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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 was founded in 1952 and is headquartered in
Parsippany, New Jersey.

BY  THE  NUMBERS

ZOETIS SUMMARY

0.60%
DIVIDEND YIELD

+59.6%
Y/Y RETURN

$65B
MARKET CAP

TICKER: ZTS

PRICE: $136.51



Zoetis (ZTS) is the largest pharmaceutical company on the public markets
that specializes in pet and animal care. The company boasts a massive

$65B valuation and has seen its stock skyrocket over 362% since hitting
the public markets in early 2013 as part of a spin off from Pfizer. 
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ANALYSIS

What makes ZTS such a unique investment is the space in which it
operates. In the U.S. alone, analysts estimate Americans spent a whopping

$75.4B on their pets in 2019, up from $72.5B in 2018. For a greater idea of
the growth trajectory, in 1994 this amount was only $17B driven by a huge

influx of pet ownership in the States.



Here are some more stats on the market. Analysts also believe that the
world will spend up to $24B in animal diagnostics alone by 2042, a

compounded annual growth rate from 2017 of roughly 8% driven by a
stronger adoption abroad.
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In addition, we see a deeper breakdown of that spend. Of the $75.4B spent in
2019, approximately $31.7B is on food, $16.4B on supplies, $19B on vet care,

and $6.3B on services which I imagine includes grooming and other activities.



It's completely apparent today that pets are becoming more and more a
staple to households in America and that people all over the world are

willing to spend their hard-earned dollars to take care of them regardless
of the economic backdrop.
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Not only has this space outperformed total personal consumption growth
in economic expansions, it has also shown greater resiliency during

economic downturns. Look at 2008-2009 for instance. The year beforehand
the industry grew at 10% Y/Y while dental services and total personal

consumption only grew at half that pace. Fast forward to the Great
Recession, and instead of showing greater volatility during tough times, the
vet industry stayed flat Y/Y and has witnessed a CAGR of 9.2% from 1979-

2017. Put simply, the space rips stronger in good times and dips less during
tough times - a win/win situation for investors and the company.



CUBE'S TOP
PROS FOR 
ZTS

 

STEADY &
PREDICTABLE
REVENUE GROWTH

ECONOMIC
RESILIENCY

SUPERIOR
MARGINS

Z T S  |  E Q U I T Y  R E P O R T  



CUBE'S TOP
CONS FOR 
ZTS

 

 

LOFTY 
VALUATION

CURRENCY
EXPOSURE

SIZABLE
DEBT
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GLOBAL GEOMETRY YEAR 2018

FINANCIAL

STATEMENTS

 

 CUBEWEALTHZTS REPORT

BALANCE SHEET



When we look at ZTS' balance sheet it's nothing to be too concerned
about but it's also not bulletproof. The company has done a good job

growing their cash and short-term equivalents from $500M back in 2017
to nearly $2B today. During 2019 there wasn't much of a change to this

figure, though.
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While cash has grown, so
has debt. ZTS now has
close to $6.5B in debt,

which is over 3x their cash
amount. The good news

here is that the company
doesn't have any short-
term borrowings due. In
other words, all of these

debts are due in longer than
a year. 

 
As we'll see in the coming

slides, this debt equates to
roughly $55M a quarter in
interest expenses. CUBE
sees this as manageable

but really don't want to see
this level grow from here.
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Earlier in 2019, Moody's rated ZTS with a Baa1 credit rating which is towards
the bottom of investment grade quality. This isn't something to panic about
but Moody's did mention their net debt to EBITDA ratio as something on the

higher side and the reason for the valuation. In order for ZTS to hold this
rating and avoid getting closer to junk rated, they will need to control their

debt levels and begin to pay them down. CUBE does not anticipate ZTS
moving down to junk rating, we are just saying this should be watched given

the consistent rise since 2012. It also means that ZTS will also have to be
more reluctant to acquire anymore companies as they spent $2B to acquire

Abaxis in 2018. They have made some recent acquistions like that of
Pheonix Labs to make more headway into the diagnostic business but the
terms were undisclosed. As we mentioned in the beginning of the report,

this is a big growth market. 
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INCOME STATEMENT



Revenue in the U.S. segment was $844 million, an increase of 11%
compared with the third quarter of 2018
Revenue in the International segment was $721 million, an increase of
2% on a reported basis and an increase of 5% operationally compared
with the third quarter of 2018
Net income: $433M (+24.8%)
EPS: $0.90 (+26.4%)
Increased 2019 guidance: 

Revenue: $6.200B - 6.250B from $6.175B - 6.275B
EPS: $2.99 - 3.08 from $2.93 - 3.04

In ZTS' most recent quarter, the company posted Q3 Non-GAAP EPS of
$0.94 beating estimates by $0.06 on revenue of $1.58B (+6.8% Y/Y) in-line

with estimates. 
 

