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Chew on T his: 2Q Vet Survey; Sustained
Positive Animal Health D emand Trends

2Q Vet practice volume, revenues sustain strength: According to our
survey of 75 US companion animal veterinarians, 76% of practices
experienced positive volume growth in 2Q, rising 2.1% on a weighted avg.
basis, higher than the 1Q experience (+2.0%), with a slight positive benefit
(+0.1%) from a harsher flea/tick season. Practice revenue rose 2.2% (only
modestly lower than 1Q) driven primarily by all-important new patient traffic,
price, and diagnostics. Overall, respondents were optimistic on NTM
trends, consistent with prior surveys, which bodes well for our Animal
Health universe.

Vet-Techd e-commerce utilization: The majority (62%) of respondents
use either Vets First Choice (Covetrus/VFC, 29%) or Vetsource (34%)
for e-prescription management, vs. 34% and 25% in 1Q, respectively. Pet
owner utilization remains in fledgling stages with sales generated from
online platforms representing just 5% of practice revenue, suggesting
ample runway for greater adoption. Still, ad hoc commentary was mixed,
albeit 42% (vs. 39% in 1Q) noted online pharmacy platforms have helped
lift practice revenues (45% VFC, 38% Vetsource). While we view vets have
warmed to new e-commerce platforms, we expect traction to build over
time as CVET integrates VFC (see note, CVET : A Vetds F
Paws on Valuation; Initiate Neutral). All in, we forecast CVET normalized
organic revenue growth of +4.8% in 2Q, reflecting CVET 6 s-VCA
contract and potential salesforce/transaction disruption.

Highlight ZTSd Top pick in Animal Health: The vast majority (70%) of
respondents selected Zoetis (ZTS, Outperform) as the best positioned in
Animal Health, noting its high-impact and comprehensive portfolio.
Responses regarding a potential blockbuster Simparica Trio (est. 2020
launch) were encouragingly positive, with 63% likely to prescribe the
parasiticide over current offerings with also early positive feedback on
ProHeart 12 (launched this month). Feedback on its atopic dermatitis
portfolio was incrementally positive, with 47% expecting to prescribe more
Apoquel in 2019, and the advantages of Cytopoint are increasingly
resonating with overwhelming positive feedback, suggesting upside to our
2019 estimate ($655 total atopic derm, +11%). The survey enhances our
conviction in ZT Sbits(3248 $f revenuep) antoi ite 2Q
report (8/6), where we forecast +5% organic consolidated sales growth (ex-
FX, ABAX). See recent NDR note, ZTS: Management meeting takeaways.

DISCLOSURE APPENDIX AT THE BACK OF THIS REPORT CONTAINS IMPORTANT DISCLOSURES, ANALYST
CERTIFICATIONS, LEGAL ENTITY DISCLOSURE AND THE STATUS OF NON-US ANALYSTS. US Disclosure: Credit
Suisse does and seeks to do business with companies covered in its research reports. As a result, investors should be aware
that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report
as only a single factor in making their investment decision.
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ELANO Encouraging Aratana metrics: For Elanco (ELAN, Neutral), vets
prescribe Interceptor/Plus to 30% of their patients, despite a new generic
competitor, underscoring inherent brand loyalty across the industry.
Moreover, the majority (68%) of our cohort prescribes ELAN/Ar at a
Galliprant, with 24% preferring Galliprant over Rimadyl (ZTS)/other pain
products. In 2Q, we forecast ELAN Companion Animal (37% of revenues)
organic growth of +8%, but our focus is on cost structure initiatives that
should drive meaningful margin expansion in the coming years.

Do g 6 n o&IDXXc semains clear leader: Optimism over future
D o g 6 n oremained $igh, with 85% of vets expecting testing volume to
rise over NTM (hist. avg: 82%). Our survey enhances our conviction in
growth prospects for IDEXX Laboratories (IDXX, Outperform), amidst
continued lackluster tractonf or competitorsé new
ZTS/ABAXIS integration efforts are only in early stages. However, we
highlight 47% of respondents expect ZTS to eventually be successful in
bundling therapeutics with diagnostics. In 2Q, we forecast IDXX organic
CAG growth of +11% and EBITDA margin expansion of 27 bps, driven by
strong recurring revenue streams, consistent price realization (+2-3%
annually), and robust customer retention, only partially offset by OUS
commercial initiatives.
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Veterinary survey takeaways

We commissioned a survey of 75 practicing veterinarians dispersed across 27 states in
the U.S., with the highest number of responses in Pennsylvania (8), Texas (8), Florida (6),
Colorado (5), New York (5), Tennessee (5), North Carolina (4), California (3), lllinois (3),
Indiana (3), and Mississippi (3). Respondents were exclusively small/companion animal
veterinarians with an average tenure of 17 years, essentially consistent with previous
surveys (historical avg = 21 years).

2Q Survey Executive Summary by Company

Zoetis (ZTS, Outperform)d Top pick in Animal Health: The survey results bode well
for ZTS's US companion animal business (31% of sales), where we forecast 2Q19
segment revenue to rise 20% (+6% ex-ABAXIS), on contributions from ABAXIS and
continued drivers in leading atopic dermatitis products Apoquel and Cytopoint, also
supported by our survey work. The majority (69%) of vets selected ZTS as the best
positioned animal health company (vs. 56% in 1Q).

Our survey revealed continued broad-based enthusiasm for Cytopoint, with 19% of
respondents ranking the monoclonal antibody as one of the most impactful products to
practice sales currently, more than any other product in our survey. Cytopoint sales
rose 95% in 2018, to $129 million, and we forecast a 19% rise in 2019, to $154 million,
with growth of +34% internationally and +16% in the US, where we may be
conservative, given the overwhelmingly positive feedback in the survey.

Our survey also highlights surprising strength in Simparica, with our respondents
noting they prescribe the chewable flea/tick parasiticide to 30% of patients. As a
reminder, Simparica sales accelerated 72% in 2018 to $158 million, and we view it can
continue to gain share in a fast-growing, albeit competitive est. $4 billion parasiticide
category. In 2019, we forecast Simparica to generate revenue of $190 million (+20%).

Veterinarians were also optimistic on the potential blockbuster Simparica Trio, its
flea/tick/heartworm combination product that is in development with estimated
commercialization in time for the all-important 2020 flea and tick season (1Q20, with
potential approval in the coming quarters likely offering a catalyst for the stock).
According to our survey, 63% (vs. 56% in 1Q) of respondents noted they would be
inclined to prescribe the product (assuming it is safe and effective). See our analysis of
the broader flea/tick/heartworm market in our note (Animal Tracks: Triple Play).

