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ZTS CEO may unseat Ron Cohen for best hair in 

healthcare J 
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Juan Ramón Alaix 
CEO, Zoetis 

Ron Cohen 
CEO, Acorda 
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We think ZTS can continue top-line growth and 

margin improvement to support the stock at ~$30 

January 31, 2013 5 

É We think 5% is a reasonable òbase revenueó growth rate 

ĬMost risks to revenue are secular trends captured in historical rates 

É We think operating margins can improve >4% in 5 years 

ĬManufacturing can be restructured 

ĬSales infrastructure can be leveraged, especially in EM 

É We think downside òflooró to the stock is ~$25 

ĬSlow/no operating margin improvement and revenue growth yield DCF 

valuations in the mid-$20õs 

É However, product revenue drivers, R&D pipeline, and company leadership 

remain a òblack boxó 
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ZTSõ animal health segment market size is $22 B 

January 31, 2013 8 

É Animal health sales in 2011:  $100B 

É The overall animal health category 

ĬINCLUDES medicines, vaccines, diagnostics, medical and pet 
supplies, supplements and veterinary services  

ĬEXCLUDES livestock feed and pet food 

 

É ZTS business includes medicines/vaccines for livestock and 
companion animals 

É Animal Health medicines/vaccines sales in 2011: $22B 

Ĭ$13 B (60%) livestock and $9 B (40%) companion animals 

ĬZTS 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 

January 31, 2013 9 

Sanofi Pfizer Lilly 

~20% of $22 B 

Big pharma 
owns the 
largest animal 
health 
businesses  
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É 300 products sold in >120 countries 

Zoetis revenues are diversified over product lines and 

geographies 
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ZTSõ major  livestock products 

January 31, 2013 11 

Largest 
product (8% of 
total revenue) 
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ZTS major companion animal products 
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Industry market growth is in the mid-single digits 

January 31, 2013 13 

 

 

 

 

 

 

É Livestock growth driven by 

ĬHuman population growth and standards of  living 

ĬEnhanced productivity / food safety requirements 

É Companion animal growth driven by 

ĬIncreases in disposable income and pet ownership 

ĬAdvances in animal health medicines and vaccines 

2011 revenue DǊƻǿǘƘΣ Ψлс-Ωмм DǊƻǿǘƘΣ Ψмм-Ωмс 

Livestock 
 

$13.1 B 7% 6% 

Companion animal $8.9 B 6% 5% 

Total $22 B 6% 6% 

Source: Vetnosis 

Electronic and printed copies for the exclusive use of Umer Raffat



Mark Schoenebaum, MD  

mschoenebaum@isigrp.com | W 212-446-9493 | C 646-258-8128 
ISI Group ð Healthcare Equity Research 

Sources: Company documents, Conference Presentations, 

FDA, ISI Estimates, Medical Journals, Pubmed, USPTO  

ZTSõ business is driven by regulations/IP but also 

has more traditional market forces 

January 31, 2013 14 

Similarities Human medicines Animal medicines 

Clinical trials Yes Yes 

Regulatory review Yes Yes 

Complex manufacturing Yes Yes 

Patent protection Yes Yes 

Differences Human medicines Animal medicines 

Blockbuster products 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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A. Animal health industry basics 

B. Zoetis IPO 
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ZTS will sell Class A shares in its IPO 

January 31, 2013 16 

É 2 classes of  shares: A and B 

É Class A and Class B shares are identical EXCEPT class B 

shareholders will have 10x voting rights for directors 

ĬThis will ensure PFE will select Board members at its discretion and 

retain operational control while it still owns ZTS shares 

Share class Description 

Class A Shares sold at IPO 

Class B Shares retained by 
PFE 
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ZTS will sell 99 M shares, or 19.8% of  equity 

(including the 12.9 M share overallotment) in the IPO 

January 31, 2013 17 

No 
Greenshoe 

# of shares % total 

Class A shares 
(sold in IPO) 

86.1 M 17.2% 

Class B shares 
(retained by 
PFE) 

413.9 M 82.8% 

Total shares 500 M 100% 

Greenshoe # of shares % total 

Class A shares 
(sold in IPO) 

99 M 19.8% 

Class B shares 
(retained by 
PFE) 

401 M 80.2% 

Total shares 500 M 100% 

-Most likely scenario 
-Greenshoe option helps stabilize 
share price in case trading is below 
the offering price 
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Stock compensation will increase diluted share count 

to 505 M following the IPO 

January 31, 2013 18 

É Initially following the IPO, shares will be diluted by ~4.5 M 

shares vested over 3 years (1.5 M shares per year) 

ĬZTS can allocate shares of  up to 3 M (0.6% of  500 M shares) to 

stock compensation in any given 12 month period 

 

 

 

É ZTS could buyback shares to mitigate this share dilution 

 

# shares 

2013 equity plan 4.5 M 

Post-IPO shares, diluted 504.5 M 

Electronic and printed copies for the exclusive use of Umer Raffat



Mark Schoenebaum, MD  

mschoenebaum@isigrp.com | W 212-446-9493 | C 646-258-8128 
ISI Group ð Healthcare Equity Research 

Sources: Company documents, Conference Presentations, 

FDA, ISI Estimates, Medical Journals, Pubmed, USPTO  

The public offering price range disclosed in the S-1 is 

$22-25 per share 

January 31, 2013 19 

É $22-25 corresponds to $2.2-2.5 B in gross cash proceeds 

ĬThis price range can be changed higher or lower and disclosed in 

future S-1 amendments 

Price range Selling price per 
share 

# of shares 
 

Total gross 
proceeds 

Low end $22 99 M $2.2 B 

Mid-point $23.5 99 M $2.3 B 

High end $25 99 M $2.5 B 
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IPO fees will be ~$35 M (~1.5%) of  the $2.2-2.5 B in 

gross proceeds 

January 31, 2013 20 

Fees and expenses excluding 
underwriting fees 

Amount 

Legal fee and expenses $5,000 k 

Accounting fees and expenses $4,000 k 

Printing expenses $1,200 k 

SEC registration fee $338 k 

Stock exchange listing fee $250 k 

FINRA fee $226 k 

Misc. fees and expenses $150 k 

Transfer agent and registrar fee $12 k 

Total fees and expenses $11.2 M 

-I/!Ωǎ ϷнΦс . Lth ƛƴ нvмм ƛƴŎƭǳŘŜŘ м҈ όϷнс aύ ƛƴ 
underwriting fees 
-A 1% underwriting fee for ZTS would yield ~$22-25 
M in fees 

