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Financial Review
Pfizer Inc and Subsidiary Companies

Introduction

Our Financial Review is provided in addition to the accompanying
consolidated financial statements and footnotes to assist readers
in understanding Pfizer’s results of operations, financial condition
and cash flows. The Financial Review is organized as follows:

® Overview of Our Performance and Operating Environment.
This section provides information about the following: our
business; our 2007 performance; our operating environment
and response to key opportunities and challenges; our cost-
reduction initiatives; our strategic initiatives, such as significant
licensing and new business development transactions, as well
as the disposition of our Consumer Healthcare business in
December 2006; and our expectations for 2008.

® Accounting Policies. This section, beginning on page 11,
discusses those accounting policies that we consider important
in understanding Pfizer’s consolidated financial statements.
For additional accounting policies, see Notes to Consolidated
Financial Statements—Note 1. Significant Accounting Policies.

® Analysis of the Consolidated Statement of Income. This section,
beginning on page 14, provides an analysis of our revenues and
products for the three years ended December 31, 2007,
including an overview of important product developments; a
discussion about our costs and expenses, including an analysis
of the financial statement impact of our discontinued
operations and dispositions during the period; and a discussion
of Adjusted income, which is an alternative view of performance
used by management.

® Financial Condition, Liquidity and Capital Resources. This
section, beginning on page 29, provides an analysis of our
balance sheet as of December 31, 2007 and 2006, and cash flows
for each of the three years ended December 31, 2007, 2006 and
2005, as well as a discussion of our outstanding debt and
commitments that existed as of December 31, 2007. Included
in the discussion of outstanding debt is a discussion of the
amount of financial capacity available to help fund Pfizer’s
future activities.

® New Accounting Standards. This section, beginning on page 32,
discusses accounting standards that we have recently adopted,
as well as those that have been recently issued, but not yet
adopted by us. For those standards that we have not yet
adopted, we have included a discussion of the expected impact
to Pfizer, if known.

® Forward-Looking Information and Factors That May Affect
Future Results. This section, beginning on page 33, provides a
description of the risks and uncertainties that could cause
actual results to differ materially from those discussed in
forward-looking statements presented in this Financial Review
relating to our financial results, operations and business plans
and prospects. Such forward-looking statements are based on
management'’s current expectations about future events, which
are inherently susceptible to uncertainty and changes in
circumstances. Also included in this section are discussions of
Financial Risk Management and Legal Proceedings and
Contingencies.

Overview of Our Performance and Operating
Environment

Our Business

We are a global, research-based company applying innovative
science to improve world health. Our efforts in support of that
purpose include the discovery, development, manufacture and
marketing of safe and effective medicines; the exploration of ideas
that advance the frontiers of science and medicine; and the support
of programs dedicated to illness prevention, health and wellness,
and increased access to quality healthcare. Our value proposition
is to demonstrate that our medicines can effectively prevent and
treat disease, including the associated symptoms and suffering,
and can form the basis for an overall improvement in healthcare
systems and their related costs. Our revenues are derived from the
sale of our products, as well as through alliance agreements, under
which we co-promote products discovered by other companies.

Our Pharmaceutical segment represented approximately 92% of
our total revenues in 2007 and, therefore, developments relating
to the pharmaceutical industry can have a significant impact on
our operations.

Our 2007 Performance

We delivered a solid performance in 2007, reflecting the favorable
impact of foreign exchange, the important contributions of many
of our products launched since 2005 and our in-line products in
the aggregate performing well in a tough operating environment,
largely offset by revenue declines from the loss of U.S. exclusivity
of Zoloft in August 2006 and Norvasc in March 2007, and other
factors.

Specifically, in 2007:

® Revenues of $48.4 billion were flat compared to 2006, due
primarily to the favorable impact of foreign exchange, an
aggregate year-over-year increase in revenues from products
launched since 2005 and the solid aggregate performance of
the balance of our broad portfolio of patent-protected
medicines, offset by the impact of loss of U.S. exclusivity on
Zoloft in August 2006 and Norvasc in March 2007. Zoloft and
Norvasc collectively experienced a decline in revenues of about
$3.5 billion in 2007 compared to 2006. These declines were
offset by an aggregate revenue increase in new products and
the balance of our portfolio of patent-protected products and
alliance revenues, such as:

YEAR ENDED DEC 31,

(MILLIONS OF DOLLARS) 2007 2006 % CHANGE
Chantix/Champix $ 883 $ 101 773
Caduet 568 370 54
Lyrica 1,829 1,156 58
Celebrex 2,290 2,039 12
Zyvox 944 782 21
Vfend 632 515 23
Sutent 581 219 166
Xalatan/Xalacom 1,604 1,453 10
Alliance revenue 1,789 1,374 30

As of November 2007, our portfolio of medicines included
three of the world’s 25 best-selling medicines, with seven
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medicines that led their therapeutic areas based on revenues.
(See further discussion in the “Analysis of the Consolidated
Statement of Income” section of this Financial Review.)

Decision to Exit Exubera:

Exubera was the first inhaled insulin therapy for the treatment
of diabetes, and since May 2006, had been launched in
Germany, Ireland, the U.K. and the U.S. In the third quarter of
2007, after an assessment of the financial performance of
Exubera, as well as its lack of acceptance by patients, physicians
and payers, we decided to exit the product.

Our Exubera-related exit plans included working with physicians
over a three-month period to transition patients to other
treatment options, evaluating redeployment options for
colleagues, working with our partners and vendors with respect
to transition and exit activities, working with regulators on
concluding outstanding clinical trials, implementing an
extended transition program for those patients unable to

transition to other medications within the three-month period,
and exploring asset disposal or redeployment opportunities, as
appropriate, among other activities.

As part of this exit plan, in 2007, we paid $135 million to one
of our partners in satisfaction of all remaining obligations
under existing agreements relating to Exubera and a next
generation insulin (NGI) under development. In addition, in the
event that a new partner is selected, we have agreed to transfer
our remaining rights and all economic benefits for Exubera and
NGI. This transfer of our interests would include the transfer of
the Exubera New Drug Application and Investigational New
Drug Applications and all non-U.S. regulatory filings and
applications, continuation of ongoing Exubera clinical trials and
certain supply chain transition activities.

Total pre-tax charges for 2007 were $2.8 billion, virtually all of
which were recorded in the third quarter. The financial
statement line items in which the various charges are recorded
and related activity are as follows:

CUSTOMER INFORMATISOEI\EETS RESEARCH & ACTIVITY ACCRUAL AS
RETURNS- COST OF ADMINISTRATIVE DEVELOPMENT THROUGH OF DEC. 31,
(MILLIONS OF DOLLARS) REVENUES SALES EXPENSES EXPENSES TOTAL DEC. 31, 20079 2007
Intangible asset
impairment charges® $— $1,064 $41 $ — $1,105 $1,105 $ —
Inventory write-offs — 661 — — 661 661 —
Fixed assets impairment
charges and other — 451 — 3 454 454 —
Other exit costs 10 427 44 97 578 164 41409
Total $10 $2,603 $85 $100 $2,798 $2,384 $414

@ Includes adjustments for foreign currency translation.

®  Amortization of these assets had previously been recorded in Cost of sales and Selling, informational and administrative expenses.
© Included in Other current liabilities ($375 million) and Other noncurrent liabilities ($39 million).

The asset write-offs (intangibles, inventory and fixed assets)
represent non-cash charges. The other exit costs, primarily
severance, contract and other termination costs, as well as other
liabilities, are associated with marketing and research programs,
and manufacturing operations related to Exubera. These exit
costs resulted in cash expenditures in 2007 (such as the $135
million settlement referred to above) and will result in additional
cash expenditures in 2008. We expect that substantially all of the
cash spending will be completed within the next year. During the
exit of this product, certain additional cash costs will be incurred
and reported in future periods, such as maintenance-level
operating costs. However, those future costs are not expected to
be significant. We expect that substantially all exit activities will
be completed within the next year.

