capital based on ROI criteria

I Customer needs

I Revenue and profitability potential

I Probability of technical and regulatory success
I

Timing of launch
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R&D may be less productive due to separation from
human health

E PFE could lose opportunities to explore new drugs through
human drug preclinical development

Eln LLYOs 4Q12 earnings call .
R&D synergy with human health

I Preclinical / animal studies for human drugs can be leveraged to
explore medicines in animal health

E However, ZTS has stated that Animal Health R&D has
been independent from human health R&D since 2003
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ZTS wi | | retaln access t«
compounds through a collaboration agreement

E ZTS and PFE have entered into an R&D agreement

1ZTS will have access to PFEO®s
I PFE can approve the exclusive license of compounds that ZTS
develops under the R&D agreement

1 ZTS will pay PFE upfront payments, milestones upon approval ar
royalties on net sales
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Z TS0 separation from PFE
Inhibit or expand R&D capabillities over time

E PFE has the opportunity to stop ZTS R&D

I PFE can prevent ZTS from progressing compounds in developme
by paying ZTS the fair market value for such compound

E However, ZTS could make alliances with other R&D
organizations, including parties that may have chosen not to
collaborate with ZTS as a subt of PFE

I ZTS already has >100 research alliances with leading universitie
and research institutes
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I1l. Zoetis revenues

A.

B. Issues to consider when estimating future revenue growth

7. Global economic conditions
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Global economic conditions can directly impact
revenues

E Negative impact to livestock:
I Higher production costs (corn feed, water)
I Lower animal product prices

I Reduced livestock farmer spending by switching tedosier
generic alternatives

E Negative impact to companion animals:

I Lower disposable income could cause vet visit delays, reduced
treatment and reduced pet ownership

I Lower resources of pet owners also could cause vets to alter
treatments to lowarost alternatives
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Weather can impact the # of livestock, but historicallifoY
change has been less than 3%

E The drought has impacted US revenues2by 1

I The drought will impact performance through 1H13, with a 2H13
recovery dependent on a normalization of weather patterns

E Historically, total US livestock has NOT changed more than 3

145,000 - - 4%
‘ - 3%
140,000 -
- 2%
L7
2
3 135,000 - 1%
s - g3, I Total red meat and poultry
L]
c | Growth rate
é 130,000 = L
=
- -2%
125,000 -
- -3%
120,000 - - -4%
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
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Over the long term, growth in livestock (and revenue) may
be consistent with overall economic growth

IS| 5year Inflation Nominal
estimates

US 2-3% 2% 4-5%
Ly 0 Qf 3-5% 3-4% 6-9%
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I1l. Zoetis revenues

A.

B. Issues to consider when estimating future revenue growth

8. FX
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Fx has historically been managed through operational
hedging, not financial hedges

EEssentiall vy, | oRwwould be baladckd r e
t hrough | ower Fxknt 0l expense.

I Samecurrency revenues in relation to saureency costs
I Samecurrency assets in relation to saoreency liabilities.

E While this hedges risk for the BOTTQMNE, it does NOT
hedge risk for the TORPINE

I Going forward, ZTS will evaluate if a similar approach to managir
foreign exchange risk is appropriate for our company
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Conclusions- revenue

E 5% is a decent oObase revenueo grc
Industry source&/étnosi$ suggest-8% CAGR over the next 5 years
ZTS Obase reva@¥%meodOhzas gr own 5

Most risks to revenue are longer term secular trends and should be captured in
historical rates

—_— _— —_—

_—

ZTS has global infrastructure to support growth in EM

—_—

Note -- actualsvill very likely differ due tg& and M&A
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V. 1SI OFFICIAL MODEL
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|ISI| Zoetis Model

B. COGS

o 0O

m
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GAAP gross margins have improved ~400 bps; but Is
that driven by timers?

Gross margins Gross margins
BB% B5% -
BE% B4%
B4% B3%
62% 62% -
60% 61% -
58% 4 60%
56% 1 58% 4
54% - 58% -
52% T T T T T T 1 57% T T T
1411 2011 3011 4011 1Q12 2alz2 3Qalz 2009 2010 2011 FMM'12

E BUT, these are GAAP gross mar@iaad include varioustitne purchase
accounting adjustments and acquisrgtated inventory wrHgffs etc.