Of note, several respondents noted Proheart 12 (heartworm) as a compelling new
product, which is impressive given its relatively recent launch on July 2.

I n Dogbnostics, ZTS is in the midst SAH
migration expected in early 2020 (delayed from 2H19), at which point we view the
combined company will be better positioned to more seamlessly bundle ZTS
therapeutics with the legacy ABAXIS portfolio with opportunities to expand
internationally and into livestock longer term. We view cross-selling should offer
substantial opportunities for future growth, leveraging its extensive sales force footprint.

Focus i ntQprinZwilsSbhé en o®anic revenue growth, 2019 guidance updates,
ABAXIS integration, FX, Livestock trends, and the R&D pipeline update (i.e., Nexvet
mAbs for pain, Simparica Trio, others). All in, in 2Q we forecast organic topline growth
(ex-ABAXIS and FX) of +5%, EBITDA margin contraction of 9 bps on residual ABAXIS
dilution, and EPS of $0.84 (+9%, vs. consensus $0.82). Note, a higher tax rate (20-
21%) represents a $0.02 headwind to 2Q EPS.

Elanco Animal Health (ELAN, Neutral): Our cohort of vets ranked ELAN as the third
best positioned Animal Health company, behind ZTS and Merial/Boehringer Ingelheim.
Digging into its product portfolio, respondents were encouragingly positive on
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Galliprant where the majority (68%) prescribe the product, up from 65% in 1Q, and
24% noted they prefer it over alternatives (i.e., Rimadyld Zoetis), albeit lower than the
33% noted in 1Q.

In addition to the aforementioned Galliprant feedback, Entyce (another product from its
recently closed Aratana acquisition) traction continues to build, with 69% of
respondents prescribing or planning to prescribe the inappetence therapy (vs. 64% in
1Q, 62% in 4Q18, 55% in 3Q18, and 48% in 2Q18). Note, 9% and 3% of respondents
ranked Entyce and Nocita, respectively, as among the most impactful recent products
in veterinary medicine.

Regarding its flea/tick portfolio, our survey points to modest improvement in traction for
Credelio (23%, vs. 16% in 1Q), with commentary emphasizing its puppy indication,
where ZTSb6s I&kmgparica i s

As a reminder, on May 9", in conjunction with its 1Q earnings release, ELAN
reaffirmed 2019 guidance of +4-6% core organic revenue growth, predicated on no
competing triple combination parasiticide or generic Rumensin launch this year (where
we estimate an impact in 2020), partially offset by its delay of Imvixa (sea lice) in
Norway. In 2Q, we forecast core organic topline growth of +6% on a +8% rise in
Companion Animal and +5% in Food Animal. Investor focus will also be on margin
expansion as its cost structure initiatives take hold, and we forecast EBITDA margin
improvement of 43 bps in 2Q. Of note, on June 27, we hosted investor meetings with
several management team members at ELAN's HQ where we walked away particularly
more constructive on the margin expansion story. (see note ELAN: Message from the
Mothershipd HQ Visit)

IDEXX Laboratories (IDXX, Outperform): We remain encouraged by broader
optimism in diagnostic utilization trends from our survey, helping to strengthen our
conviction in IDEXX's near term growth prospects as its direct sales effort matures and
expands with compelling advantages in a comprehensive test/instrument/service
portfolio, innovative product launches (i.e., SediVue and SDMA on the slide), cohesive
IT systems, and an expanding global presence. In our survey, 85% of respondents
expect diagnostic testing to rise over the NTM (vs. 93% in 1Q), the highest level in our
s u r v hkigtody ghistorical average: 82%).

In terms of equipment share shifts, IDEXX was a net gainer over ZTS/ABAXIS, with
two respondents noting they switched from ABAXIS to IDEXX in the last 12 months
(one of which was in the last three months). However, we highlight 47% of respondents
expect ZTS to eventually be successful in bundling therapeutics with diagnostics.

In terms of near term competition, however, we highlight that only two respondents
reported using Vet Scan SA, ABAXI S6s urine s
2018, andfiver espondents reported usinfsW8AMX)),SO6s F
deemphasizing the impact to IDEXX's current competitive positioning.

In 2Q, we forecast IDEXX organic topline growth of +10.5%, with +11.4% CAG
segment organic growth driven by strong recurring revenue streams, consistent price
realization (+2-3% annually), and robust customer retention. We estimate operating
margin expansion of 48 bps in 2Q, note that 2Q guidance calls for operating margin
expansion below its 2019 full year guidance (+80-110 bps) as it continues to implement
its international commercial resource expansion plans.

Distributors &6 Covetrus (CVET, Neutral), Ameri sour
Outperform), Patterson Companies (PDCO, Outperform): We remain relatively
optimistic on the prospects for CVET and the respective Animal Health businesses of
AmerisourceBergen and Patterson Companies, based on the sustained strength in
veterinary traffic and volume trends, as the largest US animal health distributors.
However, we note 2Q i ncl udes headwi ne/€A relationship WBT 6 s |

Animal Tracks S
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million in annual revenue, see Life off Mars), FX, and likely some disruption from
Henry Schein (HSIC, Neutral) and Vets First Choice (VFC) combination.

In our survey, 62% of veterinarians use either VFC (29%) or Vetsource (34%), vs. 34%
and 25%, respectively in 1Q. While utilization thereon remains relatively low in its early
days (representing 5.5% of practice revenue for VFC users and 5.0% for Vetsource),
we are encouraged by the ramping onboarding of the relatively new solution. In our
view, veterinarians have warmed to e-commerce platforms like Vets First Choice,
underscoring their inherent value proposition in helping veterinarians drive revenue
growth and profitability.

In 2Q, we forecast CVET revenue of $1.1 billion (est. +0.6% growth), predicated on
Supply Chain revenue growth of -1.3%, Vets First Choice revenue of $66 million (est.
+29.6%), and Technology revenue of $29 million (-1.3%). Note, exact growth rates are

unknown, as CVETO6s pr o ¢havemsabeenfulyddisadpsed wit e r | y

not be disclosed going forward by business segment. On a normalized, organic basis,
we estimate topline growth of +4.8% (excluding agency shifts). Note, we recently
lowered our 2Q EBITDA estimate for CVET (CS est. $57 million vs. consensus $59),
now reflecting essentially no incremental synergy capture in the quarter as integration
initiatives and VFC traction ramps.