Income from continuing operations before cumulative effect
of a change in accounting principles was $8.2 billion compared
to $11.0 billion in 2006. The decrease was primarily due to
event-driven expenses, such as:

o higher asset impairment charges. In 2007, we expensed $2.8
billion, pre-tax, related to our decision to exit Exubera,
compared to $320 million, pre-tax, in 2006, related to the
impairment of our Depo-Provera intangible asset; and

o higher restructuring charges and acquisition-related costs
associated with our expanded cost-reduction initiatives,
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partially offset by:

o lower Acquisition-related in-process research and development
charges (IPR&D). In 2007, we incurred IPR&D expenses of $283
million, pre-tax, primarily related to our acquisitions of BioRexis
Pharmaceutical Corp. (BioRexis) and Embrex, Inc. (Embrex),
compared with IPR&D of $835 million, pre-tax, in 2006,
primarily related to our acquisitions of PowderMed Ltd.
(PowderMed), and Rinat Neuroscience Corp. (Rinat);

O higher interest income compared to 2006, due primarily to
higher net financial assets during 2007 compared to 2006,
reflecting proceeds of $16.6 billion from the sale of our
Consumer Healthcare business, and higher interest rates; and

O a lower effective income tax rate. In 2007, our effective tax rate
on continuing operations of 11.0% was lower than the 15.3%
rate in 2006, which largely reflects the tax impact of our decision
to exit Exubera in 2007, the tax impact of higher cost-reduction
expenditures in 2007 compared to 2006 and the volume and
geographic mix of product sales in 2007 compared to 2006.

Discontinued operations—net of tax were losses of $69 million
in 2007, compared with income of $8.3 billion in 2006. The
results in 2006 relate primarily to our former Consumer
Healthcare business, which was sold on December 20, 2006. The
2006 amount includes the gain on the sale of this business of
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approximately $7.9 billion, after tax. (See further discussion in
the “Our Strategic Initiatives—Strategy and Recent Transactions:
Dispositions” and “Analysis of the Consolidated Statement of
Income” sections of this Financial Review.)

® Acquisitions—\We completed a number of strategic acquisitions
that we believe will strengthen and broaden our existing
pharmaceutical capabilities. In 2007, we acquired BioRexis, a
privately held biopharmaceutical company with a number of
diabetes candidates and a novel technology platform for
developing new protein drug candidates, and Embrex, an
animal health company that possesses a unique vaccine delivery
system known as Inovoject that improves consistency and
reliability by inoculating chicks while they are still inside the egg.
(See further discussion in the “Our Strategic Initiatives—Strategy
and Recent Transactions: Acquisitions, Licensing and
Collaborations” section of this Financial Review.)

® Cost-reduction initiatives—\We made significant progress with
our cost-reduction initiatives, which are a broad-based,
company-wide effort to improve performance and efficiency.
We incurred related costs of approximately $3.9 billion in 2007,
$2.1 billion in 2006 and $763 million in 2005. Building on what
had already been accomplished, in January 2007, we announced
additional plans to change the way we run our business to meet
the challenges of a changing business environment and to
take advantage of the diverse opportunities in the marketplace.
We are generating cost reductions through site rationalizations
in Research and Development (R&D) and manufacturing,
streamlining organizational structures, sales force and staff
function reductions, and increased outsourcing and
procurement savings. (See further discussion in the “Cost-
Reduction Initiatives” section of this Financial Review.)

On January 23, 2008, we filed a Current Report on Form 8-K, which
included a press release announcing our fourth-quarter and full-
year 2007 financial results. In completing our final analysis, we
determined that our accruals related to U.S. rebate liabilities
were understated by $195 million, pre-tax, and $154 million,
after-tax. While not material to understanding fourth quarter and
full year 2007 financial results contained in our January 23, 2008,
press release, the amounts disclosed above have been recorded
in our actual results for the fourth quarter and full year 2007. We
believe noting this change is beneficial to understanding our
actual results for the fourth quarter and full year 2007 contained
in this financial report.The impact of this change was as follows:

FOURTH QUARTER 2007 FULL YEAR 2007

(MILLIONS, EXCEPT PER JANUATFE\F; JANUAPFE\'?
COMMON SHARE DATA) FORM 8K ACTUAL FORM 8-K  ACTUAL
Revenues $13,065 $12,870  $48,613 $48,418
Net income 2,878 2,724 8,298 8,144
Diluted earnings

per share 0.42 0.40 1.20 1.17
Adjusted income* 3,556 3,402 15,267 15,113
Adjusted diluted

earnings per share* 0.52 0.50 2.20 2.18

*  For an understanding of Adjusted income, see the “Adjusted
income” section of this Financial Review.