IPO fees Amount 

Underwriting $22-25 M 

Other $11 M 

Total fees $33-36 M 

% of gross proceeds 1.4-1.6% 

IPO fees Amount 

Gross proceeds $2.18-$2.48 B 

Fees ~$35 M 

Net proceeds $2.14-2.44 B 

Electronic and printed copies for the exclusive use of Umer Raffat



Mark Schoenebaum, MD  

mschoenebaum@isigrp.com | W 212-446-9493 | C 646-258-8128 
ISI Group ð Healthcare Equity Research 

Sources: Company documents, Conference Presentations, 

FDA, ISI Estimates, Medical Journals, Pubmed, USPTO  

The òdebt-for-equity exchangeó term in the S-1 

describes the IPO process, not raising debt for ZTS 

January 31, 2013 21 

Zoetis 

Subset of 
underwriters 
όάŘŜōǘ-for-equity 
ŜȄŎƘŀƴƎŜ ǇŀǊǘƛŜǎέύ 

Class A 
shares 

Cash 

All underwriters 

Class A 
shares 

Cash 

-Initially, debt-for-equity 
exchange parties will give Zoetis 
ŀƴ άLh¦έ ŦƻǊ /ƭŀǎǎ ! ǎƘŀǊŜǎ 
 
-Following the IPO, underwriters 
will pay back Zoetis with cash 
from proceeds (less an 
underwriting fee) 
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ZTS will issue $3.65 B in senior notes before the IPO 

January 31, 2013 23 

É The weighted average interest rate is 3.2% 

Principal 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 

$3.65 B 3.2% $117 M 2016-2043 Total 
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We estimate senior note fees will be ~$37 M (~1%) of  

the $3.65 B in gross proceeds 

January 31, 2013 24 

É In Nov 2011, AMGN financed $6 B in debt 

ĬCosts were ~$60 M (1.0%) for underwritersõ discounts and estimated 

offering expenses  

Amount 

Gross proceeds from the debt 
financing 

$3.65 B 

Fees $0.04 B 

Net proceeds from the debt 
financing 

$3.61 B 
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All $3.65 B will be on ZTSõs books 

January 31, 2013 25 

Zoetis 

Initial purchasers 

PFE 

Subset of initial 
purchasers  

όάŘŜōǘ-for-ŘŜōǘέ 
ŜȄŎƘŀƴƎŜ ǇŀǊǘƛŜǎέύ 

-Initially, debt-for-debt 
exchange parties will 
ƎƛǾŜ tC9 ŀƴ άLh¦έ ŦƻǊ 
$1 B in notes 

Confusing diagram, but all 
you need to focus on is in 
the RED BOX 
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Most of  the cash raised in the debt offering will be 

transferred from ZTS to PFE 

January 31, 2013 26 

 

 

 

 

É Even though ZTS doesnõt get the cash, ZTS will still have 
ALL $3.65 B on its books!!! 

 

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

ĬPfE has said that the case to beat of  proceeds from the divestiture is 
share buybacks 

ά[Zoetis] will pay an amount of cash equal to substantially all of the net 
proceeds that we received in the senior notes offering to Pfizer prior to 
ǘƘŜ ŎƻƳǇƭŜǘƛƻƴ ƻŦ ǘƘƛǎ ƻŦŦŜǊƛƴƎΦέ  
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ZTSõ pro-forma cap table clarifies cash, debt and 

equity positions on the balance sheet 

January 31, 2013 28 

ZTS and PFE agreed 
that the cash balance 
at the IPO will be at 
least $300 M 

Reflects the $3.65 B 
debt financing 

Numbers to calculate 
ROE and ROIC 
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PFE parent could get ~$5.5-5.8 B in cash from the 

ZTS IPO and debt financing 

January 31, 2013 29 

Amount 

Net proceeds from the IPO $2.14-2.44 B 

Net proceeds from the debt 
financing 

$3.61 B 

Cash kept at ZTS -$0.3 B 

Total $5.5-5.8 B 

Electronic and printed copies for the exclusive use of Umer Raffat



Mark Schoenebaum, MD  

mschoenebaum@isigrp.com | W 212-446-9493 | C 646-258-8128 
ISI Group ð Healthcare Equity Research 

Sources: Company documents, Conference Presentations, 

FDA, ISI Estimates, Medical Journals, Pubmed, USPTO  

ZTS will pay a ~1.0-1.2% dividend yield 

January 31, 2013 30 

Amount 

Dividend per share $0.26 

Share price  $22-25 

Dividend yield 1.0-1.2% 

# shares, basic 500 M 

Annual dividend $131 M 

2011 adjusted net income $503 M 

2011 dividend payout ratio 26% 

2011 free cash flow $362 M 

% of free cash flow 36% 
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Management team and 2012 compensation 

January 31, 2013 32 

Name Title Salary Bonus Equity Total 

Juan Ramon Alaix CEO $614 k NA $880 k $2.1 M 

Richard Passov CFO $588 k NA $597 k $1.8 M 

Kristin Peck EVP, Group President $526 k NA $846 k $1.7 M 

Clinton Lewis EVP, US $374 k NA $559 k $1.3 M 

Catherine Knupp EVP, R&D $363 k NA $549 k $1.1 M 

Alejandro Bernal EVP, EU/Africa/ME 

Joyce Lee EVP, Canada/LatAm 

Stefan Weiskopf EVP, Asia Pacific 

Heidi Chen EVP, GC 

Sandra Beaty EVP, Corp Affairs 

Roxanne Lagano EVP, HR 

Excludes bonus 
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Management team 2012 objectives help us 

understand how ZTS thinks about corporate strategy 

January 31, 2013 33 

Name Title 2012 objectives 

Juan Ramon 
Alaix 

CEO (i) improving effectiveness of field force and veterinary operations; (ii) growing income before 
taxes faster than revenue; (iii) expanding the product portfolio through superior research and 
development and targeted business development and global alliances; (iv) realizing targeted 
savings in operational expenses; (v) improving the engagement of Pfizer Animal Health colleagues 
at all levels; and (vi) realizing operational readiness for the Pfizer Animal Health strategic 
alternatives review. 