PetMed Express (PETS, Underperform): Approximately 85% (vs. 77% in 1Q) of
participants have experienced increased competition (as it relates to both prescription
and OTC medications) from alternative retailers such as PetMed Express (PETS, or 1-
800-PETMEDS), Chewy.com, or other big box/online/omni-channel retailers. Key
drivers of the trend likely include cheaper options for the consumer, a greater desire to
price shop amongst consumers, heightened awareness of online pharmacies, as well
as convenience given the advent of online shopping.

While the increased competition in some ways bodes well for PETS, 27% of
respondents believe PETS is losing share in prescription sales, and 21% believe it is
losing share in OTC sales. Meanwhile, respondents view Chewy.com (CHWY, not
covered) is making notable headway in the marketplace, with 85% and 84% viewing it

is gaining share in prescription and OTC sales, respectively. As a reminder, Chewy

| aunched an online pharmacy in July 2018,
of meaningful differentiation relative to its retail/e-commerce competitors.

For PETS, we estimate F1Q sales growth of +2.2%, on an 6.0% drop in new order
sales, with customer acquisition costs increasing by 22.8% with its shift in advertising
strategy (to TV from online). Focus will be on new customer growth, customer
acquisition costs, flea/tick season commentary, and its advertising strategy. Of note,
39% of vets considered the flea/tick season to be harsher and earlier than last year,
while 36% highlighted it is a milder and earlier flea and tick season than usual.

State of the Industry

With the economic malaise, veterinary utilization trends in the U.S. were weaker over the
2008-2011 timeframe, with a sharp decline in veterinary clinic traffic on weakening pet
ownership trends and lower patient adherence. Veterinary office visits declined 2% in
2010, on the heels of an estimated 3% decline in 2009, according to the American
Veterinary Medical Association (AVMA), and patient visits/week dropped to 66 patients, on
average, from 75 historically (91, according to our latest survey, +27% yoy). However, the
declining trends began to abate in 2011, and veterinary clinic traffic rebounded in 2012.

As a frame of reference, prior to the economic downturn, annual practice revenues
historically increased 7-13% annually, on average, with 76% of treatment fee increases

u
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exceeding inflation*. However, lower patient volumes disproportionately weighed on
practice revenues during a challenging economic backdrop in 2008-2011.

Figure 1. Hospital same store revenue & volume reported by IDEXX & VCA
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From 2008-2011, lackluster routine veterinary visits were the industry's largest battle, as
reflected in declining quarterly same store volumes from VCA, the leading standalone
animal hospital chain (816 hospitals). However, in 3Q11, VCA reported its first positive
same store hospital sales trend in 11 consecutive quarters, signaling an inflection point in
veterinary demand. Overall, we expect sustained momentum in veterinary clinic volumes
and practice revenues, helped by the proliferation of more advanced diagnostic testing
capabilities, patient communications platforms, improving patient adherence, expanding
pet ownership, innovative clinical technologies, and sophisticated therapeutics.

Patient volume & practice revenues strengthen

Turning to our survey work, 88% of respondents experienced 0% to +5% or more growth
in patient visits in 2Q19 (vs. 85% in 1Q, 84% in 4Q18, and 88% in 3Q18) with total traffic
increasing 2.1% on a weighted average basis, a slight acceleration relative to the previous
quarter's growth of +2.0%. Approximately 23% of respondents reported +5% or more
growth in patient volume over the past three months, slightly above our historical average
of 21%, suggesting our weighted average may be overly conservative. However, 12% of
respondents reported declines in patient visits in 2Q, on par with our 2018 avg. of 12%.

1NCEVI: Update on Veterinary Demographics& Economic Trends, May 2011
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Figure 2: Quarterly veterinary clinic visits (yoy growth) i Respondent distribution
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Figure 3: Quarterly clinic traffic growth

Figure 4: Quarterly clinic revenue growth
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Practice revenues increased 2.2% on a weighted average basis (vs. +2.3% in 1Q, +2.3%
in 4Q18, and +2.3% in 3Q18), falling slightly short of the previous quarter's experience, yet
still within a healthy, positive range. Practice revenues were driven by new patient traffic
(+2.1%), diagnostic testing volumes (+1.6%), pricing (+1.4%), and acute care visits
(+1.3%). Of note, pricing has had its largest positive impact on practice revenues in three
of our past five quarterly surveys, consistent with industry commentary that has alluded to
sustained price capture from both pharmaceutical and diagnostics companies.

All in, growth in practice visits (+2.1%) and revenues (+2.2%) was in line with historical
averages (+2.0% and 2.3%, respectively), suggesting a continuation of favorable demand

dynamics for veterinary stakeholders.

Animal Tracks
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Figure 5: Factors impacting practice revenuesd
New patient traffic, diagnostics, acute care, price

remain prominent drivers

Figure 6: Pricing impact on practice revenue growth
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Figure 7: Flea and tick season impact

Source: Company data, Credit Suisse estimates

Seasonal factors i Slight negative impact noted

Heightened veterinary demand and clinic traffic typically coincide with the onset of the flea
and tick season, which occurs during the warmer spring and summer months. An earlier or
later onset of milder weather trends can expedite or delay the season and at times cause
extreme volatility in veterinary office visits. While we typically view weather as a relatively
misguided explanation for fluctuations in earnings trends for companies, there is a
seemingly strong correlation between the flea and tick season, weather, and annual
veterinary office visits.

Importantly, 39% of respondents view this year's flea and tick season has been harsher
and started earlier than in the prior year (see Figure 7), while 36% noted this year has
been similar to the 2018 experience. In terms of weather, on a weighted average basis,
respondents noted a +0.1% impact in 2Q, compared to -0.2% in 1Q and 0.0% in 4Q18,
with 3% of respondents reporting a decline in practice volumes due to inclement weather
conditions (vs. 19% in 1Q and 9% in 4Q18).

Figure 8: Impact of weather on practice volumes
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NTM outlookd Sustained optimism

Sentiment from respondents was optimistic on demand trends for the next 12 months with
85% of veterinarians expecting positive growth in patient traffic, which is marginally lower
than the 89% reported in 1Q, but within a healthy range. Meanwhile, 8% of veterinarians in
our survey expect declines in patient visits, vs. 3% in 1Q, 5% in 4Q18, and 5% in 3Q18.
On a weighted average basis, respondents expect patient visits to rise 2.3% over the next

12 months, which compares to +2.5% in 1Q, +2.5% in 4Q18, and +2.6% in 3Q18.