Our Operating Environment and Response to Key
Opportunities and Challenges

We and our industry continue to face significant challenges in a
profoundly changing business environment, and we are taking
steps to fundamentally change the way we run our businesses to
meet these challenges, as well as to take advantage of the diverse
and attractive opportunities that we see in the marketplace. In
response to these challenges and opportunities, we announced
five priorities in January 2007:

® Maximize our near and long-term revenues;

® Establish a lower and more flexible cost base;

® Create smaller, more focused and more accountable operating
areas;

® Engage more productively with customers, patients, physicians
and other collaborators; and

® Make Pfizer a great place to work.

We believe that we have made progress on all of these goals. For
details about our strategic initiatives, see the “Our Strategic
Initiatives—Strategy and Recent Transactions” section of this
Financial Review, and for details about our cost-reduction initiatives,
see the “Cost-Reduction Initiatives” section of this Financial Review.

There are a number of industry-wide factors that may affect our
business and they should be considered along with the information
presented in the “Forward-Looking Information and Factors That
May Affect Future Results” section of this Financial Review. Such
industry-wide factors include pricing and access, intellectual
property rights, product competition, the regulatory environment,
pipeline productivity and the changing business environment.

Pricing and Access

We believe that our medicines provide significant value for both
healthcare providers and patients, not only from the improved
treatment of diseases, but also from a reduction in other
healthcare costs such as hospitalization or emergency room costs.
Notwithstanding the benefits of our products, the pressures from
governments and other payer groups are continuing and
increasing. These pressure points can include price controls, price
cuts (directly or by rebate actions) and regulatory changes that
limit access to certain medicines.

® Governments around the world continue to seek discounts on
our products, either by leveraging their significant purchasing
power or by mandating prices or implementing various forms
of price controls. The growing power of managed care
organizations in the U.S. has similarly increased the pressure on
pharmaceutical prices and access.

® In the U.S., the enactment of the Medicare Prescription Drug
Improvement and Modernization Act of 2003 (the Medicare
Act), which went into effect in 2006, expanded access to
medicines to patients-in-need through prescription drug benefits
for Medicare beneficiaries. This program has been successfully
implemented, with high levels of beneficiary satisfaction and
lower-than-expected costs to the government due to the
enhanced purchasing power of medical plans in the private
sector to negotiate on behalf of Medicare beneficiaries. Despite
this success, the exclusive role of medical plans in the private
sector in negotiating prices for the Medicare drug benefit
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remains controversial and legislative changes to allow the federal
government to directly negotiate prices with pharmaceutical
manufacturers have been proposed. While expanded access
under the Medicare Act has resulted in increased sales of our
products, the substantial purchasing power of medical plans
that negotiate on behalf of Medicare beneficiaries has increased
the pressure on prices.

® In response to cost concerns by payers, utilization of generics is
increasing as a percentage of total pharmaceutical use, especially
in the U.S. Payers are also selectively sponsoring campaigns
designed to interchange generic products for molecularly
dissimilar branded products within a therapeutic category.

® Consumers have become aware of global price differences
that result from price controls imposed by certain governments
and some have become more vocal about their desire that
governments allow the sourcing of medicines across national
borders. In the U.S., there have been several proposals advanced
by federal legislators to allow easier importation of medicines,
despite the increased risk of receiving inferior or counterfeit
products.

® Pharmaceutical promotion is highly regulated in most markets
around the world. In the U.S., there is growing interest at both
the federal and state level in further restricting marketing
communications and increasing the level of disclosure of
marketing activities.

® A growing number of health systems in markets around the
world are employing comparable effectiveness evaluations and
using their findings to inform pricing and access decisions,
especially for newly introduced pharmaceutical products. In the
U.S., there is growing interest by government and private payers
in adopting comparable effectiveness methodologies. While
adoption may enhance the industry’s ability to demonstrate
the relative value of its products, it is also possible that
implemented comparative effectiveness conventions may be
designed by payers to minimize product differences.

Our response:

® \We will continue to work within the current legal and pricing
structures, as well as continue to review our pricing arrangements
and contracting methods with payers, to maximize access to
patients and minimize the impact on our revenues.

® We will continue to actively engage patients, physicians and
payers in dialogues about the value of our products and how
we can best work with them to prevent and treat disease, and
improve outcomes.

® We will continue to encourage payers to work with us early in
the development process to ensure that our approved products
will deliver the value expected by those payers.

® \We will continue to be a constructive force in helping to shape
healthcare policy and regulation of our products.