Richard 
Passov 

CFO Not ZTS executive in 2012 

Kristin Peck EVP, Group 
President 

Not ZTS executive in 2012 

Clinton Lewis EVP, US (i) achieving revenue targets of $1.6 billion; (ii) developing a plan to expand coverage of the Inside 
Sales Team; (iii) continuing to strengthen colleague engagement; (iv) ensuring the successful 
integration of new business/service platforms into a comprehensive solutions offering; and (v) 
supporting the Pfizer Animal Health strategic alternatives review. 

Catherine 
Knupp 

EVP, R&D  (i) delivering the product portfolio by implementing investment strategies across all segments 
(vaccines and medicines) and stages; (ii) creating opportunities to position new businesses 
(genetics, diagnostics, etc.) and emerging markets for value generation; (iii) ensuring ongoing 
success of the global research organization in a new operating model; and (iv) ensuring business 
stability through the Pfizer Animal Health strategic alternatives review. 

Focus on operational 
efficiency and savings 

Focus on overall 
portfolio, but special 
focus on new businesses 
and EM  

Management will get equity immediately 

following the IPO Electronic and printed copies for the exclusive use of Umer Raffat
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Management will get equity immediately following 

the IPO 

January 31, 2013 34 

Name Title Stock comp 

Juan Ramon Alaix CEO $4.0 M 

Richard Passov CFO $1.4 M 

Kristin Peck EVP, Group President $1.1 M 

Clinton Lewis EVP, US $0.6 M 

Catherine Knupp EVP, R&D $0.6 M 

Subtotal $7.7 M 

É 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) 

É Management will receive ~$8 M in stock comp 
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Management isnõt incented to re-sell ZTS 

January 31, 2013 35 

Name Title Termination 
w/o cause 

Change in 
control 

Juan Ramon Alaix CEO $3.0 M $6.1 M 

Richard Passov CFO $2.3 M $4.9 M 

Kristin Peck EVP, Group President $2.2 M $5.2 M 

Clinton Lewis EVP, US $0.9 M $2.6 M 

Catherine Knupp EVP, R&D $0.8 M $2.6 M 

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

É We believe this is not strong incentive to sell the business 
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Most of  the Directors are PFE executives 

January 31, 2013 36 

Name Title 

Juan Ramon Alaix ZTS CEO, Zoetis 

Frank 5Ω!ƳŜƭƛƻ ZTS Chairman, PFE CFO 

Geno Germano PFE GM, Specialty / Oncology 

Douglas Giordano PFE SVP, BD 

Charles Hill PFE EVP, HR 

Amy Sculman PFE GC 

Michael McCallister (nominee) Chairman, Humana 

Gregory Norden (nominee) MD, G9 Capital Group, former Wyeth CFO 

William Steere (nominee) PFE Chairman Emeritus 

É Director compensation 

Ĭ$100 k in cash for non-employees (+$25 k as committee chair) 

Ĭ$140 k in equity 
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II. Basics 

A. Animal health industry basics 

B. Zoetis IPO 

C. PFEõs divestiture strategy 
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PFEõs divestiture strategy 
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Growth business 
-Pre-loss of 

exclusivity products 
-R&D pipeline 

Value business 
-Post-loss of 

exclusivity products 
-Consumer health 

Post-divestiture PFE 

Nutrition  
 

-$11.9 B sale to Nestle 
on Nov 30, 2012 

Zoetis [ZTS] 
 

-IPO at end of Jan 
-Spin-off in 2013/2014 
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PFE will reduce its share count from these 

divestitures 
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É PFE will use cash proceeds to maximize shareholder returns 

ĬThe òcase to beató is share buybacks 

 

3 events generate share reductions: 

Event Lower PFE shares? How? 

Nutrition sale Yes Share buyback via cash proceeds 

ZTS IPO Yes Share buyback via cash proceeds 

ZTS equity spin-out Yes Share exchange 
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ZTS separation from PFE, step 1: IPO 

É PFE obtains cash from the ZTS IPO and debt raise 

ĬThe cash to PFE is tax free if  PFE owns > 80% of  ZTS 
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PFE ZTS Debtholders 

Cash 

Debt 
>80% 
equity 

New  
ZTS 

shareholders 

<20% 
equity 

Cash dividend to PFE 

Cash 
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ZTS separation from PFE, step 2: Spin-off 

É PFE distributes ZTS shares to existing PFE shareholders 

ĬTax free, if  certain conditions are met 
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PFE ZTS 

New  
ZTS 

shareholders 

<20% 
equity 

Existing  
PFE 

shareholders 

ZTS stock PFE stock 
tC9Ωǎ ǎƘŀǊŜ Ŏƻǳƴǘ 
is reduced 

NOTE: PFE has not 
100% committed to 
this structure for 
full separation!!! 
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Example of  how share exchange works in a spin-out 
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Before After 