Figure 9: Clinic traffic outlook NTM 1 Respondent

distribution

21 July 2019

Figure 10: Clinic traffic outlook on a weighted

average basis i Sustained optimism
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Veterinarians are more optimistic regarding practice revenues, expecting a weighted
average increase of 2.7% over the next 12 months, compared to +2.8% in 1Q, +3.0% in
4Q18, and +2.7% in 3Q18. Approximately 89% of respondents expect positive growth in
practice revenues in the NTM, a decline from 1Q, which saw the highest level in our
s u r v digtdrys (historical average: 91%), reinforcing our view of favorable veterinary
fundamentals in the coming quarters.

Figure 11: Practice revenue outlook NTM i

Respondent distribution

Figure 12: NTM i

weighted average basis i Sustained optimism

Practice revenue outlook on a

60% -

50%

1

89% of respondents optimistic in 2019
(vs 95% in 1Q19)

43% \
40% -
35% 33%
po% 29% 27%
0 289 °
30% 25%
20% -
10% - 5% 504
1%0% To  30A” §°/I I 4%|
ow oo n o% lua.n ‘ ,
<-5%or -3%to- -1%to- Flat +1%to +3%to >+5% or
more 4% 3% +2% +4% more

#2Q18 =3Q18 =4Q18 =1Q19 =2Q19

3.5% -
3.3%

3.0% -

2.9%

2.8%

0,
2'8/5.8%
2.7%

2.5% -

2.0% -

% weighted average growth

1.5% -

STOY
9101
9102
9TOE
9TOY
LTOT
1102
110€
yAvel4
8101
8T0Z
810¢
81OV
6TOT
6T0OZ

2.8962.8%2.8%
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Figure 14: What services ar
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Analysis of veterinary practice revenue streams

Our survey data shows that veterinary practices expect generate the greatest percentage
of revenue from annual exams (21%), followed closely by surgeries (18%), diagnostics
(17%), vaccinations (16%), and pharmaceutical sales (15%).

Over the next five years, veterinarians expect practice revenue mix to skew more towards

annual exams (22%), followed by diagnostics (20%) and surgery (19%), with vaccinations
(15%) and pharmaceutical sales (11%) likely representing a lower proportion of revenue.

More specifically, pharmaceutical sales represent the category in which veterinarians
expect to see the greatest change over the next five years (-384 bps), consistent with our
1Q survey with likely share loss to alternative channels (i.e., Chewy.com/Petsmart).

Figure 13: Practice Revenue Mix, LTM vs. Next Five Years

Revenue Stream Last 12 Months In Five Years Increasing/Decreasing
Annual exams 21% 22% +

Surgery 18% 19% +
Diagnostics 17% 20% +
Vaccinations 16% 14% -
Pharmaceutical sales 15% 11% -
Noninvasive procedures 7% 8% +

Pet food/supplies 5% 4% -

Other 1% 1% Flat

Source: Company data, Credit Suisse estimates

Vet erinar i ans 6 fupherievident n thdir plans for capital expenditures over
the next 12 months. Amongst our cohort, imaging (16%) represented the service most
likely to be upgraded over the next 12 months. Also notable were e-commerce offering
(8%), digital dental radiography (8%), in-house diagnostic testing (6%), and nutritional
counseling (6%).

e you most likely to add or upgrade over the next 12 months?

Digital radiography __
0/

Behavior counseling

Nutritional counseling

In-house diagnostic testing /

Totalnumber of responses 133

Puppy or kitten classes_| aser surgery
Retail 3% 3%
3%

Laser therapy

Grooming
0

4% 2%
Acupuncture/holistic care

4%

Boarding
2%

Physical rehabilitation/physical
/ therapy
2%
2 ——_ Other

Daycare 2%
5%

% Imaging (ultrasound, endoscopy,
CT)

16%

5%

6%

\_ None

16%

6%

Digital dental radiography

8% Online store/digital e-commerce

offering
8%

Source: Company data, Credit Suisse estimates
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Figure 16: GPO utilization among our cohort (as %

of purchases)

Animal health supply chain

21 July 2019

Based on our survey, MWI (a subsidiary of AmerisourceBergen) and Henry Schein
Animal Health (est. 92% of Covetrus revenue) were the most common primary
distributors, representing 39% and 33% share of the cohort, respectively. Approximately
15% of survey participants reported Patterson Companies as their primary distributor, in-
line with recent surveys (16% in 1Q and 13% in 4Q18). We note that a clinic's primary
supplier typically handles 80% of the relevant distribution business.

Figure 15: Primary animal health distributor mix

45% -

40% -

35% -

30% -

25% -

20% A

15% A

10% -

5% -

0% T T T T T

MWI 39%

CVET 33%

PDCO 15%

Midwest 5%

STOV
9101
91Oz
91OE
91OV
LT0T

L1102

LT10E

LTOV

8101
8T0Z
8TOE
81OV

6T0T
6102

Source: Company data, Credit Suisse estimates

In addition, we asked veterinarians about their participation in group purchasing
organizations (GPOs). Over half (51%) of vets reported using GPOs (vs. 52% in 1Q, 45%
in 4Q18), with 21% using GPOs for 60%+ of their purchases (vs. 21% in 1Q, 21% in
4Q18, and 23% in 3Q18). Among the 51% who use GPOs, 62% use only one, 23% use

two, 8% use three, and 5% use five or more.

do you work with/have a contract with?

Figure 17: Among users of GPOs, how many GPOs

60% -

49%

50%

40%

30%

20%

10%

0%

70%

60%

50%

40%

30%

20%

10%

0%

None  0-10% 10-20% 20-30% 30-40% 40-50% 60-100%

1

1

62%

1

23%

8%

5%

-

T

2

H -
, _
3 4

5+

Source: Company data, Credit Suisse estimates
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Source: Company data, Credit Suisse estimates
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Covetrus (CVET) recently launched a new summer delayed billing promotion (effective
May-August), offering veterinarians 60-180 days delayed billing on purchased of $7,500-
$30,000+ of qualifying Companion Animal protection products, which we felt was
something notable to survey our participants. However, only 6% of respondents (4 out of
65 responses for the question) had taken advantage of delayed billing promotions, two
with Midwest (30, 60 days), one with CVET (60 days), and one with Patterson Companies
(PDCO) (30, 60 days). Of note, one respondent who does not take part in any promotion
reported that they try to avoid delayed billing as best as possible.

E-Commerce Platforms

In terms of competing e-commerce platforms, over the past 12 months, 85% of
respondents have experienced increased competition (as it relates to both prescription
and OTC medications) from alternative channels such as Chewy and PetMed Express
(PETS, or 1-800-PETMEDS) or other big box/omni-channel retailers. Key drivers of the
trend likely include cheaper options for the consumer, stronger marketing/advertising from
retailers, smarter online shoppers, and a greater propensity for consumers to price shop.

