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ZTS - Healthcare - Drug Manufacturers - Specialty & Generic

| Company Overview

Zoetis Inc. discovers, develops, manufactures, and commercializes animal health medicines, vaccines, and
diagnostic products in the United States and internationally. It commercializes products primarily across
species, including livestock, such as cattle, swine, poultry, fish, and sheep; and companion animals comprising
dogs, cats, and horses. The company also offers vaccines, which are biological preparations to prevent
diseases of the respiratory, gastrointestinal, and reproductive tracts or induce a specific immune response; anti-
infectives that prevent, kill, or slow the growth of bacteria, fungi, or protozoa; and parasiticides that prevent or
eliminate external and internal parasites, which include fleas, ticks, and worms. It also provides other
pharmaceutical products that comprise pain and sedation, antiemetic, reproductive, and oncology products;
dermatology products for itch associated with allergic conditions and atopic dermatitis; and medicated feed
additives, which offer medicines to livestock. In addition, the company provides portable blood and urine
analysis testing, including point-of-care diagnostic products, instruments and reagents, rapid immunoassay
tests, reference laboratory kits and services, and blood glucose monitors; and other non-pharmaceutical
products, including nutritionals and agribusiness services, as well as products and services in areas, such as
biodevices, genetics tests, and precision animal health. It markets its products to veterinarians, livestock
producers, and retail outlets, as well as third-party veterinary distributors through its sales representatives, and
technical and veterinary operations specialists. The company was founded in 1952 and is headquartered in
Parsippany, New Jersey.

| 1. What Are These Assets?

Zoetis Inc. (ZTS) operates as a global leader in the animal health sector, focusing on the discovery,
development, manufacture, and commercialization of animal health medicines, vaccines, and diagnostic
products. Its core business model is centered on providing comprehensive solutions for livestock (e.g., cattle,
swine, poultry, fish) and companion animals (e.g., dogs, cats, horses), addressing a wide range of health needs
from disease prevention and treatment to animal well-being. Revenue streams are diversified across species
and product categories, including parasiticides, vaccines, anti-infectives, and other pharmaceutical products, as
well as a growing portfolio of diagnostics and digital solutions. This broad product offering and species
coverage contribute to stable revenue generation, mitigating reliance on any single market segment.

Zoetis's competitive advantages are robust, stemming from its extensive R&D capabilities, which enable the
continuous development of innovative products and lifecycle management of existing ones. This innovation
pipeline, coupled with a global commercial footprint and strong relationships with veterinarians and livestock
producers, solidifies its market position. The company benefits from high barriers to entry in the animal health
pharmaceutical industry, including stringent regulatory approval processes, significant R&D investment
requirements, and the need for specialized scientific expertise. Key assets include its intellectual property
portfolio of patented drugs and vaccines, state-of-the-art manufacturing facilities, and a global distribution
network. The company's strong financial health, as evidenced by its $2.3 billion in cash and $2.9 billion in
operating cash flow against $15.5 billion in total assets, provides ample resources for continued investment in
R&D, strategic acquisitions, and shareholder returns.

While management tone analysis was unavailable for the Q4 2025 earnings call, the broader macro backdrop
presents a mixed but generally supportive environment for Zoetis. The animal health market is characterized by
resilient demand drivers, including the humanization of pets, increasing global protein consumption, and
growing awareness of animal welfare and food safety.
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However, the current interest rate environment, with the 10-year Treasury yielding 4.35% and a positively
sloped yield curve, suggests a higher cost of capital for future investments or refinancing activities, which could
marginally impact valuation and growth strategies. Despite this, the stable and growing nature of the animal
health market, combined with Zoetis's established leadership and innovation capabilities, positions the
company favorably for sustained long-term growth. The Street's consensus "Buy" rating and average price
target of $150, implying significant upside from the current price of $116.65, underscore confidence in the
company's fundamentals and future prospects.

| 2. What DoWe Think IsGoing to Happen?

Zoetis Inc. (ZTS) operates within the resilient animal health sector, which historically demonstrates lower
cyclicality compared to human pharmaceuticals. We anticipate continued robust growth for ZTS, driven by
several key factors. The increasing humanization of pets globally, coupled with rising disposable incomes in
emerging markets, fuels demand for advanced animal healthcare products and services. Zoetis's diversified
portfolio across companion animals and livestock, including innovative parasiticides, vaccines, and diagnostic
tools, positions it well to capture this growth. Furthermore, the company's strong R&D pipeline and strategic
acquisitions are expected to introduce new revenue streams and expand market share, particularly in areas like
dermatology (e.g., Apoquel, Cytopoint) and new modalities. The Street's consensus "Buy" rating and average
price target of $150, implying a significant upside from the current price, reflect this optimistic outlook,
underpinned by a forward P/E of 16.6x, which appears reasonable given its growth profile and market
leadership.

However, several factors warrant close monitoring. The current macro backdrop, characterized by a 10-year
Treasury yield of 4.35% and a positively sloped yield curve, suggests a higher discount rate environment, which
could temper valuation multiples for growth stocks like ZTS. While animal health is relatively defensive,
sustained inflationary pressures impacting consumer spending on pet care, or higher input costs for livestock
producers, could indirectly affect demand for Zoetis's products. Additionally, competitive pressures from both
established players and new entrants, particularly in generic alternatives, remain a constant consideration.
Regulatory hurdles and the potential for adverse events related to product efficacy or safety also pose inherent
risks to the company's growth trajectory.