Intellectual Property Rights

Our business model is highly dependent on intellectual property
rights, primarily in the form of government-granted patent rights,
and on our ability to enforce and defend those rights around the
world.
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® Intellectual property legal protections and remedies are a

significant factor in our business. Many of our products are
protected by a wide range of patents, such as composition-of-
matter patents, compound patents, patents covering processes
and procedures and/or patents issued for additional indications
or uses. As such, many of our products have multiple patents that
expire at varying dates, thereby strengthening our overall patent
protection. However, once patent protection has expired or been
lost prior to the expiration date as the result of a legal challenge,
generic pharmaceutical manufacturers generally produce similar
products and sell those products for a lower price. This price
competition can substantially decrease our revenues for products
that lose exclusivity, often in a very short period in the U.S. in the
first year after patent expiration. Revenues in many international
markets do not have the same sharp decline compared to the U.S.
in the first year after loss of exclusivity, due to less restrictive
policies on generic substitution, different competitive dynamics,
and less intervention by government/payers in physician decision-
making, among other factors.

The loss of patent protection with respect to any of our major
products can have a material adverse effect on future revenues
and our results of operations. As mentioned above, our
performance in 2007 was significantly impacted by the loss of
U.S. exclusivity of Zoloft in August 2006 and Norvasc in March
2007. Further, we face a substantial adverse impact on our
2008 performance from the loss of U.S. exclusivity and cessation
of marketing for Zyrtec/Zyrtec D in January 2008, and the
expiration of our U.S. basic patent for Camptosar in February
2008. These four products represented 12% of our total
revenues for the year ended December 31, 2007, and 20% of
our total revenues for the year ended December 31, 2006.

Patents covering our products are also subject to legal
challenges. Increasingly, generic pharmaceutical manufacturers
are launching products that are under legal challenge for
patent infringement before the final resolution of the
associated legal proceedings—called an “at-risk” launch. The
success of any of these “at-risk” challenges could significantly
impact our revenues and results of operations. Generic
manufacturers are also advancing increasingly novel
interpretations of patent law to establish grounds for legal
challenges to branded patents.

There is a continuing disparity in the recognition and
enforcement of intellectual property rights among countries
worldwide. Organizations such as the World Trade Organization
(WTO), under the WTO Agreement on Trade-Related Aspects
of Intellectual Property Rights (TRIPS), have been instrumental
in educating governments about the long-term benefits of
strong patent laws. However, activists have used both putative
ethical arguments and technical loopholes to weaken the
pharmaceutical industry’s position in developing markets.

The integrity of our products is subject to an increasingly predatory
atmosphere, seen in the growing problem of counterfeit drugs,
which can harm patients through a lack of active ingredients, the
inclusion of harmful components or improper accompanying
packaging. Our ability to work with law enforcement to
successfully counter these dangerous criminal activities will have
an impact on our revenues and results of operations.
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Our response:

e We will continue to aggressively defend our patent rights
against increasingly aggressive infringement whenever
appropriate. (See also Notes to Consolidated Financial
Statements—Note 20. Legal Proceedings and Contingencies).

® \We will continue to participate in the generics market for our
products, whenever appropriate, once they lose exclusivity.

® \We will continue to take actions to deliver more products of
greater value more quickly. (See further discussion in the
"“Regulatory Environment and Pipeline Productivity” section of
this Financial Review.)

® \We will continue to support efforts that strengthen worldwide
recognition of patent rights, while taking necessary steps to
ensure appropriate patient access.

® \We will continue to employ innovative approaches to prevent
counterfeit pharmaceuticals from entering the supply chain and
to achieve greater control over the distribution of our products.

Product Competition

Some of our products face competition in the form of generic
drugs or new branded products, which treat similar diseases or
indications. For example, we lost U.S. exclusivity for Zithromax in
November 2005, Zoloft in August 2006 and Norvasc in March
2007 and, as expected, significant revenue declines followed. In
addition, the U.S. basic patent for Camptosar expired in February
2008. Lipitor began to face competition in the U.S. from generic
pravastatin (Pravachol) in April 2006 and generic simvastatin
(Zocor) in June 2006, in addition to other competitive pressures.

Our response:

® \We will continue to highlight the benefits of our products, in
terms of cost, safety and efficacy, as appropriate, as we seek to
serve significantly more patients around the world. (For detailed
information about Lipitor and other significant products, see
further discussion in the “Revenues—Pharmaceutical—Selected
Product Descriptions” section of this Financial Review.)