Figure 18: Have you experienced increased competition from online retailers
(i.e., Chewy, PetMed Express) over LTM?

90% -
80% -
70% -
60% -
50% -
40% -
30% -

20% -

No
8%

10% -

0%

3Q17 4Q17 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19

—) QG m— N

Source: Company data, Credit Suisse estimates
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Figure19:Sal es of Pet Prescri Figure 20: Sales of Pet OTC Medications: Veterinary
Perception of Share Shifts Among Pet Retailers Perception of Pet Retailers Share Shifts

100% - 100% -

90% - 85% 90% - 84%

80% 80%

1

70%

1

70%
60%

1

60%

50%

1

0,
50% 40% 3705

1

40% 40%

1

0 9
30% 30% 21%

17%

20% 15%

1

20%
10%

1

10%

0%

4

0%

Gaining Status Quo Losing Gaining Status Quo Losing
mChewy ®Amazon mWalmart ®mPetsmart ©1800PETMED u Petco mChewy ®Amazon ®Walmart ®Petsmart ®1800PETMED u Petco
Source: Company data, Credit Suisse estimates Source: Company data, Credit Suisse estimates

According to our survey, veterinarians who noted no change or decreasing competitive
pressures from third-party ret ai | er s referenced that they d
competition, that itds the same as | acnic year
pharmacy. All in, survey results and open-ended commentary from our cohort broadly

suggest increasing use of alternative channels, and we highlight Elanco (ELAN, Neutral)

has seemingly capitalized on this trend, doubling its revenue in the category during 2018

with also noted partnerships with e-commerce channels such as Chewy.com.

Online Veterinary Pharmacy Home Delivery & Pharmacy Management Platforms

Almost two-thirds (66% vs. 66% in 1Q) of survey participants partner or have their own
home delivery e-commerce solution for pet medications, not only as a competitive
response to alternative online pharmacies but also to improve patient adherence,
inventory management, and practice revenue and profitability. The most popular pet
medication management platforms amongst our cohort are Vetsource (34%) and Vets
First Choice (29%). While utilization of the Vets First Choice (CVET) platform was lower
than the previous quarter, it could be attributable to sample-size bias.

Background: As a reminder, Henry Schein (HSIC, Neutral) and Vets First Choice
announced on April 23", 2018 that Henry Schein's animal health distribution business
would be spun off and immediately merge with Vets First Choice, with the resulting entity
to become a public company known as Covetrus (CVET, Neutral). The deal closed on
February 7" and CVET is now a publicly-traded standalone entity (see our initiation note:
A Vetds First Choicad, but Paws on Valuation

Services like Vets First Choice (5% of CVET revenues) and competitor Vetsource
specifically seek to drive better economics (and pet medication adherence) for veterinary
practices by providing a customized online platform connecting companion animal
veterinarians with pet owners, offering online pharmacy/home-delivery, medication
management, specialty compounding services, along with value-added data, analytics,
and patient communication solutions.

Animal Tracks 14
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Figure 21: Comparing offerings at Vets First Choice vs. Vetsource

21 July 2019

Dispensing fee

Vets First Choice

26% fee on suggested retail price for transactions.

Vetsource

15% fulfillment fee on wholesale price for most
products; pharmacy fee where applicable.

Startup fee

No

No

Does the hospital control pricing and catalog?

Yes

Yes

Who services their compounding?

Roadrunner Pharmacy

Wedgewood & Road and Riddle Pharmacies

Do they sell parasiticide single doses? Yes Yes
Do they carry generics? Yes Yes
Do they integrate with software and prepopulate a client list? Yes Yes
Do they have built-in secure e-merchant services? Yes Yes

When is the call center open? (all times EST)

9am - 9 pm M-F
10 am - 3 pm, Sat

8 am - 8 pm, M-F
10 am - 4 pm, Sat

Do they offer Rx compliance reports?

Yes

Coming soon

Source: Company data, Credit Suisse estimates

Figure 22: Do you have your own online e-commerce offering for pet medications/other products?

40% -
32% Vetsource
350 - 36% 34%
31% 32%
30% - 28% 28%
26%
25% -
20% -
15%
10% 4 8%
5% -
3%
0%
= N w B = N w B = N w S = N
O O O O O O O o] O O O O e} QO
= = = = = = = = [y [y [y [y [ [
o [«2] o (<] ~ ~ ~ ~ o) oo o) [e0) © ©
e OWN e-commerce offering e \/€tSOUICE e \/ets First Choice Partner with a third party (other)

Source: Company data, Credit Suisse estimates

Among respondents not deploying an e-commerce offering, only one plans to utilize Vets
First Choice in the future (vs. zero for Vetsource). We highlight Vets First Choice had
7,500 practices using its platform as of year-end 2018, up 47% from December 31, 2017

levels with a total of 8,000 veterinary practices using the platform as of the 1Q19 report.

Animal Tracks
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Figure 23: Do you plan on adding an e-commerce offering? If so, who do you
plan on partnering with (Excludes vets that already have an offering)

Not sure
27%

Vets First Choice
5%

N
1 do not plan on
adding one
68%

Source: Company data, Credit Suisse estimates

Collectively, 42% of respondents using an e-commerce offering currently reported it has
improved practice revenue (vs. 39% in 1Q), with 48% reporting no impact. On average 4%
of practice revenues are generated from e-commerce, highlighting greenfield opportunity
for continued e-commerce growth in veterinary practices.

Figure 24. % of practice revenues generated through an e-commerce platform

6.0% -

5.5%

5.0% -

4.0% -

3.0% -

2.0% -

1.0% -

0.0% -

Total Vets First Choice Vetsource
=2Q19 =1Q19

Source: Company data, Credit Suisse estimates; Average across users of e-commerce/mail-order pharmacy platforms
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Figure 25: How has your e-commerce offering Figure 26: % of practice revenues generated from
impacted practice revenue? your e-commerce platform in 3-5 years?
Negatively 307 28
/ impacted
10%
25 -
Improved
42%
20 -
151 13
10 -
6
_ 5
»”” No impact
48% 1 I 1 1
o W __ . . _mm
0% 1-9% 10-19% 20-29% 40-49% >50%

Source: Company data, Credit Suisse estimates

Source: Company data, Credit Suisse estimates

By platform, more than one-third (45%) of respondents that use Vets First Choice believe
it has positively impacted their practice revenues, while only three respondents feel it
negatively impacted topline growth. This compares to the 34% of users that viewed Vets
First Choice positively impacted practice revenues in our 1Q survey (a nice improvement
in the trend). While this could simply be attributable to sampling, we view it underscores
that e-commerce platforms remain in early stages of adoption, and there remains a
significant runway for greater adoption and veterinary buy-in.