 
This was a pretty solid report from ZTS. The company realized great

growth in the United States which picked up some slack from the lag in
International revenues. 
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The company's net income margins rose to 27.3% from 24% last quarter and
23.4% in the quarter last year.

 
Livestock sales were disappointing as they fell 9% Y/Y in the United States
and fell 4% internationally. The good thing is that their companion animal

segment, which we covered in the beginning pages, pulled a lot of weight. In
fact, companion revenue in the U.S. grew a whopping 26% Y/Y and 12%

internationally.
 

Speaking of global revenues, one of ZTS' risks are how much currency
exposure they have. Below you'll see that FX hurt their revenues by 3% in Q3
and with $720.7M in foreign revenues that makes up nearly half of all revs.

 
If the dollar continues to strengthen, this could be a bit of an issue for ZTS.
Currency impacted every single country negatively for the quarter except
Japan. Also, if it weren't for Mexico and Japan, it would have been a pretty

brutal quarter for international revenues as France saw a drop in revs of 18%
alongside China with a 13% drop.

Z T S  |  E Q U I T Y  R E P O R T  

 CUBEWEALTHZTS REPORT



As already alluded to earlier and in the pros section, ZTS has done a great
job growing margins especially when compared to their competition.

EBITDA margins have grown from 20% to nearly 40% from 2012 to today.
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The margin expansion has allowed ZTS to send more to their bottom line
as EPS over the last twelve months has crossed the $3.00 mark. This is

not only from increasing revenues and margins but also because ZTS has
been buying back their shares a little bit.
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CASH FLOW



For the first 9 months we know that ZTS has generated $4.5B in revenue.
What's impressive is the fact that they were able to convert $1.2B of that

into operating free cash flow, or roughly 26.7%. After deducting for
capital expenditures of $294M, ZTS has generated free cash flow of

$919M three-quarters through the year.
 

With that remaining cash, ZTS has spent $235M in dividends and $450M
in buying back stock. 

 
In the future, we'll see if Zoetis decides to start chipping away at that
debt. With a current dividend yield at 0.60% it isn't much but they do
blend this with the share buyback program. What happens when the

maturities for the debt comes around? Will ZTS simply take out a new line
of credit to pay the old line of credit? Does management mind paying 0ver

$200M (3.5% of revenue) a year in interest payments? 
 

These are things we need to look out for as ZTS will have to think about
what they want to use their free cash flow for in the future. Right now,

they don't have any near-term maturities so this is not an issue that
needs to be dealt with urgently. 
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If history is any indicator, ZTS will look to continue their dividend. Over
the last 5 years they have averaged a near 18% increase in their dividend
Y/Y. Analysts expect the company to pay $0.71 per share in dividends in

2020 followed by $0.83 in 2022, and $0.86 in 2023.
 

CUBE thinks these estimates are a bit on the conservative side. We expect
$0.80 in 2020 and as high as $1.00 by 2023 but most likely closer to $0.95.

Z T S  |  E Q U I T Y  R E P O R T  

 CUBEWEALTHZTS REPORT



2.8x
 

11.7%
 

2.7x
 

7.4%
 

SOME OTHER KEY STATS

Total Debt / EBITDA

Return on Assets

Quick Ratio

2020 Wall Street Rev 
Growth  Expectations

Compares the total amount of cash
and cash equivalents + marketable
securities + accounts receivable to
the amount of current liabilities.

Total Debt to Earnings before
Interest, Taxes, Depreciation,

Amortization



ZOETIS
FUNDAMENTALS

 

IDEXX Labs (IDXX) - Check Vault for research on them as well
Elanco Animal Health Inc. (ELAN)

When comparing fundamentals, CUBE has decided to use the following
peers:

 
1.
2.

 
 

Starting at the top with gross margins, we see right off the bat that ZTS
commands the lead by a wide margin of approx. 10%



On an enterprise value (market cap + debt - cash) to forward sales, ZTS is
slightly more expensive than IDXX. Both are far more expensive than ELAN

at 4.1x. 
 

Something to note, these are very high valuations for pharma companies.
These are valuations that are generally seen only in the technology
industry. For example, MSFT trades at 8.3x and AMD trades at 6.5x

The same applies on a forward EV/EBITDA. Here IDXX trades at 36x while
ZTS trades at 25x. For reference to MSFT and AMD again, they trade at

18.9x and 32.6x, respectively.



Moving further down the income statement, on a P/E basis, ZTS trades at
35.3x next year's earnings. While this is lower than IDXX at 55.5x, both

companies are pretty expensive at these levels. 