® \We are committed to driving innovation in product life cycle
management by taking a broader look at our business model and
examining it from all angles. We believe there are opportunities
to better manage our products’ growth and development
throughout their entire time on the market and bring innovation
to our “go to market” promotional and commercial strategies. We
plan to develop ways to further enhance the value of mature
products, as well as those close to losing their exclusivity, and to
create product-line extensions where feasible. In connection with
the production of these products, we are pursuing new ways to
accelerate our high-quality, low-cost manufacturing initiatives.

Regulatory Environment and Pipeline Productivity

The discovery and development of safe, effective new products,
as well as the development of additional uses for existing products,
are necessary for the continued strength of our businesses.

® \We are confronted by increasing regulatory scrutiny of drug
safety and efficacy even as we continue to gather safety and
other data on our products, before and after the products
have been launched.

® The opportunities for improving human health remain abundant
as scientific innovation increases daily into new and more complex
areas and as the extent of unmet medical needs remains high.

® Our product lines must be replenished over time in order to
offset revenue losses when products lose their exclusivity, as well
as to provide for growth.

Our response:

® As the world’s largest privately funded biomedical operation,
and through our global scale, we will continue to develop and
deliver innovative medicines that will benefit patients around
the world. We will continue to make the investments necessary
to serve patients’ needs and to generate long-term growth. For
example:

o We will refocus our investments on disease areas of major
unmet medical needs and advance new technologies. We
expect to become an industry leader in biotherapeutics and
build best-in-class vaccine capabilities.

o During 2007, we continued to introduce new products,
including Selzentry in the U.S. and, in Europe, Celsentri (the
trade name for Selzentry in Europe), and Ecalta (the trade
name for Eraxis in Europe).

o During 2007, we or our development partners submitted
two new drug applications (NDAs) to the U.S. Food and Drug
Administration (FDA) for Fablyn (lasofoxifene) and Spiriva
Respimat.

o Several key medicines received approval for new indications
in 2007, including approvals in the U.S. for Lyrica for the
treatment of fibromyalgia, Lipitor for secondary prevention
of cardiovascular events in patients with established coronary
heart disease and Fragmin for the prevention of blood clots
in patients with cancer. In the E.U., medicines that received
approval for new indications in 2007 were Celebrex, for the
treatment of ankylosing spondylitis, and Sutent, for metastatic
renal cell carcinoma (mRCC) as a first-line treatment and for
gastrointestinal stromal tumors (GIST) as a second-line
treatment.

o We continue to conduct research on a scale that can help
redefine medical practice. Our R&D pipeline includes 213
projects in development: 151 new molecular entities and 62
product-line extensions. They span multiple therapeutic areas,
and we are leveraging our status as the industry’s partner of
choice to expand our licensing operations. In addition, we have
more than 320 projects in discovery research. During 2007, 34
new compounds were advanced from discovery research into
preclinical development, 22 preclinical development candidates
progressed into Phase 1 human testing and 16 Phase 1 clinical
development candidates advanced into Phase 2 proof-of-
concept trials and safety studies.

® We will continue to focus on reducing attrition as a key
component of our R&D productivity improvement effort. For
several years, we have been revising the quality hurdles for
candidates entering development, as well as throughout the
development process. As the quality of candidates has
improved, the development attrition rate has begun to fall. Two
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new molecular entities and multiple new indication programs
for in-line products advanced into Phase 3 development during
2007. We expect a significant number of new molecular entities
and new indication programs to advance to Phase 3 by the end
of 2009. With the progress we are seeing in our pipeline — as
well as our efforts in reducing our attrition rate — we are also
continuing to target having a steady stream of new medicines
from our internal R&D, four a year, starting in 2011.

e While a significant portion of R&D is done internally, we will
continue to seek to expand our pipeline by entering into
agreements with other companies to develop, license or acquire
promising compounds, technologies or capabilities. Co-
development, alliance and license agreements and acquisitions
allow us to capitalize on these compounds to expand our
pipeline of potential future products.

o Due to our strength in marketing and our global reach, we are
able to attract other organizations that may have promising
compounds and that can benefit from our strength and skills.
We have more than 400 alliances across the entire spectrum
of the discovery, development and commercialization process.