ZTS  
$0 stock 

$10 M * 10% 
Č $1 M stock 

PFE  
$10 M stock 

$10 M * 90% 
Č$9 M stock 

Example: PFE shareholder 
owns $10 M worth of 
stock 

Assumptions PFE ZTS 

Market cap $100 B $10 B 

PFE % of ZTS 100% N/A 

Calculations PFE shareholders 

$ ownership of ZTS $10 * 100% = $10 B 

% of Zoetis value in 
tC9Ωǎ ǎǘƻŎƪ 

$10 B / $100 B = 10% 

Note: PFE may offer ZTS shares at a discount 
to market price to incent shareholders to do 
the share exchange 

Electronic and printed copies for the exclusive use of Umer Raffat



Mark Schoenebaum, MD  

mschoenebaum@isigrp.com | W 212-446-9493 | C 646-258-8128 
ISI Group ð Healthcare Equity Research 

Sources: Company documents, Conference Presentations, 

FDA, ISI Estimates, Medical Journals, Pubmed, USPTO  

Ultimately, PFE may separate its business further into 2 

separate ògrowthó and òvalueó companies  
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Growth business 
-Pre-loss of 

exclusivity products 
-R&D pipeline 

Value business 
-Post-loss of 

exclusivity products 
-Consumer health 

Post-ZTS PFE 
-PFE already has 
separated out the 2 
businesses in the 
developed countries 
 
-PFE continues to manage 
EM as country 
organizations 
 
-In  2013 and 2014, PFE 
will continue to refine its 
operational structure of 
the 2 businesses 
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III.  Zoetis revenues 
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III. Zoetis revenues 

A. Historical revenues 

B. Risk to revenues going forward 
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ZTS is the largest animal medicines/vaccines 

business and captured ~20% of  the market in 2011 

É Big pharma owns the largest animal health businesses é except the publicly 

traded Virbac 

January 31, 2013 46 

Sanofi Pfizer Lilly 
Competition 
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Overall top-line growth is decreasing, but underlying 

growth trends need to be considered 
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2009-2011 revenues show double 
digit YoY growth  

First 9 month growth from 2011 to 
2012 show only 2% growth 
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There are no product sales reported in S-1 L 

É S-1 gives us sales by geography, by species, and by antiinfectives vs vaccines 

etc. 

É All we know is that the biggest product contributes <8% of  total sales, and 

top-10 products contribute <38% of  total sales 

 

É There was a very high interest in understanding what the end-markets are, and 

how Pfizer is positioned in these markets  

ĬWe were able to dig up something that helps us with that é next slide >>> 
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We were able to dig up ~$1B worth of  sales in a few 

animal health end-markets  
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É We found animal health 
sales in a few end-markets 

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

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

É The size of  these end-
markets suggests the 
industry is highly 
fragmented 
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Historically, Zoetis revenues trajectory is messy 

because of  acquisitions/divestitures 
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Sales helped by King 
animal health products 

Pfizer had to divest ~10% of animal health 
sales following WYE acquisition due to 

anti-ǘǊǳǎǘ ƛǎǎǳŜǎ ōŜŎŀǳǎŜ ƻŦ ²ȅŜǘƘΩǎ CƻǊǘ 
Dodge animal health business 
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ZTS has historically grown through acquisitions 
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S-1 gives us a more specific breakout of òbaseó vs 

acquisition-related growth 

É S-1 reports ~2% YoY growth in first 9 months of  2012 vs 2011 

É However, it seems that FX was a -4% drag in 2012 

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

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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Zoetis NYC investor lunch presentation gives us a 

look into relative market share in therapeutic areas 

É A Zoetis slide from NYC investor lunch quantifies revenues by product class 

É However, total revenues included in that slide add up to ~$17B (vs ~$22B for 

industry-wide sales) é some companies are excluded in this analysis 

É We plotted Zoetis market share in each of these product classes é share in 

parasiticides appears the lowest as of  2011 
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Zoetis Merck Merial Elanco Bayer BI Novartis Virbac

Other Non-pharma 3%          2%          1%          1%          9%          3%          9%          7%          

Medicinal feed additives 8%          7%          0%          59%        1%          1%          14%        1%          

Parasiticides 15%        12%        58%        15%        63%        3%          46%        26%        

Other Pharma 17%        14%        5%          16%        11%        25%        21%        35%        

Biologicals / Vaccines 26%        49%        33%        2%          1%          61%        8%          11%        

Anti-Infectives 31%        17%        3%          7%          16%        8%          2%          20%        

100%      101%      100%      100%      101%      101%      100%      100%      

Zoetis Merck Merial Elanco Bayer BI Novartis Virbac

Other Non-pharma 127        65          28          17          148        41          117        61          

Medicinal feed additives 339        228           -        991        16          14          183        9            

Parasiticides 635        390        1,637     252        1,039     41          600        225        

Other Pharma 720        455        141        269        181        339        274        303        

Biologicals / Vaccines 1,101     1,594     932        34          16          828        104        95          

Anti-Infectives 1,312     553        85          118        264        109        26          173        

Total 2011 Sales 4,233     3,253     2,823     1,679     1,649     1,357     1,304     867        
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S-1 has 3 levels of  disclosures around revenues 

É S-1 has 3 levels of  disclosures around revenues: 

1. By geography; also base vs acquisition-related growth by geography 

2. By species (livestock vs companion; also cattle vs swine etc.) 

3. By major product categories (antibiotics etc.) 

 

Letõs go through these é  
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By geography: base revenues growing in all 

geographies (except EU)  

É Base revenue growth seems the 

strongest in US and APAC  

É Base growth in EUAfME seems 

challenged 

É FX seems to have negatively impacted 

most geographies, especially EUAfME 

and CLAR 

É Mgmt has said (NYC group lunch) 

that generics have had a bigger impact 

in the EU than in any other region 

ĬRegional players can be aggressive 

 

January 31, 2013 55 Electronic and printed copies for the exclusive use of Umer Raffat



Mark Schoenebaum, MD  

mschoenebaum@isigrp.com | W 212-446-9493 | C 646-258-8128 
ISI Group ð Healthcare Equity Research 

Sources: Company documents, Conference Presentations, 

FDA, ISI Estimates, Medical Journals, Pubmed, USPTO  

By product categories: anti-infectives were down 

YoY, but parasiticides continue to grow  

É Anti-infectives, vaccines and 

parasiticides comprise ~70%+ 

of  Zoetis sales 

É Within these top-3 categories, 

parasiticides posted ~10% 

growth in 2012 YTD , while 

anti-infectives was down ~10% 

É Several feed additives came from 

King acquisition, and grew 

~15% in 2012 YTD 
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NOTE:  This figure shows TOTAL revenue growth, not 

ñbaseò 
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By species: cattle sales were weak in 2012; other 

species growing low-mid single digits  

É Zoetis revenues are ~2/3rd in 
livestock, and ~1/3rd in pets etc. 