E Turns out, 2010 and 2011 looked optically worse because oftitnese 1
items
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Adjusting COGS for all the d#ime stuff, we calculate
Zoetis gross margins in mid60s

ISI Groupd Healthcare Equity Research

E We backed out all purchase 14y , Zoetis i Adjusted Gross Margins

accounting and inventory o

write-off related ondime 0% ) e > = _

items from GAAP COGS oo
30% -
20% -
10% -

. . 0% T T :
E Adjusted gross margins for 2009 2010 2011 2012 YTD

i ~ 0)
Zoetlsare 65 A) Currently Pre-tax Adjustments from "Adj. b 2009 2010 2011 2012
(VS~63% |n pnor years) Purchase-accounting charges 24 107 347

Acquisition-related costs b
< . Certain significant items 53 19 31
I Notice GAAPVSHOI’I— Sub-total 77 126 71
GAAP difference was
: . COGS - GAAP 1078 1444 1652 1537
especially high in 2010 - Adjustments (Adj NI entries) 77 126 71 22"
because of acquisition - Depreciation ; ; ; ;
- Stock-based comp - = - -
related charges Cash COGS (IS calc) 1001 1318 1581 1516
Gross Margins
GAAP 61% 60% 61% 64%
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ZoetisO gr oss margins are ~5
comps

{ I Yy 2VerialQa ~$2.8B ~6970%
Virbac ~$845M ~69% Companion
. : animal biz is
Zoetls ~$4.3B ~65% In 2012 YTI a higher GM
biz than the

livestock biz

E Margin differences may be driven by 2 important factors:

Both MerialandVirbacderive much higher portion of revenues from companion
animals (~62% fovirbacand >4050% forMerialvs~36% forZoetig

Me r itop prdazlisct (Frontline) alone contributes ~37% of total sake8% for
Zoetid® top product

1.
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Zoetis owns 29 plants but uses many external CMOs

E Operating leverage possible

with existing plants as
revenues grow

E Perhapgoetiscan reduce
the # of manufacturing
plants used (noticetis
uses ~200 contract
manufacturers!)
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ZTS anchasites

ZTS satellitsites 16
PFE sites used 14
CMOs ~200

OWe intend to continue our efficiency improvement programs

in our manufacturing and supply chain organization,

including Six Sigma and Lean capabilifieghich 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
YIydzZFl OGdzNAyYy3 ySig2N] |yR [/ al
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ZTSO0O agreement with PFE
move manufacturing inhouse by year 3

EZTS has an agreement with P

S Co0a asuams y 3

Years 12 Cost + 0% markup
Years 3+ Cost + 15% markup

The 15% markup gives ZTS
an incentive to move
manufacturing to ZTS sites
before year 3
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ZTSO0O manufacturing deal
3040 bps boost to gross margins in 2013 and 2014

E Historical COGS were based on allocations NOT related to th
manufacturing deal going forward

E There were ~30 bps of charges in historical COGS that woulc
NOT be charged going forward

Revenue $4,233 $3,160
COGS $1,652 $1,130
Gross margin 61.0% 64.2%
COGS%djustment for deal $14 M $10 M
Gross margin adjustment for deal | +0.3% +0.3%
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ISI thoughts on gross margins going forward

E Zoetisgross margins in m@0s is ~500 bps lower than two publicly available
comps

E However, t hat Acetisqerdvesia mach digger pgoian afu s e
revenues from livestock

E With sales in companion animals growing faster than livestock, gross mar
could improve modestly going forward

E S1 explicitly states company 1| nt e
I oWe intend to continue our efficiency improvement programs in our manufacturing and supply chagnaegahization, |
Lean capabilities, which are processes intended to

E The pushback on gross margin improvement is that Pfizer may start chareg
a premium on its portion of contract manufacturing detis
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|ISI| Zoetis Model

W

c. Opex & Operating Margins
D

m
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S1 suggests operating mar
now ~mid-20s on noRGAAP basis

E On a noRGAAP basis, SG&A has

Zoetis Operating Margins
come down from 38% of revenuesw -

to 32% 25% -
E Also, R&D % of revenue has com&” ——GAAP
o - == Non-GAAP
down from 13% of revenue to 9% % o

10% -

5% -

ES1 cites ocost rqeducti on | |
initiativesdé and a€qui™si t“F o™
related synergies

Op Margin 2009 2010 2011 2012 YTD
GAAP 9% 10% 17% 23%
Mon-GAAP 12% 14% 19% 24%
Cash 16% 18% 23% 28%
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Zoetis operating margins look competitive with peers

E Zoetismid-20s operating margin appears only lowelSteam o f i 0 s

E HoweverZoetisi s t he | argest ani mal heal
operating leverage?

Operating Margins

0.35 - =¢=—\/irbac
0.3 - . .
== Sanofi - Merial
Reporting Method
0.25 - Virbac Operating Profit As reported
—A—Lilly - Elanco Merial Operating Profit ISI Non-GAAP calc
0.2 Lilly Inc.before taxes As reported
SGP Segment Profit As reported
0.15 - —>=Schering- King_ Segment Profit As reported
Plough/Intervet Zoetis Non-GAAP
0.1 -
==#=King Animal
0.05 - Health
0 T T T T T T 1 -O-ZoetIS
2006 2007 2008 2009 2010 2011 2012
YTD
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Zoetis spends more than peers on R&D as % of
revenue

E SanMermal®pends ~7% of revenue on R&é
business, so the absolute $ are less)

E Virbac(<$1B animal health business) also spends ~7% of revenue on R&

E Zoetis spends ~910%

We believe there is some risk of R&D dis-
synergies as a result of the separation. ZTS

R&D % of Revenue mgmt argues this is not the case (NYC
14% 1 group lunch) b/c they will retain access to
12% - PFEG6s compound | ibrary

states there are costs associated with

10%_ )y . ~ .
\ ——Meial accessing PFEOGs | ibrar
8% - .

