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12TH Annual 
Pharmaceutical 
Industry Audit
With revenues down and margins squeezed by a realigning payer 
pool, the power to price above the market is the ticket to the 
top —no discounts allowed.  
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It’s way too soon to break out 
the bubbly to celebrate the 

apparent recovery in pharma’s in-
novation pipeline and the leveling 
down of history’s steepest patent 
cliff. The limitations of the tradi-
tional industry business model 
no longer represent a temporary 
phase, to be papered over by the 
appeal of a bumper crop of new 
product introductions. Something 
more profound, and permanent, 
is at work. The assumption that 
good medicines will find markets 
with the appropriate push from a 
blitzkrieg of promotional firepower 
is yielding to a mindset in which 
novelty ranks a distant second 
to another, more bracing metric: 
impact. 

Unless a new drug can 
evidence real progression against 
the current standard of care, 
market uptake is likely to proceed 
at a snail’s pace. Many therapies 
are finding that registration by 
itself is a false window where 
access to live, paying patients is 
concerned. Numerous additional 
hurdles now block the way to 
all those covered benefit lives. 
These range from practice-driven 
clinical treatment guidelines 
that drive formulary coverage to 
post-approval risk management 
obligations to health economics. 

Significantly, none have much 
to do with scientific innovation, 
the traditional benchmark of 
industry success. Each relies 
instead on stakeholder or societal 

value, reflected in the incremental 
cost of therapy, as the decisive 
criteria in allocating resources 
stretched by the demographic 
burden of an aging population, 
which also happens to be less 
productive in generating the 
government taxes that fund a 
rising proportion of healthcare 
services. Hence the margin for 
error in meeting these “value” 
expectations is very thin. 

In this destabilizing 
environment, companies must 
do three things to maintain the 
growth that shareholders expect. 
The first is to discern: what 
matters most to providers and 
patients in those therapy areas 
where you choose to engage? The 
second is to differentiate, with 
a proposition that transcends 
the existing competitive set—not 
simply by demonstrating superior 
clinical or product characteristics, 
but also with process, delivery, 
and service innovations that 
carefully define the disease 
category and the mix of patients 
able to access the drug. The 
third is to document, at an 
early stage of drug development 
and extending well beyond 
registration, that evidence which 
is most clinically relevant in 
securing a positive treatment 
outcome, one that gives payers 
a clear path in allocating their 
limited pharmacy spend. 

Even if a company succeeds 
on all three scores, revenue 

growth—and the higher margins 
that once seemed to follow in 
tandem—is not a given. The 
opportunities presented in 
today’s market for medicine 
tend to be short-lived and are 
subject to constant challenge 
because there is so much new 
competition, often coming 
from adjacent sectors like 
bioengineering and retail. This 
model is the antithesis of the still 
dominant approach to business 
innovation in Big Pharma, where 
large, expensive R&d projects 
dependent on fixed overhead 
are spun out over long periods 
of time. Innovation today takes 
a different form: when you can’t 
anticipate market cycles precisely 
and the motivations of your 
customers and the competition 
are unclear, there is an advantage 
in being able to scale up a new 
idea quickly or, alternatively, to 
abandon it just as fast. 

In other words, today’s race 
to the top of the league charts 
belongs to the swift, where you 
claim your destiny by controlling 
the ability to price. That’s the 
signal message in our 12th 
Annual Industry Audit of the 
highs and lows of performance 
among 24 of the largest publicly 
traded companies prepared by 
Professor Bill Trombetta of the St. 
Joseph University Haub School of 
Business.  
—William Looney, Editor in Chief. 

The Pharm Exec Industry Au-
dit holds a unique position in the 
increasingly crowded field of data 
sets tracking industry perfor-
mance. First published in 2002, 
the audit adheres to a simple objec-
tive: to identify how well compa-
nies are doing in advancing share-
holder value. It is a measure open 
to intewrpretation, particularly 

because there is no other standard 
accepted reference point that looks 
at performance from this perspec-
tive. Also, our approach is idiosyn-
cratic, but it does reveal the impor-
tance of metrics that often escape 
the attention of the major investor 
rating institutions. One example is 
the return on assets against prof-
its, which allows for the valuation 