ĬWithin livestock, cattle is over half  
the revenues 

 

É Livestock is trending down YTD in 
2012 vs 2011, driven mainly by 
cattle (-6% YoY) 

ĬDrought in US? 

 

É Other livestock and companion 
animal growing low-mid single 
digits 
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NOTE:  This figure shows TOTAL revenue growth, not 

ñbaseò 
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In addition, we were able to back into the òbase 

growthó for livestock and companion 

É The S-1 does NOT breakdown 

sales by geography for livestock 

vs companion etc. 

É However, there is language 

around $ sales increases by 

geography in each of  these 

markets 

É Using these data points, we were 

able to back into the implied 

òbaseó growth in livestock vs 

companion  

ĬLivestock = 2% YTD 

ĬCompanion = 8% YTD 
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Summing up the S-1 details on revenues 

É Base revenue growth was 5% in 2012 YTD, however, reported total sales 

grew ~2% YoY (because of  FX headwinds) 

ĬHowever, 5% base growth in 2012 does represent a deceleration from 7% in 2011 

and 2010 

É Base revenues growing in all geographies, except EU 

ĬFX headwinds all ex-US markets in 2012 YTD 

É ~2/3 rd of  Zoetis sales are in livestock, and ~1/3 in companion animals 

ĬOverall livestock sales were down 3% in 2012 YTD, vs +5% in companion 

ĬWeak livestock sales  in 2012 were driven by ~10% YoY drop in cattle (which contributes 

~56% of  total livestock sales) 

É Among product categories, anti-infectives (28% of  revs) were down 10% 
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ISI economics teamõs GDP projections 
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5-year forecast Real Nominal 

US 2-3% 4-5% 

Global 3-5% 6-8% 

Vetnosisô 5% industry growth projections seem to mirror 

these nominal GDP growth projections 
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III. Zoetis revenues 

A. Historical revenues 

B. Issues to consider when estimating future revenue growth 

1. FDA guidelines on antibiotic use in livestock 

2. Organic livestock growth 

3. Vaccination rates in companion animals 

4. Distribution of  medicines in companion animal 

5. Generic competition 

6. R&D dis-synergy from PFE 

7. Global economic conditions 

8. Fx 
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Recent FDA guidelines recommend the BAN of  

some antibiotics 

É In Apr 2012, FDA issued guidance on antimicrobials in animal 

recommending (but not REQUIRING) òjudicious useó in animals to 

reduce risk of  resistance in humans 

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

these criteria: 
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Antimicrobial products  of focus in the FDA guidelines 

Products used to increase feed efficiency and promote growth 

Products given continuously through feed/water to all animals 

Products approved  prior to the 2003 issuance of Guidance 152 

Products that are available OTC, and therefore can be given without a vet 

ZTS highlighted that 
the impact on its 
portfolio will be 
from antibiotics that 
promote growth 
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We donõt know what % of ~$450 M of revenues are 

at risk from the FDA guidelines 
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2011 ($) 2011 (%) 

WW revenues $4.2 B 100% 

WW revenues from livestock antibiotics $1.2 B 28% 

Estimated US revenues from livestock antibiotics $450 M 11% 

% used to promote growth ??? ??? 
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Livestock industry trade publications are positioning 

against the FDA guidelines 
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É We think FDA guidelines likely will remain voluntary by the livestock 

industry for at least 3 years 

We think ZTS risk is minimal until guidelines 

REQUIRE the ban of  these antibiotics 
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ά¦Ǉƻƴ ƛǎǎǳŀƴŎŜ ƻŦ ǘƘŜ Ŧƛƴŀƭ ǾŜǊǎƛƻƴ ƻŦ ƎǳƛŘŀƴŎŜ ІнмоΣ FDA intends to monitor the 
progress of its strategy for the voluntary adoption of the changes outlined, 
including the progress of measures intended to facilitate an orderly and minimally 
disruptive transition. After 3 years, FDA intends to evaluate the rate of voluntary 
adoption of the proposed changes across affected products. The agency will 
consider further action as warranted in accordance with existing provisions of the 
FD&C Act for addressing matters related to the safety of approved new animal 
ŘǊǳƎǎΦέ 
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III. Zoetis revenues 

A. Historical revenues 

B. Issues to consider when estimating future revenue growth 

1. FDA guidelines on antibiotic use in livestock 

2. Organic livestock growth 

3. Vaccination rates in companion animals 

4. Distribution of  medicines in companion animal 

5. Generic competition 

6. R&D dis-synergy from PFE 

7. Global economic conditions 

8. Fx 
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Most drugs are prohibited in organic livestock 
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É Required: 

Ĭ100% organic feed 

ĬLiving conditions must accommodate natural behavior 

É Allowed: 

ĬSynthetic trace minerals and vitamins as feed additives 

É Prohibited: 

ĬMost conventional animal drugs  

ĬAll synthetic hormones are prohibited 

ĬPlastic pellets, urea, livestock manure, and slaughter by-products 

ĬExcessive feeding   
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Organic livestock farming is growing at high rates 
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É Organic livestock CAGRs are in the 20-30% range 