More encouragingly, among Vets First Choice users, 13 participants reported the
percentage of revenue they anticipate to generate through the platform in the next 3-5
years is between 1-9% (see Figure 28). Interestingly, no respondents reported anticipating
a 30% or greater proportion of revenues, which in our view exemplifies the need for Vets
First Choice to continue to educate and market proactively to veterinarians i to both new
and existing clients.

Figure 27: Vets First Choice impact on practice Figure 28: Vets First Choiced % revenue generated
revenues through e-commerce platform in next 3-5 years?
Negatively 14 - 13
impacted
practice 12 |
revenues
14%
10
Neutral __—
41% 8 -
6 5
4 3
. 24
Positively
i 0 0
impacted 0 _- . . . . .

practice
revenues
45%

0% 1-9% 10-19% 20-29% 30-39% >40%

Source: Company data, Credit Suisse estimates

Animal Tracks

Source: Company data, Credit Suisse estimates
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Feedback on Vetsource was similar, with 13 respondents anticipating a 1-9% proportion of
revenue to come from e-commerce (see Figure 30). More promising, among Vetsource
users, 15% (5 respondents) reported that they think e-commerce will generate more than
20% of practice revenues in the next 3-5 years.

Figure 30: Vetsourced % of revenue generated

Figure 29: Vetsource impact on practice revenues through e-commerce platform in next 3-5 years?
Negatively 14 4 13
impacted
practice 12
revenues -
4% Positively
impacted 10
practice 8
revenues 8 4
38%
6
4 -
2
21 1 . 1 1
o R : : .
0% 1-9% 10-19% 20-29% 30-39% >40%

Source: Company data, Credit Suisse estimates
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Source: Company data, Credit Suisse estimates

Of note, out of our entire cohort, only a relatively small percentage of practice revenues
are generated through e-commerce platforms, another reason to believe animal health e-
commerce is in nascent stages. Excluding vets that do not offer e-commerce platforms, an
average of 5.2% of practice revenues are derived from e-commerce platforms (vs. 5.0% in
1Q and 4.0% in 4Q18), leaving ample room for greater adoption.

Note, among the 51 veterinarians that have adopted e-commerce offerings, 24% began
using the service before 2015, compared to 10% in 2019. Interestingly, we noted no
meaningful differences between perception of e-commerce platforms across more recent
and longer term adopters. Among veterinarians adopting platforms after 2017, 52% view it
has improved practice revenues, versus 32% among those adopting before 2017.

Figure 31: In what year did you begin using your e-commerce offering?

Before 2015 2016 2017 2018 2019
2015

= VetSource = Vets First Choice

Source: Company data, Credit Suisse estimates

While still in the early days of adoption, general feedback from our cohort with regard to e-
commerce / mail-order pharmacy offerings skewed more positively, with several noting it is
useful, helpful, or beneficial, that it increases compliance, and is convenient for the client
and the veterinarian. Others highlighted it is becoming increasingly important.
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Negative feedback on the e-commerce platforms included high pricing relative to other
clinics and online stores, that it will never be a meaningful source of clinic profits, and that
they would rather price match in-office. Some (10) respondents noted they do not feel e-
commerce platforms have the veterinarians best interests in mind, a trend that bears
watching. See ad-hoc commentary from our cohort in Figure 32 below.

Figure 32: Ad-Hoc Commentary on e-commerce offerings (vets that utilize specific platforms, as noted)

Vets First Choice

Positive
[It's a] good tool

Neutral
Good for orphan drugs and competing with online but [it] will ne
a good source of profit.

Negative
| am not convinced that it will be meaningful as other online ven
pricing is too aggressive

Clients love it

Mixed

We lose money daily. There is still paper work and signatures ar
reviewingl t ys more hassle than an

I think it is a good way of keeping practice revenue while decrea]
inventory costs.

[It] helps keep inventory loweB u t
other online pharmacies

our prices a

[1t] takes away from in clinic profits

| like the idea because it does try a practice away from chewy.cq

fit] decreases stock costs, but decreases overall profit.

Clients can get better prices and service from companies such 4
Chewy and price is what people are looking for

[It] has driven online shopping back to the hospital

[It's] good for convenience, still difficult to stay price competitive |

[1] need [it] to keep up with trends

| offer it as a convience for clients but do not actively advertise iff

Positive

It doesnyt seem to i mpact us

one way or the other

[1] just started using it. [It's] rapidly growing

I think itys fine but it isn

too much competition from Chewy etc

[It] helps lower my inventory

[It's a] sign of the times, [I would] rather sell pharmacy directly tof

[the] client in house

ltys something you have to off

Vetsource

INEWET
[f's good tfoh cepbam drdga 3nd competing with online but [it] wil

Negative
[It's] not worth it

Positive

Itis ok. | wish it was easier for clients

They are making all the money with their high prices, we will be
writing scripts to walmart because they are charging 10 % abovd
\what | pay for it . ging prices 10 % above my cost
buy them or sell them on vetscource

It's a small way to combat online pharmacy

| prefer the e-commerce, but am not sure that | am benefiting m:
bottom line

Difficult

[It's] necessary

[It] could be helpful if more people did it.

[It's] difficult to convert clients after they already utilized other on|
resources

[1] need [it] to be able to compete with other online stores

Meh, convenient but no loss or gain

It is nearly useless - it's convenient but the pricing means few pq
use it.

It's the wave of the future and clients like [it]

| hate it, but it needs to happen regardless

[It] helps us keep minimal inventory.

It's great, [but it's] still unable to fully compete on price

Some clients like the convenience, probably more [clients] will u.
with time

Over time [it] may be more beneficial

[It] helps keep money in house

[It's] good but more needs to come back to the practice

[It's] very important so clients can order preferred products

Neutral

It is helpful generally speaking but clients rarely want to participg

te.

Positive
It is necessary to compete with other online pharmacies

Neutral
I f itys not easy to navigate

Negative
la nddo myati_nltiak en

iittys a | oss

Useful

It is hard to compete with corporate pharmacies.