6% ! Zoetis  Ar*Zoetis has access to PFE compound library for
a few years.

APFE can approve the exclusive license of

2% - compounds that ZTS develops under the R&D
agreement.

AZTS will pay PFE upfront payments, milestones
upon approval and royalties on net sales

4% -

0% . . . .
2009 2010 2011 2012 YTD

Graph uses non-GAAP R&D for Zoetis, and reported R&D for
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Despite ~$1B in additional revenuee'sMerial, Z T S0
SG&A margin is thesameasMe r 1éal.Omh at ¢

E Product and business mixes differ
I Merialhas a bigger, higher margin companion animal business

I Merialis more dependent on its largest product (37% of sales) than ZTS (~8% of
sales)

E Selling models are different

SG&A % of Revenue 2011 SG&A Spent - $M

45% -
40% - 1,600 1 1,445
350 - 1,400 -
30% | ® S —— - Mo 1,200 -
25% - p— . —m—Virbac 1,000 - 539
20% Zoetis 800 -
15% - 600 -
10% - 400 -
5% - 200 -
0% : : : . _

2009 2010 2011 2012 YTD Merial Virbac Zoetis

e G B T A o Lt e 7 501
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Finally, one more thought onopex A historic costs
were oall ocatedo

E Zoetiswas not a staralone Excerpt from S-1:
. - The combined financial statements have been derived from the
company prior to this IPO consolidated financial statements and accounting records of Pfizer and

include allocations for direct costs and indirect costs attributable to the
operations of the animal health business of Pfizer. These combined

E Being part Of Pfizer1 a” the financial statements do not purport to reflect what the results of
h iStoriCOpeXShown inZoetiSS- operations, comprehensive income/(loss), financial position, equity or

cash flows would have been had we operated as a standalone public

1 are S|mp|y COStS that were company during the periods presented.

Our historical expenses are not necessarily indicative of the

allocated by Pfizer #oetis expenses we may incur in the future as a standalone public
company. Although we intend to enter into certain agreements with
‘|’ Therefo re historiopexmay Pfizer in connection with this offering and the Separation, the amount and
! composition of our expenses may vary from historical levels since the fees
not be exaCt! charged for the services under the agreement may be higher or lower

than the costs reflected in the historical allocations. In addition, we
intend to replace these services over time with ones supplied either
internally by our employees or by third parties, the cost of which may be
higher or lower than the historical allocations. We are currently investing
in expanding our own administrative functions, including finance, legal
and compliance and human resources, as well as manufacturing and
information technology infrastructure, to replace services currently
provided by Pfizer. Because of initial stand-up costs and overlaps with
services currently provided by Pfizer, we expect to incur certain
temporary, duplicative expenses in connection with the Separation as we
replace the services provided by Pfizer.
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ISI thoughts on operating margins going forward

E IPO appears to be pricing in some operating margin improvement

I But investors expect revenue growth to outpaeedollar growth

E ZTS has invested in global infrastrucdume suspect most of that is built

I Thus, I tds reasonable to assume t hat
growth

E If companion continues to become bigger portion of revenue base, margi
may see upside

E R&D dollars could go up given lack of Pfizer R&D synergy going forward
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|ISI| Zoetis Model

W

Interest

m

Electronie¢'and Priftéd copies for the exclusive use of Umer Raffat ‘@;‘ 112



Mark Schoenebaum, MD
mschoenebaum@isigrp.com |[2024469493| C 6462588128

ISI Groupd Healthcare Equity Research

Interest expenseA, ~3.2% on new debt

E Nearterm debt tranches have <2%
interest rate

E However, the lonterm debt has

i 0 0 Debt Annual Interest
interest rates of 3.25% and 4.7% S400  115% :

I Note that these are NOT converts 5750 1.88% 14

$1.350  3.25% 44

$1.150  4.70% 54

) . _ $ 3.650 17
E We model interest expense in our  implied Interest 3.19%

P&L at 3.19% weighted average
rate, thereby implying ~$117M
annual interest payment
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|ISI| Zoetis Model

W

o 0O

E. Tax rates
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Zoetis has a relatively high tax rate for a global
company, but tax rates are falling

E Note that the tax rates are higher than the ~30% overall tax re
for PFE seen in the past few years

Tax rate Tax rate
0,
70% - 67% 45% - 20%
40% -
60% - —o— GAAP
35% |
S0% 1 30%
o 37% 34% |
40% | oy ST 35% ° 34% 25% -
" == Non-GAAP as = Hon-GAAP
3094 - 36% 36% 37% 33% disclosed in 20% a5 disclosed
20% - the S1 15% - in the 5-1
10% |
0, -
10% 5%
O% T T T T T T 1 0% T T T
1Q11 2Q11 3Q11 4Q11 1Q12 2Q12 3Q12 2009 2010 2011 FNM '12
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