ĬCows, pigs, sheep: 31% 

ĬChicken: 22% 
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Organic livestock are <1% of  total livestock in the US  
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É Total cows, pigs, sheep: 157 M (organic: 0.7%) 

É Total chicken: 9.2 B (organic: 0.3%) 

É If  organic livestock growth rates continue at 20-30% and the overall 

market grows at 1%, then organic livestock could take 0.5-2% market 

share between 2012 and 2016 

 

Č Organic growth should affect ZTSõ business minimally (<1% per year) 
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III. Zoetis revenues 

A. Historical revenues 

B. Issues to consider when estimating future revenue growth 
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Vet visit frequency may be decreasing in the US 

January 31, 2013 71 

É Fewer visits Č  lower sales of  companion animal medicines through vets 

 
N=1,200 2007 2011 

Visited vet? 87% 77% 

% change in vet visits -20% 

Visits flattening 
from 1996-2006 
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Updated US dog vaccine guidelines recommend 

longer vaccination cycles  
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É In the 2006 dog vaccine guidelines, guidelines recommended longer 

intervals between vaccinations, increasing cycles from 1 year to 3 years or 

longer, depending on the vaccine 

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

ά¦ƴŦƻǊǘǳƴŀǘŜƭȅΣ Ƴŀƴȅ ŎƭƛŜƴǘǎ ƘŀǾŜ ŎƻƳŜ ǘƻ ōŜƭƛŜǾŜ ǘƘŀǘ ǾŀŎŎƛƴŀǘƛƻƴ ƛǎ ǘƘŜ Ƴƻǎǘ 
important reason for annual veterinary visits. Veterinarians are justifiably concerned 
that a reduction in vaccination frequency will cause clients to forgo routine annual 
Ǿƛǎƛǘǎ ŦƻǊ ǘƘŜƛǊ ŘƻƎǎΧέ 
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Itõs unclear whether US dog vaccine guidelines are 

impacting growth rates 
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É 2 companion animal vaccines generated > 1% ($42 M) of  2011 revenues 

ĬThe vaccination interval was similar between the 2006 and 2011 guidelines 

 

 

 

 

 

É Any effect of  guidelines would be increased adherence of  guidelines that 

were consistent beginning in 2006 

Virus 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 4-way Lepto 1 year  1 year 
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Owners may be getting vaccines/medicines through 

non-traditional channels 
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É Despite the lower rates of  visits to vets, the % of  owners giving medicines 

to their pets has risen in the US 

 

 

 

 

 

US 1998 2010 

Dogs 50% 78% 

Cats 31% 47% 

Total expenses 
on vet care are 
increasing 
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In contrast with non-traditional suppliers, vet clinics 

support branded medicines through price mark-ups 
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É Vets directly purchase medicines from suppliers (like ZTS) and make 

money by marking up the price 60-100% 

É Vets also can pass through price increases from suppliers (like ZTS) onto 

the pet owners 

 

 

 

 

É In contrast, non-traditional suppliers can compete through volume via 

generic competitors or mark-downs relative to vets 
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ZTS companion animal revenues are at risk from non-vet 

distribution  

É ZTS markets medicines through the vet distribution channel 

É Regulations in some states require vets to disclose to pet owners that Rxõs 

can be filled through a (cheaper) 3rd party  

É Owners can increasingly purchase medicines through non-vet sources 

ĬInternet-based retailers 

ĬBig-box retail stores  

ĬOther over-the-counter channels 
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This could explain the 
rising pet ownership and 
Rx costs but lower rates 
of vet visits 
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> 10% of  revenues are at-risk to go generic by 2016 
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Product Segment % of total 
revenue 

US LOE 

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  

É ~80% of  ZTS revenues in 2011 were from products that are either  

ĬUnpatented 

ĬCovered by our patents that, while providing a competitive advantage, do not 

provide market exclusivity 

É Example: Rimadyl 

ĬRimadyl lost patent exclusivity in the United States in 2001 

ĬRevenues have increased 35% since 2001 despite generic competition 
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The animal health market supports a òbranded 

genericó business through a direct selling model 

É ZTSõ direct selling model enables it to compete against generics 

É 3400 of  9500 total employees (36%) are in the sales organization 

É Sales builds relationships with livestock farmers and vets through 

education and support on local disease awareness 

ĬSales and consulting visits are often longer vs. human health  

ĬMeetings 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 

É There is no large generic company (e.g., TEVA in human health)  

É This fact supports the idea that investment in sales infrastructure is 

required ð even for generic products 

ĬEach product opportunity is smaller vs. human health products  

ĬBecause customers self-pay (vs. have insurance), sales relationships and data 

supporting economic benefit of  products are critical 

ĬIneffective medicines and vaccines could result in the loss of  animals, causing 

disproportionate harm to customers 
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ZTSõ R&D is primarily life cycle management 

É The majority of  R&D programs focus on brand lifecycle 

development 

ĬNew species 

ĬNew claims 

ĬNew geographies 

ĬReformulations 

ĬCombinations 
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ZTSõ R&D operates based on ROI opportunity, not 

stage of  development or therapeutic area 

É ZTS does NOT disaggregate our R&D operations by research 

stage or by therapeutic area  

ĬThis is in contrast to how many R&D orgs are run in human health  

É ZTS allocates capital based on ROI criteria 

ĬCustomer needs 

ĬRevenue and profitability potential 

ĬProbability of  technical and regulatory success 

ĬTiming of  launch  
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R&D may be less productive due to separation from 

human health 

É PFE could lose opportunities to explore new drugs through 

human drug preclinical development 

É In LLYõs 4Q12 earnings call, the CFO said animal health has 

R&D synergy with human health 

ĬPreclinical / animal studies for human drugs can be leveraged to 

explore medicines in animal health  

 