of intangibles like patent holdings. 
Shareholder value is also a good 
indicator of long-term success be-
cause of its association with stabil-
ity; when the investment commu-
nity is happy, there is less pressure 
for changes in the c-suite and man-
agement has some leverage to place 
riskier bets on investments that 
may play out only over time. 
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Methodology: eight benchmarks 
The 2012 scorecard relies on data 
from the 24 companies’ 2011-2012 
reporting periods. As in years past, 
we rely on eight metrics to assess 
performance: sales growth; enter-
prise value growth; enterprise val-
ue to sales; gross margins; earnings 
before interest, taxes, depreciation, 
and amortization (EBITDA) to 
sales (a key measure of profit mar-
gin); sales to assets (or asset turn-
over); EBITDA to assets (a measure 
of the profitability of individual 
assets); and sales to employees (a 
ratio to assess productivity). Each 
metric is weighted, with the highest 
score of three given to enterprise 
value growth; enterprise value to 
sales; and EBITDA (profit) to as-
sets. The other five metrics are 
weighted at two. 

The higher a company scores 
on each metric, the better the per-
formance. For example, when a 
company ranks 1st on a metric, 
that is the highest achievement. 
Each ranking is then multiplied by 
a weight to arrive at total points. 
For example, if a company comes 
in 1st on enterprise value to sales, 
that ranking (24, reflecting the 
number of companies in the audit) 
is multiplied by a weight of three 
for that metric, resulting in a score 
of 72 points.  Each company’s data 
is then compiled over the eight 
metrics along with their respective 
weights to arrive at a total num-
ber of points. The company with 
the highest point total achieves 
the status of top performer for the 
year. 

We also include one metric that 
is not weighted: sales, general, and 
 administrative (SG&A) expenses 
to sales. SG&A is a statistic that 
by itself is neither good nor bad. If 
a firm is growing, launching new 
products, and entering new mar-
kets, then a rise in SG&A is good. 
The problem is when SG&A grows 
faster than sales or profits. Over 
time, this reflects a bloated over-
head structure and operational in-
efficiencies. 

The great revenue divide 
A good way to start any indus-
try evaluation is benchmarking it 
against the overall macroeconomic 
picture. We do this based on the 
real GDP growth rate in what is 
still pharma’s largest single mar-
ket: the United States. US GDP 
last year was modest, rising about 
two percent. The surprise is the 
US pharmaceutical industry fared 
worse, with IMS Health report-
ing that revenues fell into nega-
tive territory for the first time in 
50 years. Factors behind the drop 
included post-recession strains on 
public budgets and private-sector 
employment as well as the steep-
ness of the patent cliff from 2010-
2012, when iconic blockbusters 

like Lipitor went off patent. The 
contrasting performance between 
expanding GDP and shrinking in-

Annual Sales
Rank 
2012

Rank 
2011 Company

Sales 
2012

Sales 
2011

Percent 
Change

1 2 Johnson & Johnson $67.28 B $65.04 B 3.40%

2 1 Pfizer 58.92 67.42 (13.00)

3 3 Novartis 56.67 58.57 (3.40)

4 5 Roche 48.50 47.97 1.10

5 4 Merck 47.25 48.13 (1.60)

6 6 Sanofi 44.89 46.43 (3.30)

7 7 GlaxoSmithKline 41.88 43.89 (5.00)

8 8 Abbott 39.87 38.85 2.00

9 9 AstraZeneca 27.97 33.59 (16.73)

10 10 Lilly 22.60 24.28 (7.37)

11 12 Teva 20.37 18.31 11.25

12 11 BristolMyers-Squibb 17.62 21.24 (17.04)

13 13 Amgen 17.19 15.69 9.56

14 14 Novo Nordisk 13.46 12.38 8.73

15 15 Gilead 9.61 8.46 13.59

16 16 Mylan 6.84 6.13 11.58

17 N/A Actavis 5.91 4.58 29.00

18 17 Allergan 5.80 5.35 8.62

19 18 Biogen-Idec 5.48 5.08 7.80

20 19 Celgene 5.42 4.84 11.98

21 22 Shire 4.68 4.26 9.86

22 21 Forest 4.39 4.21 4.00

23 23 Hospira 4.09 4.06 0.86

24 24 Endo 3.03 2.73 10.90

Totals $579.72 B $591.49 B (1.99%)

Average $24.15 B $24.65 B (2.02%)

Audit Data Sources & 
Table Key

( ) denotes loss

B = Billions of $

M = Millions of $

K = Thousands of $

Figures are rounded up where 
appropriate.