[It's a] societal trend and [that I] need to follow

1 think this can be helpful in the future but I'm not sure if the hos;
is organized enough to tackle this at this time

Its labor intensive, but necessary for the culture we do business

Jiit's a] necessary evil

It is becoming more important to offer it

It's a good idea, but you need someone dedicated to checking tl
site throughout the day

I love it! Owners of my practice are too busy with other things to
implement currently

Source: Company data, Credit Suisse estimates

Practice management software

We also polled our cohort on practice management software utilization. The leading
practice management software among our cohort was | D E X Rdyrerstone, used by 28%

of our veterinarians, followed by legacy He nr y

Schein

shown in Figure 33, other popular practice management systems included Henry Schein

Animal Tracks
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Anima | He al t hed bfinity Ififh%),0independent offerings ezyVet (5%), and Vetter
(4%), as well as%)l DEXX6s DVMax (4

For background, the vast majority of veterinary practices have a practice information
system (PIMS), a sticky business for which we estimate only ~3% of veterinarians change
PIMS annually. However, IDEXX management has noted it sees greenfield opportunities
in PIMS applications and middleware, which is software that connects various applications
to various PIMS systems.

Figure 33: Practice management system utilization Figure 34: Leading PIMS utilization trends

ClienTrax
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Source: Company data, Credit Suisse estimates

Figure 35: % of Purchases through Amazon

currently

Source: Company data, Credit Suisse estimates

Amazon, negligible presence to date

We also asked participants about purchases they may make for their practices from
Amazon. According to our survey, our cohort of veterinarians make very limited purchases
via Amazon, consistent with previous surveys, mainly pertaining to miscellaneous office
supplies and other small maintenance items. In the next three to five years, respondents
only expect a modest increase in purchases from Amazon for basic consumables (4% of
respondents vs. 5% in 1Q) and office supplies (18% vs. 20% in 1Q). Only 1% of
respondents expect to purchase their drug product supplies (OTC or prescription) and 1%
expect to purchase diagnostic consumables from the leading e-commerce retailer.

Figure 36: % of Purchases through Amazon
expected in next 3-5 years
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Source: Company data, Credit Suisse estimates
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Dog'nostics dynamics
Diagnostic testing momentum building

Based on our survey, veterinarians outsource 38% of diagnostic tests to reference
laboratories, below our estimated industry average of ~50% (see Figure 37). Preferences
vary by practice depending on type of test, location of clinic, and current contract/bundling
terms with relevant vendors. More importantly, veterinarians remain positive on future
testing volumes, with the vast majority of respondents in our survey (85% vs. 93% in 1Q)
expecting diagnostic testing volumes (both point-of-care and outsourced) to increase over
the next 12 months.

Figure 38: Diagnostic testing outlook: 85% expect
diagnostic testing (point-of-care & outsourced) to

Figure 37: Average percent testing by modality increase over the NTM (vs. 93% in 1Q)
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Diagnostic equipment share analysis: IDEXX remains clear leader

IDEXX remains the leader in in-clinic dog'nostics with 57% share amongst our cohort of
veterinarians. At a distant second, ABAXIS's share stands at 32% (vs 36% in 1Q).
HESKA's share stands at 9% (vs. 8% in 1Q), albeit acknowledging sample-size biases.

While the positive trend for ABAXIS/Zoetis is encouraging, ZTS views more meaningful
opportunities in nascent international diagnostics markets with also broader opportunities
for diagnostics innovation in Livestock longer term. It will begin bundling the ZTS/ABAX
portfolio only after it integrates ABAXIS onto its SAP system, expected by early 2020 (see
note, ZTS: Management meeting takeaways), seemingly slightly later than initially
indicated (previously 2H19). In the interim, we expect IDEXX to maintain or gain share,
given its more comprehensive and advanced testing portfolio.
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Figure 39: Diaghostic point-of-care market share dynamics
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Of note, IDEXXd £atalyst Dx ranked as the most popular instrument among our cohort,
used by 33 respondents. Importantly, the next i and eight of the top 10 i most popular
instruments were all IDEXX instruments, with ProCyte coming in second, with 23
respondents. Utilization of SediVue was relatively strong as well, as the fourth most
popular instrument, representing 21 respondents, an encouraging dynamic.

Figure 40: Point-of-care diagnostics equipment mix
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Source: Company data, Credit Suisse estimates

Of note, 25 respondents reported using an in-clinic chemistry analyzer on 10% or
less of patient visits, suggesting room for meaningful upside in _consumables
utilization with greater adoption of in-clinic testing.
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Figure 41: Estimated replacement cycle timeline based on core chemistry instrument purchases
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Further, in our survey, we asked respondents if they would be more or less inclined to use
ABAXIS products now that the company is owned by Zoetis. We found that the majority
(55%) of veterinarians are indifferent towards the new ownership, while 5% are less likely
and 19% are more likely to use ABAXIS products. Of note, 47% of respondents expect
Zoetis to be successful in bundling diagnostics and therapeutics.

Figure 43: Are you more likely to use ABAXIS

Figure 42: Do you view Zoetis will be successful in instruments/consumables now that the company is
bundling pharmaceuticals with diagnostics? owned by Zoetis?
N/A or Not

Sure 60% 1 55001
11%

50% -

40% -

Yes
47% 30%

21%
20% - 19%

No
43%
10% -
5%

" | -

Indifferent More likely Less likely NA/Not sure

Source: Company data, Credit Suisse estimates Source: Company data, Credit Suisse estimates
Factors influencing point-of-care equipment purchases

Superior technology, customer service, a broader test offering, and price were the primary
factors for choosing a particular line of diagnostic equipment, commentary that is largely
consistent with results from our previous surveys. In addition, a veterinarian's relationship
with a particular distributor was ranked as the eleventh most important factor (out of 12)
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taken into consideration when purchasing in-clinic laboratory equipment. Of note, we
estimate ZTS will likely migrate to a more direct sales channel (vs. leveraging third party
distributors) for its diagnostics business over time.

Figure 44: Most important factors influencing point-of-care diagnostic equipment purchases
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Source: Company data, Credit Suisse estimates
Diagnostic equipment shifts: Price highlighted as most popular motive

The vast majority of respondents (95% vs. 93% in 1Q) have not switched primary
diagnostic equipment vendors over the past year.

Key diagnostic equipment shifts: Among surveyed participants, two respondents have
switched diagnostic equipment vendors over the past 12 months (one within the past three
months). Motivating factors for switches include integration of technology with software
and reference lab, a desire to have more test offerings, and a corporate mandated
decision (i.e .VCA purchased hospital).

Figure 45: Have you switched point-of-care Figure 46: Commentary from veterinarians that
diagnostic equipment recently? switched POC diagnostic equipment over LTM
Switched from To Rationale When?