É However, ZTS has stated that Animal Health R&D has 

been independent from human health R&D since 2003 
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ZTS will retain access to PFEõs library of 

compounds through a collaboration agreement 

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

ĬZTS will have access to PFEõs compound library for 7 years 

ĬPFE can approve the exclusive license of  compounds that ZTS 

develops under the R&D agreement 

ĬZTS will pay PFE upfront payments, milestones upon approval and 

royalties on net sales 
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ZTSõ separation from PFE has the potential to 

inhibit or expand R&D capabilities over time 

É PFE has the opportunity to stop ZTS R&D  

ĬPFE can prevent ZTS from progressing compounds in development 

by paying ZTS the fair market value for such compound 

É However, ZTS could make alliances with other R&D 

organizations, including parties that may have chosen not to 

collaborate with ZTS as a sub-unit of  PFE 

Ĭ ZTS already has >100 research alliances with leading universities 

and research institutes 
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Global economic conditions can directly impact 

revenues 

É Negative impact to livestock: 

ĬHigher production costs (corn feed, water)  

ĬLower animal product prices 

ĬReduced livestock farmer spending by switching to lower-cost, 

generic alternatives 

É Negative impact to companion animals: 

ĬLower disposable income could cause vet visit delays, reduced 

treatment and reduced pet ownership 

ĬLower resources of  pet owners also could cause vets to alter 

treatments to lower-cost alternatives 
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Weather can impact the # of  livestock, but historically YoY 

change has been less than 3% 

É The drought has impacted US revenues by 1-2% 

ĬThe drought will impact performance through 1H13, with a 2H13 

recovery dependent on a normalization of  weather patterns 

É Historically, total US livestock has NOT changed more than 3%: 
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Over the long term, growth in livestock (and revenue) may 

be consistent with overall economic growth 
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ISI 5-year 
estimates 

Real Inflation Nominal 

US 2-3% 2% 4-5% 

LƴǘΩƭ 3-5% 3-4% 6-9% 
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Fx has historically been managed through operational 

hedging, not financial hedges 

É Essentially, lower intõl revenues from Fx would be balanced 

through lower intõl expenses from Fx 

ĬSame-currency revenues in relation to same-currency costs  

ĬSame-currency assets in relation to same-currency liabilities.  

É While this hedges risk for the BOTTOM-LINE, it does NOT 

hedge risk for the TOP-LINE  

ĬGoing forward, ZTS will evaluate if  a similar approach to managing 

foreign exchange risk is appropriate for our company 
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Conclusions - revenue 

É 5% is a decent òbase revenueó growth  

ĬIndustry sources (Vetnosis) suggest 6-7% CAGR over the next 5 years 

ĬZTS òbase revenueó has grown 5-7% in 2010-2012 

ĬMost risks to revenue are longer term secular trends and should be captured in 

historical rates 

ĬZTS has global infrastructure to support growth in EM 

ĬNote  -- actuals will very likely differ due to fx and M&A 
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IV.  ISI OFFICIAL MODEL  
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ISI Zoetis Model 

A. Revenue 

B. COGS 

C. Opex & Operating Margins 

D. Interest 

E. Tax rates 

F. Net income & EPS 

G. Capital allocation & dividends etc. 
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GAAP gross margins have improved ~400 bps; but is 

that driven by 1-timers? 

É BUT, these are GAAP gross margins ð and include various 1-time purchase 

accounting adjustments and acquisition-related inventory write-offs etc. 

É Turns out, 2010 and 2011 looked optically worse because of  these 1-time 

items 
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Adjusting COGS for all the 1-time stuff, we calculate 

Zoetis gross margins in mid-60s 

É We backed out all purchase 

accounting and inventory 

write-off  related one-time 

items from GAAP COGS 

 

É Adjusted gross margins for 

Zoetis are ~65% currently   

(vs ~63% in prior years) 

ĬNotice GAAP vs non-

GAAP difference was 

especially high in 2010 

because of  acquisition-

related charges 
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Zoetis ï Adjusted Gross Margins 
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Zoetisõ gross margins are ~500 bps lower than 2 

comps 

 

 

 

 

 

É Margin differences may be driven by 2 important factors: 

1. Both Merial and Virbac derive much higher portion of  revenues from companion 

animals (~62% for Virbac and >40-50% for Merial vs ~36% for Zoetis) 

2. Merialõs top product (Frontline) alone contributes ~37% of  total sales, vs <8% for 

Zoetisõ top product 
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2011 Sales Gross Margin 

{ŀƴƻŦƛΩǎ Merial ~$2.8B ~69-70% 

Virbac ~$845M ~69% 

Zoetis ~$4.3B ~65% in 2012 YTD 

Companion 
animal biz is 
a higher GM 
biz than the 
livestock biz 
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Zoetis owns 29 plants but uses many external CMOs 
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É Operating leverage possible 

with existing plants as 

revenues grow 

É Perhaps Zoetis can reduce 

the # of  manufacturing 

plants used (notice Zoetis 

uses ~200 contract 

manufacturers!) 

 

 

 

 

 

Category # sites 

ZTS anchor sites 13 

ZTS satellite sites 16 

PFE sites used  14  

CMOs ~200 

άWe intend to continue our efficiency improvement programs 
in our manufacturing and supply chain organization, 
including Six Sigma and Lean capabilities, which are processes 
intended to improve manufacturing efficiency. We have strong 
globally managed and coordinated quality control and quality 
assurance programs in place at our global manufacturing 
network sites, and we regularly inspect and audit our global 
ƳŀƴǳŦŀŎǘǳǊƛƴƎ ƴŜǘǿƻǊƪ ŀƴŘ /ah ǎƛǘŜǎΦέ 
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ZTSõ agreement with PFE gives ZTS an incentive to 

move manufacturing in-house by year 3 
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É ZTS has an agreement with PFE to use PFEõs manufacturing: 

 

 

 

tC9Ωǎ ǎŜƭƭƛƴƎ ǇǊƛŎŜ to ZTS 

Years 1-2 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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ZTSõ manufacturing deal with PFE may give ZTS a 