For reference, ZTS and IDXX are trading at levels much higher than usual.
We completely understand that multiple expansion is normal and

warranted to an extent given their margin expansion and overall growth
of the industry but this is beginning to look a little stretched now.



If we take into account future growth, it gives the P/E a little more detail.
The PEG ratio is the price to earnings to growth ratio. Generally speaking
a ratio under 1 is considered very cheap, between 1-2 is considered fair,

and above 2 is normally regarded as rather expensive.
 

As we can see, ZTS trades at 3.3x and IDXX trades at 2.5x.

 
When looking at debt, ZTS is actually middle of the road on a net debt

(debt - cash) / EBITDA ratio. ZTS is at 2.0x while ELAN is at 2.9x and IDXX
is at 1.4x.



ZOETIS
TECH ANALYSIS

 



TECH ANALYSIS SUMMARY

It looks as though there is still some

upside left in ZTS. The stock appears to be

adamant on grasping that R1 resistance

level of $138.01. CUBE believes the stock

will then pullback after reaching that

point as the W%R, MFI, and RSI are way

beyond overbought. The upper BB should

also help in containing anymore upside at

that $138.36 level. 

 

If that level is indeed rejected, CUBE

expects a pullback to the 20DMA and

middle bollinger of $131.90. 

 

If the stock decides it wants to break past

the upper BB and R1, then the R2 is most

likely in play at $143.66. 

 

CUBE has trouble seeing a run past this

level given where all of the other metrics

are. It would take some serious news to

make this happen as volume on this

recent run up hasn't been that strong.

 
 



BULLISH OR

BEARISH?

VS.

MORE BULLISH
(POSITIVE)

MORE BEARISH
(NEGATIVE)



Overall, CUBE is neutral on Zoetis (ZTS). We believe the company is in

a great place and will continue to grow revenues at mid-to-high

single digits over the next several years but we feel the industry has

had its run and most of the returns have been made. 

 

We like the fact that the industry itself is virtually recession proof

and that we appear to be taking a stronger liking to animals year over

year by socially accept having multiple pets as normal. This simply

wasn't the case 20 years ago. We also like that ZTS generates healthy

cash flow with excellent margins but this is more of a valuation

issue. 

 

If this research was requested at the same time the IDXX research

was requested over a year ago we would have said it's a buy in our

view and it would have been exactly that. Now we look at both

companies as priced for perfection and the risk/reward is no longer

as attractive. Both companies are doing an excellent job owning the

space and both IDXX and ZTS deserve a premium valuation for a

premium industry, but at these tech-like valuations we can no longer

get behind a "buy" rating.

ZTS
CONCLUSION



NOTHING IN THIS DOCUMENT, OR ANY DOCUMENTS FOR THAT
MATTER, SHOULD BE USED OR CONSTRUED AS AN OFFER TO SELL, A

SOLICITATION OF AN OFFER TO BUY, OR A RECOMMENDATION FOR ANY
SECURITY. NOR IS IT INTENDED AS INVESTMENT, TAX, FINANCIAL OR

LEGAL ADVICE. INVESTORS SHOULD SEEK SUCH PROFESSIONAL ADVICE
FOR THEIR PARTICULAR SITUATION. CUBE DOES NOT MAKE ANY

GUARANTEE OR OTHER PROMISE AS TO ANY RESULTS THAT MAY BE
OBTAINED FROM USING OUR CONTENT. NO ONE SHOULD MAKE ANY

INVESTMENT DECISION WITHOUT FIRST CONSULTING HIS OR HER OWN
FINANCIAL ADVISOR AND CONDUCTING HIS OR HER OWN RESEARCH
AND DUE DILIGENCE. TO THE MAXIMUM EXTENT PERMITTED BY LAW,

CUBE DISCLAIMS ANY AND ALL LIABILITY IN THE EVENT ANY
INFORMATION, COMMENTARY, ANALYSIS, OPINIONS, ADVICE AND/OR

RECOMMENDATIONS PROVE TO BE INACCURATE, INCOMPLETE OR
UNRELIABLE, OR RESULT IN ANY INVESTMENT OR OTHER LOSSES.

CONTENT CONTAINED ON OR MADE AVAILABLE IS NOT INTENDED TO
AND DOES NOT CONSTITUTE LEGAL ADVICE OR INVESTMENT ADVICE
AND NO ATTORNEY-CLIENT RELATIONSHIP IS FORMED. YOUR USE OF

THE INFORMATION IS AT YOUR OWN RISK. THIS CONTENT IS
CONFIDENTIAL AND MUST NOT BE DISTRIBUTED

DISCLAIMER