Sources for all charts: FactSet 
database; annual company reports; SEC 
10-K and 20-F filings; Forbes; Fortune; 
Bloomberg Business Week; The Wall 
Street Journal; The New York Times; In 
Vivo; other industry blogs and experts.
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dustry revenues marks the end of 
the historic trend line that left drug 
industry sales immune from broad-
er economic pressures. 

On the more narrow measure of 
returns to shareholders, while the 
Dow Jones Industrial Average was 
up 15.2 percent, the pharmaceuti-
cal index trailed this indicator as 
well, rising only 10.8 percent in 
2012. Healthcare services and bio-

technology shares performed rela-
tively better, increasing by 17 and 
41 percent, respectively. 

These trends are bolstered by 
the audit’s analysis of sales rev-
enues for our 24 target companies, 
which ranged from top-ranked 
Johnson & Johnson, at more than 
$67 billion, to Endo, in last place, 
with sales of slightly more than 
$3 billion. The key marker here is 

revenue growth, which is a criti-
cal signpost of success in a climate 
where market pressures are con-
spiring to limit gains derived from 
price increases on existing prod-
ucts. Who is growing and who is 
not? Are companies introducing 
new medicines and expanding the 
customer base at the same time? 
There is an apt analogy in Woody 
Allen’s cutting comments to Diane 
Keaton in the classic 1977 movie 
“Annie Hall.” “Our love is like 
a shark. A shark has to stay in 
constant motion or it dies. What 
we got here is a dead shark.” The 
larger message: a shark is a preda-
tor and can never relax; the choice 
is either kill and grow, or be eaten. 

Unfortunately, the read from 
the 24 suggests an industry that 
is literally dead in the water. The 
Annual Sales table shows average 
growth for the group fell to nega-
tive two percent in 2012; no less 
than eight companies—all from 
Big Pharma—were in the nega-
tive, led by BMS at minus 17.04 
percent, followed by Astra Zeneca 
(-16.7) and Pfizer (-13.0). Again, it 
was the 16 smaller, more nimble 
“stealth pharma” companies that 
occupied all the positive territory, 
with Actavis growing the fastest, 
at 29 percent, thanks to the acqui-
sition of the Watson generic busi-
ness. Celgene also appears solidly 
positioned for continued growth, 
with portfolio depth in important 
areas like oncology. 

Enterprise value growth
Despite the negative sales growth, 
overall enterprise value in the 24 
rose by 13 percent, as shown in the 
Enterprise Value table. To put these 
numbers in perspective, according 
to Forbes magazine the average 
major league baseball team posted 
enterprise value growth of a little 
more than 23 percent in 2012, or 
almost twice the average for our 
pharma 24. 

Gilead exhibited enterprise value 
growth of nearly 120 percent, fol-
lowed by Actavis, at 101 percent, 

Enterprise Value
Rank 
2012

Rank 
2011 Company EV 2012 EV 2011

Percent 
Change

1 2 Johnson & Johnson $189.85 B $166.03 B 14.35%

2 1 Pfizer 187.69 176.59 6.28

3 3 Roche 186.91 165.76 12.75

4 4 Novartis 163.66 153.46 6.65

5 7 Sanofi 135.23 112.20 20.52

6 5 GlaxoSmithKline 130.65 130.58 0.05

7 6 Merck 130.48 119.61 9.09

8 8 Abbott 108.67 95.71 13.54

9 9 Novo Nordisk 84.96 61.39 38.40

10 12 Amgen 67.55 51.87 30.80

11 15 Gilead 62.39 28.81 119.6

12 10 AstraZeneca 60.94 57.46 6.04

13 11 BristolMyers-Squibb 57.70 56.05 2.95

14 13 Lilly 56.62 48.20 17.47

15 14 Teva 43.82 48.99 (10.55)

16 17 Biogen-Idec 34.07 26.02 30.92

17 16 Celgene 32.12 28.73 11.79

18 18 Allergan 26.16 25.82 1.32

19 N/A Actavis 17.11 8.48 101.70

20 19 Shire 16.85 20.07 (16.04)

21 20 Mylan 16.20 14.05 15.31

22 23 Forest 6.79 5.39 25.89

23 24 Hospira 6.13 6.15 (0.41)

24 22 Endo 5.59 7.07 (20.94)

Totals $1,828.14 B $1,614.49 B 13.23%

Average $76.17 B $67.27 B 13.23%

The read from the 24 suggests an industry that 
is literally dead in the water. It was  
the 16 smaller, more nimble “stealth  
pharma” companies that occupied all the 
positive territory. 
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and Novo Nordisk, at slightly 
more than 38  percent. Gilead is a 
mainstay on the list for its record 
of operational efficiency, but also 
has benefited from the increasing 
mandated access to HIV medicines 
worldwide. Actavis is on an impro-
vised, non-organic growth curve 
due its combination with Watson 
Pharmaceuticals in 2012, making 
it the world’s third largest generic 
manufacturer, a record slated to be 
compounded further by the planned 
tie up with Warner-Chilcott. 