O Inthe second quarter of 2007, we entered into a collaboration
agreement with Bristol-Myers Squibb Company (BMS) to
further develop and commercialize apixaban, an oral
anticoagulant compound discovered by BMS, and in a separate
agreement, we are also collaborating with BMS on the
research, development and commercialization of DGAT-1
inhibitors. (See further discussion in the “Our Strategic
Initiatives—Strategy and Recent Transactions: Acquisitions,
Licensing and Collaborations” section of this Financial Review.)

o We are building a major presence in biologics by recognizing
that our core strength with small molecules must be
complemented by large molecules, as they involve some of
the most promising R&D technology and cutting-edge science
in medical research, as well as integrating our investments,
R&D and existing internal capabilities with disciplined business
development. In 2007, we acquired BioRexis, a privately held
biopharmaceutical company with a number of diabetes
candidates and a novel technology platform for developing
new protein drug candidates. In 2006, we acquired Rinat, a
biologics company with several new central-nervous-system
product candidates. In 2005, the acquisition of Vicuron
Pharmaceuticals Inc. (Vicuron) built on Pfizer's extensive
experience in anti-infectives and demonstrates our
commitment to strengthen and broaden our pharmaceutical
business through strategic product acquisitions.

O The acquisition of PowderMed in 2006 is enabling us to
explore vaccines across various therapeutic areas using the
acquired vaccine technology and delivery device. (See further
discussion in the “Our Strategic Initiatives—Strategy and
Recent Transactions: Acquisitions, Licensing and
Collaborations” section of this Financial Review.)

o Our goal is to launch two new externally-sourced products
each year beginning in 2010.
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Changing Business Environment

With the business environment changing rapidly, as described
above, we recognize that we must also fundamentally change the
way we run our company to meet those challenges.

As a result, we will:

® Continue to streamline our company to reduce bureaucracy and
enable us to move quickly.

e Continue to restructure our cost base to drive efficiencies and
enable greater agility and operating flexibility.

® Continue to simplify our R&D organization and improve
productivity by consolidating each of the research teams focused
on any given therapeutic area to one of four major sites.

® Revitalize our internal R&D approach by focusing our efforts
to improve productivity and give discovery and development
teams more flexibility and clearer goals, as well as committing
considerable resources to promising therapeutic areas, including
oncology, diabetes and neurological disorders, among others.
Although we decided to exit Exubera, we remain committed
to investing resources in the development of new and
innovative medicines to manage diabetes.

® Focus our business development by thoroughly assessing every
therapeutic area, looking at gaps we have identified and
accelerating programs we already have. We are also developing
opportunistic strategies concerning the best products, product
candidates and technologies.

® Drive innovation in product life-cycle management by taking
a broader look at our business model and examining it from all
angles. We believe there are opportunities to better manage
our products’ growth and development throughout their entire
time on the market and bring innovation to our “go to market”
promotional and commercial strategies. We plan to develop
ways to further enhance the value of mature products, as well
as those close to losing their exclusivity, and to create product-
line extensions where feasible. In connection with the
production of these products, we are pursuing new ways to
accelerate our high-quality, low-cost manufacturing initiatives.

® Seek complementary opportunities in products and
technologies that have the potential to leverage our capabilities
and are aligned with our goals of improving health.

® Continue to address the wide array of patient populations
through our innovative access and affordability programs.

See further discussion in the “Our Cost-Reduction Initiatives”
section of this Financial Review.

In addition to the above challenges and opportunities, we believe
that there are other opportunities for revenue generation for our
products, including:

® Current demographics of developed countries indicate that
people are living longer and, therefore, have a growing demand
for high-quality healthcare, and the most effective medicines.

® Revising our sales model, where appropriate, to better engage
physicians and customers.
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® The large number of patients within our various therapeutic
categories that are untreated. For example, of the tens of
millions of Americans who need medical therapy for high
cholesterol, we estimate only about one-fourth are actually
receiving treatment.

® Refocusing the debate on health policy to address the cost of
disease that remains untreated and the benefits of investing
in prevention and wellness to not only improve health, but save
money.

® Developing medicines that meet medical need and that patients
will take; that physicians will prescribe; that customers will
pay for; and that add the most value for Pfizer.

® Stepping up our focus and investments in emerging markets by
developing strategies in areas, especially Eastern Europe and
Asia, where changing demographics and economics will drive
growing demand for high-quality healthcare and offer the
best potential for our products.

e \Worldwide emphasis on the need to find solutions to difficult
problems in healthcare systems.