Yes, within the o N

last 3 months  Yes, within the ABAXIS IDEXX Old equipment needed replacing pihinftieliasifi2
1% last 12 months months

3%

ABAXIS ‘ IDEXX Great offer, better diagnostics Within the last 3
. months
Not applicable
1% Within the last 12
Not sure __—1 IDEXX * ABAXIS Unhappy with Idexx machines months
0%
No
95%
Source: Company data, Credit Suisse estimates Source: Company data, Credit Suisse estimates

Furthermore, only three respondents will definitively change their primary diagnostic
equipment vendors over the next 12 months, emphasizing significant brand loyalty and the
overall stickiness of the business model. Of note, two of the three respondents expect to
switch to IDEXX from ABAXIS due to integration capabilities with practice management
software and a greater number of offerings. The other respondent plans to switch from
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IDEXX to HESKA due to a corporate requirement. We also highlight that four respondents
(5%) highlighted that they are undecided on whether or not they would change primary
diagnostics equipment vendors over the next 12 months.

Figure 47: Do you anticipate changing your primary diagnostic equipment
brand over the NTM?

Switched from Rationale

IDEXX Abaxis Abaxis rebates their vendors

IDEXX ‘ Abaxis CBC
IDEXX * Abaxis Cost

Source: Company data, Credit Suisse estimates

IDEXX's SediVue Dx (Urine Analyzer)

SediVue utilization steady: Our survey findings indicate 29% of respondents currently
use SediVue (vs. 23% in 1Q, 23% in 4Q18, and 24% in 3Q18) and an additional 1% noted
that they have ordered (but not yet used/received) or plan to order SediVue in the future
(vs. 6% in 1Q, 11% in 4Q18, and 9% in 3Q18). Of note, 52% of respondents do not plan

on adding the product near term, below the 65% noted in 1Q and ou r sur VWeyods

historical average. Importantly, only 3% of respondents were unaware of the product, in
line with the average 2018 experience (5%), a sign that the product has likely progressed
into broader veterinary consciousness.

Feedback from our survey participants highlighted the advantages of SediVue as a useful
tool that provides consistent, accurate, and quick sediment analysis, requiring less tech
time. On the other hand, participants less inclined to use SediVue pointed to intensive
training required for technicians, preferences for manual testing or reference labs, the high
cost, a lack of confidence in the results, and that the analyzer does not do enough.

Figure 48: Would you add SediVue to your in-clinic diaghostic offering?
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Source: Company data, Credit Suisse estimates

Sedivue background: SediVue replaces an 18-20 minute process reliant on a
microscope with an automated analysis. It generates results in three minutes from five
drops of urine that can be integrated into IDEXX's cohesive IT framework. SediVue
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captures 70 digital images that are automatically prioritized for more accurate readings
relative to conventional methods. Rapid assessment is inherently important in urine
testing, given inherent instability of a urine sample, with testing needed within 30 minutes
of collection for more informative, reliable results. IDEXX placed 2,719 total SediVues
globally in 2018 (+20% yoy).

Reference laboratory dynamics: A duopolistic market, limited share shift

The reference laboratory competitive landscape has historically been a duopolistic market
split between IDEXX and VCA. This remains the case according to our survey, with 90%
of respondents using IDEXX (47%) or VCA (43%) as their primary reference laboratory
service provider.

Figure 49: Reference laboratory mix (primary reference laboratory service provider)

51%

51%

0,
9% 490 O

48%

32%

14%

15%
12%

11%

16%
13%

17%

8%

7%

8%

9%

60% -
53%
50% 1 4505
40% -
40%
30% -
32%
20% -
119 12%
10% - .
4% 3% °
0%

3% 1% 3% o4

3% Marshfield

0%

1% 1%

1%

1% 1% 0%

—

4Q15 1Q16 2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19

e \\/OOF IDXX Marshfield === Other

Source: Company data, Credit Suisse estimates

Animal Tracks

Three respondents noted changing their reference laboratory provider over the past 12
months, with one in the last three months, zero in the last four-to-six months, and two in
the last 6-12 months. As shown in Figure 50, one respondent moved from VCA to IDEXX
acknowledging bundling capabilities, while two users switched to VCA from IDEXX due to
a corporate mandate and better customer service.

Figure 50: Rationale from veterinarians that switched reference laboratories

Switching from

Rationale

When did you switch?

VCA IDEXX Bundling with €quIpMent |\ .:n the last 12 months
and other services
IDEXX * VCA Corporate mandate Within the last 3 months
IDEXX * VCA Customer service Within last 12 months

Source: Company data, Credit Suisse estimates

Of our survey participants, one respondent anticipates switching to a different reference
laboratory provider over the next 12 months. The switches are detailed below in Figure 51.
As shown in that figure, one survey participant plans to switch from IDEXX to VCA due to
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new ownership at the firm. One member (1%) of our cohort was undecided on whether
they would switch reference labs in the NTM.

Figure 51: Commentary from veterinarians that will switch reference labs NTM

Source: Company data, Credit Suisse estimates

Reference laboratory innovation

Highlighting IDEXX's SDMA test

Unveiled in January 2015, SDMA, a reference laboratory test for renal disease in cats and

dogs, represents one of IDEXX's newer more prominent reference laboratory testing
capabilities. SDMA has helpeddr i ve mar ket s har eabgaworymssinessor | DI
and broader adoption of its point-of-care and technology offerings. While outside of the
boundaries of our survey capabilities, traction for SDMA has also been meaningful in

Europe, alongside broader laboratory services expansion.

Background on SDMAGS Capturing Competitive Accounts: The renal biomarker can
detect the onset of renal disease in cats 17 months earlier than conventional creatinine
testing (and nine months earlier in dogs). The ability to identify the disease early can
have meaningful implications on treatment protocols from a nutritional and therapeutic
perspective. Renal disease is often not identified until 75% of the kidney is irreversibly
damaged, typically detected by low creatinine levels, under traditional testing methods.
With SDMA, veterinarians can detect the disease when only 25-40% of the kidney is
damaged, improving therapeutic success and overall patient outcomes. Of note, we
expect the test could primarily target cats for which the prevalence of disease is higher
and false negatives are common with creatinine testing.

According to our survey, 73% of respondents noted IDEXX's SDMA test as a
meaningful and compelling offering in line with our past survey results (75% in 1Q, 77% in
4Q18, and 74% average in 2018).

Figure 52: Do you view IDEXX's SDMA as compelling to your practice?

Source: Company data, Credit Suisse estimates
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