One disconcerting sign of the 
times is the spinoff of pharmaceu-
ticals from companies that are hy-
brids, based on the rationale that 

the assets remaining will actually 
be valued higher by Wall Street. 
Recent examples include  Covidien 
throwing off its Mallinckrodt 
drug arm and Abbott’s jettison-
ing its drugs business to pursue 
bigger margin, high growth areas 
outside of pharma. The new Ab-
bvie’s stock spinoff, at $56 billion 
in market cap over annual sales of 
$18 billion, yields a market cap to 
sales ratio of about three to one—
less than the enterprise value to 
sales average among our 24 com-
panies. This suggests marketers 
have lower expectations for the 
new company’s long-term growth 
and earnings. 

Enterprise value to sales
This is a critical financial metric. 
The higher the ratio here, the as-
sumption is there is additional for-
ward momentum—the company is 
just getting started; the sky’s the 
limit. A low ratio suggests the op-
posite: a company’s best growth 
prospects are behind it; its stock 
value lies more in the smaller ben-
efits associated with funds for wid-
ows and orphans. The Enterprise 
Value to Sales table shows that the 
metric has increased for the entire 
group, reflecting the better align-
ment that has taken place in recent 
years between the drug develop-
ment process and areas of unmet 

Enterprise Value to Sales
Rank 
2012

Rank 
2011 Company

EV/S 
2012

EV/S 
2011

1 7 Gilead $6.49 B $3.39 B

2 2 Biogen-Idec 6.21 5.12

3 3 Novo Nordisk 6.16 5.80

4 7 Celgene 5.92 5.93

5 4 Allergan 4.51 4.83

6 8 Amgen 3.93 3.31

7 6 Roche 3.92 3.65

8 5 Shire 3.51 4.86

9 10 BristolMyers-Squibb 3.27 2.64

10 14 Pfizer 3.18 2.62

11 9 GlaxoSmithKline 3.04 3.07

12 17 Sanofi 2.93 2.59

13 N/A Actavis 2.89 1.85

14 13 Novartis 2.88 2.76

15 12 Johnson & Johnson 2.82 2.55

16 15 Merck 2.76 2.49

17 16 Abbott 2.73 2.46

18 20 Lilly 2.49 1.98

19 19 Mylan 2.37 2.29

20 22 AstraZeneca 2.12 1.76

21 18 Teva 2.09 2.48

22 11 Endo 1.85 2.59

23 24 Forest 1.55 1.28

24 23 Hospira 1.50 1.52

Average $3.38 B $3.06 B

Gross Margin
Rank 
2012

Rank 
2011 Company

Gross 
Margin 
2012

Gross 
Margin 
2011

1 2 Celgene 90.90% 85.23%

2 1 Biogen-Idec 86.36 86.72

3 3 Allergan 84.38 83.61

4 6 NovoNordisk 82.00 80.11

5 4 Amgen 81.32 82.66

6 5 Shire 80.31 80.26

7 7 AstraZeneca 77.79 79.81

8 9 Forest 77.28 77.12

9 8 Lilly 76.78 79.13

10 11 BristolMyers-Squibb 74.67 74.00

11 10 Gilead 74.29 74.90

12 12 Roche 73.80 72.66

13 14 Pfizer 72.52 70.54

14 13 GlaxoSmithKline 70.18 71.60

15 16 Johnson & Johnson 67.96 68.93

16 15 Novartis 66.90 69.83

17 17 Merck 65.66 65.92

18 19 Abbott 61.91 60.26

19 20 Sanofi 58.55 58.00

20 18 Endo 58.34 60.98

21 21 Teva 52.43 51.96

22 22 Mylan 43.77 42.13

23 23 Actavis 34.55 34.33

24 N/A Hospira 27.78 34.68

Average 68.40% 64.40%