30-40 bps boost to gross margins in 2013 and 2014 
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É Historical COGS were based on allocations NOT related to the 

manufacturing deal going forward 

É There were ~30 bps of  charges in historical COGS that would 

NOT be charged going forward 

 

 

2011 FNM 2012 

Revenue $4,233 $3,160 

COGS $1,652 $1,130 

Gross margin 61.0% 64.2% 

COGS adjustment 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 

É Zoetis gross margins in mid-60s is ~500 bps lower than two publicly available 

comps  

É However, thatõs partially because Zoetis derives a much bigger portion of  

revenues from livestock 

É With sales in companion animals growing faster than livestock, gross margins 

could improve modestly going forward 

É S1 explicitly states company intends to improve òmanufacturing efficiencyó 

Ĭ òWe intend to continue our efficiency improvement programs in our manufacturing and supply chain organization, including Six Sigma and 

Lean capabilities, which are processes intended to improve manufacturing efficiency.ó 

 

É The pushback on gross margin improvement is that Pfizer may start charging 

a premium on its portion of  contract manufacturing for Zoetis 
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ISI Zoetis Model 

A. Revenue 

B. COGS 

C. Opex & Operating Margins 

D. Interest 

E. Tax rates 

F. Net income & EPS 

G. Capital allocation & dividends etc. 
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S-1 suggests operating margins have improved é 

now ~mid-20s on non-GAAP basis 

É On a non-GAAP basis, SG&A has 

come down from 38% of  revenues 

to 32% 

É Also, R&D % of  revenue has come 

down from 13% of  revenue to 9% 

 

É S-1 cites òcost reduction 

initiativesó and acquisition-

related synergies 
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Zoetis operating margins look competitive with peers 

É Zoetis mid-20s operating margin appears only lower than Sanofiõs 

É However, Zoetis is the largest animal health business é shouldnõt there be 

operating leverage? 
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Zoetis spends more than peers on R&D as % of  

revenue 

É Sanofiõs Merial spends ~7% of revenue on R&D (and itõs a slightly smaller 

business, so the absolute $ are less) 

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

É Zoetis spends ~9-10% 
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We believe there is some risk of R&D dis-

synergies as a result of the separation. ZTS 

mgmt argues this is not the case (NYC 

group lunch) b/c they will retain access to 

PFEôs compound library. However, the S1 

states there are costs associated with 

accessing PFEôs library.  

 
Å**Zoetis has access to PFE compound library for 

a few years.  

ÅPFE can approve the exclusive license of 

compounds that ZTS develops under the R&D 

agreement.    

ÅZTS will pay PFE upfront payments, milestones 

upon approval and royalties on net sales 

Graph uses non-GAAP R&D for Zoetis, and reported R&D for 
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Despite ~$1B in additional revenue vs Merial, ZTSõs 

SG&A margin is the same as Merialõsé..what gives? 

É Product and business mixes differ 

ĬMerial has a bigger, higher margin companion animal business 

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

sales) 

É Selling models are different 
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Virbac.  Also, Virbac and Merial SG&A converted using 1.36 Euros per USD exchange rate 
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Finally, one more thought on opex Ą historic costs 

were òallocatedó 

É Zoetis was not a stand-alone 

company prior to this IPO 

É Being part of  Pfizer, all the 

historic opex shown in Zoetis S-

1 are simply costs that were 

allocated by Pfizer to Zoetis 

ĬTherefore, historic opex may 

not be exact! 
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Excerpt from S-1: 
The combined financial statements have been derived from the 

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 

financial statements do not purport to reflect what the results of 

operations, comprehensive income/(loss), financial position, equity or 

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

company during the periods presented.  

Our historical expenses are not necessarily indicative of the 

expenses we may incur in the future as a standalone public 

company. Although we intend to enter into certain agreements with 

Pfizer in connection with this offering and the Separation, the amount and 

composition of our expenses may vary from historical levels since the fees 

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 

É IPO appears to be pricing in some operating margin improvement 

ĬBut investors expect revenue growth to outpace opex dollar growth 

É ZTS has invested in global infrastructure ð we suspect most of  that is built 

ĬThus, itõs reasonable to assume that revenue growth should outstrip SG&A dollar 

growth  

É If  companion continues to become bigger portion of  revenue base, margins 

may see upside 

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

A. Revenue 

B. COGS 

C. Opex & Operating Margins 

D. Interest 

E. Tax rates 

F. Net income & EPS 
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Interest expense Ą ~3.2% on new debt 

É Near-term debt tranches have <2% 

interest rate 

É However, the long-term debt has 

interest rates of  3.25% and 4.7% 

ĬNote that these are NOT converts 

 

É We model interest expense in our 

P&L  at 3.19% weighted average 

rate, thereby implying ~$117M 

annual interest payment 

January 31, 2013 113 Electronic and printed copies for the exclusive use of Umer Raffat



Mark Schoenebaum, MD  

mschoenebaum@isigrp.com | W 212-446-9493 | C 646-258-8128 
ISI Group ð Healthcare Equity Research 

Sources: Company documents, Conference Presentations, 

FDA, ISI Estimates, Medical Journals, Pubmed, USPTO  

ISI Zoetis Model 

A. Revenue 

B. COGS 

C. Opex & Operating Margins 

D. Interest 

E. Tax rates 

F. Net income & EPS 

G. Capital allocation & dividends etc. 

 

January 31, 2013 114 Electronic and printed copies for the exclusive use of Umer Raffat



Mark Schoenebaum, MD  

mschoenebaum@isigrp.com | W 212-446-9493 | C 646-258-8128 
ISI Group ð Healthcare Equity Research 

Sources: Company documents, Conference Presentations, 

FDA, ISI Estimates, Medical Journals, Pubmed, USPTO  

Zoetis has a relatively high tax rate for a global 

company, but tax rates are falling 
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É Note that the tax rates are higher than the ~30% overall tax rate 

for PFE seen in the past few years 
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