Our Cost-Reduction Initiatives

During 2007, 2006 and 2005, we made significant progress with our
cost-reduction initiatives, which were designed to increase efficiency
and streamline decision-making across the company. These initiatives
were launched in early 2005 and broadened in October 2006.

On January 22, 2007, we announced additional plans to change
the way we run our business to meet the challenges of a changing
business environment and take advantage of the diverse
opportunities in the marketplace. We are generating net cost
reductions through site rationalization in R&D and manufacturing,
streamlining organizational structures, sales force and staff
function reductions, and increased outsourcing and procurement
savings. Our cost-reduction initiatives will result in the elimination
of about 10,000 positions, or about 10% of our total worldwide
workforce by the end of 2008. These and other actions will allow
us to reduce costs in support services and facilities, and to redeploy
a portion of the hundreds of millions of dollars saved into the
discovery and development work of our scientists. These and
other initiatives are discussed below.

Net of various cost increases and investments during 2007, we
achieved, on a constant currency basis (the actual foreign
exchange rates in effect in 2006), a reduction of about $560
million in the Selling, informational and administrative expenses
(SI&A) pre-tax component of Adjusted income compared to 2006.
By the end of 2008, we expect to achieve a net reduction of the
pre-tax total expense component of Adjusted income of at least
$1.5 billion to $2.0 billion, compared to 2006 on a constant
currency basis (the actual foreign exchange rates in effect in
2006). (For an understanding of Adjusted income, see the
“Adjusted Income” section of this Financial Review.)

Projects in various stages of implementation include:
Pfizer Global Research and Development (PGRD)—

® Creating a More Agile and Productive Organization—To increase
efficiency and effectiveness in bringing new therapies to patients-

in-need, in January 2007, PGRD announced a number of actions
to transform the research division. Many of the actions have
been completed. We have exited two discovery therapeutic areas
(Gastrointestinal & Hepatology and Dermatology), though we
continue to develop compounds in those areas that are already
in the pipeline. We have consolidated each research therapeutic
area into a single site. In addition, of six sites that were identified
for closure, two (Mumbai, India and Plymouth Township,
Michigan) have been closed. Operations have been scaled back
significantly in the other four sites (Ann Arbor and Kalamazoo,
Michigan; Nagoya, Japan; and Amboise, France). The timing of
final closure of the remaining sites is subject to business needs and,
in the case of Nagoya and Amboise, to consultation with works
councils and local labor law. As of December 31, 2007, all portfolio
project transfers were completed with minimal progress
development interruption and are now in their new sites. This
reorganization has resulted in smaller, more agile research units
designed to drive the growth of our bigger pipeline, while
maintaining costs, and generating more products.

Standardization of Practices—Standardization of practices
across PGRD is driving costs down and increasing efficiencies in
our research facilities, resulting in significant savings. Centers
of emphasis have been built to take advantage of special skill
sets, reduce waste and enhance asset utilization. We
substantially reduced the number of pilot plants that
manufacture the active ingredients for our clinical supplies,
making more efficient use of the capacity retained. Clinical
supply depots across the globe are being realigned with future
needs. For example, across Europe and Canada 26 out of 37
depots have been identified for rationalization, with 24 closures
completed through December 31, 2007.

Enhanced Clinical Trial Design—To reduce the frequency and cost
of clinical trial failures, a common problem across the industry,
a key objective for PGRD has been to improve our clinical trial
design process. For this reason, PGRD has standardized and
broadly applied advanced improvements in quantitative
techniques. For example, pharmacokinetic/pharmacodynamic
modeling and computer-based clinical trial simulation, along with
use of leading-edge statistical techniques, including adaptive
learning and confirming approaches, are being used and we have
begun to transform the way clinical trials are designed. Benefits
achieved to date from this initiative include improvements in
positive predictive capacity, efficiency, risk management and
knowledge management. Once fully implemented, this
Enhanced Clinical Trial Design initiative is expected to yield
significant savings and enhance research productivity.

Two new molecular entities and multiple new indication programs
for in-line products advanced into Phase 3 development during
2007. We expect a significant number of new molecular entities
and new indication programs to advance to Phase 3 by the end
of 2009. We intend to increase resources dedicated to
biotherapeutics, with the objectives of launching one product per
year within 10 years, strengthening our antibody platform and
buildin