Despite these potential headwinds, Zoetis's strong financial position, evidenced by its healthy cash flow
generation ($2.9B OCF, $2.3B FCF) and substantial cash reserves ($2.3B), provides flexibility for strategic
investments, debt management, and shareholder returns. The company's established market leadership, global
distribution network, and commitment to innovation are expected to enable it to navigate market dynamics
effectively. While specific management guidance from the latest earnings call was unavailable for analysis, the
fundamental drivers of the animal health market, combined with Zoetis's operational strengths, suggest a
continued positive outlook for long-term investors, albeit with a watchful eye on macro-economic shifts and
competitive landscape.

| 3. Why IsTherea Mispricing?

Zoetis Inc. (ZTS) presents a potential mispricing opportunity, primarily driven by a disconnect between its
robust financial profile, strong market consensus, and current valuation metrics. Despite a consensus "Buy"
rating from 20 analysts and an average price target of $150, implying over 28% upside from the current price of
$116.65, the stock trades at a forward P/E of 16.6x. While this multiple appears reasonable in isolation, it
warrants deeper scrutiny given ZTS's consistent profitability, strong free cash flow generation ($2.3B), and
leadership position in the animal health sector. The significant divergence between the current price and the
Street's target suggests that the market may not be fully appreciating the company's long-term growth
prospects, resilience, or the intrinsic value derived from its stable, recurring revenue streams in a growing pet
care and livestock market.
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Further contributing to this potential mispricing is the company's financial health and capital structure. ZTS
exhibits strong operational efficiency with a 37.9% operating margin ($3.6B Opinc on $9.5B Rev) and converts
a substantial portion of its operating income into free cash flow. With $2.3B in cash and a healthy balance sheet
(Assets: $15.5B, Equity: $3.3B), the company possesses ample flexibility for organic growth, strategic
acquisitions, or shareholder returns. The prevailing macroeconomic environment, characterized by a positively
sloped yield curve and a 10-year Treasury yield of 4.35% (used as the risk-free rate), suggests a market that
might be overly cautious on growth assets, potentially suppressing multiples for high-quality companies like
ZTS. The absence of management tone analysis for the latest earnings call, while not inherently negative, could
imply a lack of recent catalysts or specific guidance that would otherwise drive a re-rating.

The combination of a strong consensus price target, a seemingly undervalued forward P/E relative to ZTS's
quality and market position, and robust financial fundamentals points to a potential market inefficiency.
Investors may be overlooking the durable competitive advantages and consistent growth trajectory inherent to
the animal health industry, particularly Zoetis's diversified product portfolio and global reach. The current
valuation may not fully reflect the company's capacity for sustained earnings growth and free cash flow
generation, suggesting an attractive entry point for long-term oriented investors.
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| | ncome Statement (3-Year)

Metric ($M) 2025 2024 2023
Revenue 9467 9256 8544
Gross Profit 6673 6396 5834
Operating Income 35017 3392 3069
Net Income 2673 2486 2344
EPS ($) 6. 03 5.47 5.08

Revenue Trend //_‘

| Balance Sheet Snapshot

Total Assets $15467M Total Equity $3331M
Total Liabilities $12136M Cash & Equiv. $2312M
Op. Cash Flow $2904M Free Cash Flow $2283M

| Valuation Snapshot

Market Cap $49241M Current Price $116.65
P/E Ratio 20.9 P/B Ratio 16.7

EV/EBITDA N/A Net Margin 28.2%
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| Street Consensus

Buy (3.7/5 - 20 analysts)

Metric Value
Strong Buy / Buy 3/ 8
Hold 9
Sell / Strong Sell 0/ 0
Mean Price Target $150. 29
Upside to Mean Target N A
Forward P/E 16. 6x
Forward EPS N A
EPS Growth (YoY) +6. 1%

| Technical Picture

The stock is trading below its 200-day moving average ($132.98) with a death cross (bearish) in the 50/200-day
MA relationship, RSI(14) reads 52.3 (neutral), 24.8% below its 52-week high of $156.76, daily volatility (ATR) of
2.7% of price (moderate).

Indicator Value Signal
Current Price $117. 87 --
52-Week High $156. 76 -24.8% from high
52-Week Low $113. 35 --
50-Day MA $120. 83 -2.5%
200-Day MA $132.98 -11. 4%
MA Cross Death Cross (bearish) --
RSI (14) 52.3 Neut r al
ATR (14) % of Price 2. 7% Moder at e

Volume Trend 20d vs 50d avg Decr easi ng
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| Macro Backdrop (FRED)

The Federal Reserve's benchmark rate stands at 3.64%, with the 10-year Treasury yielding 4.35% (the risk-free
rate used in our DCF), a positively sloped yield curve (10Y-2Y spread: +0.52bps), consistent with expansion,
CPl inflation is running at 330.3% (latest FRED reading), unemployment at 4.3%, and WTI crude oil at $91.06/
bbl. This macro backdrop informs our cost-of-capital assumptions and scenario analysis.

Indicator Latest Value Date
Fed Funds Rate 3. 64% 2026- 03-01
10Y Treasury Yield 4.35% 2026- 04- 27
10Y-2Y Spread 0. 52bps 2026- 04- 28
CPI 330. 3% 2026-03-01
Unemployment Rate 4. 3% 2026-03- 01
WTI Crude Oil $91. 06 2026- 04- 20

| Sector Macro Overlay - Healthcare

Sector macro data for Healthcare is temporarily unavailable.
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| M anagement Tone - Q4 2025

Management tone analysis could not be completed for this earnings call.

| Guidance Highlights

Guidance highlights could not be extracted.
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| Recent Developments

No significant news coverage found in the past 90 days.
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