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Date: 27 February 2014 

    Analyst Name: Hayden Wieck & Connor McCulloh 

CIF Stock Recommendation Report (Spring 2014) 

Company Name and Ticker: Bristol-Myers Squibb (BMY) 

Section (A) Investment Summary 

Recommendation Buy:       Yes         No Target Price: 
$61.62 

Stop-Loss Price: 
$45.54 

Sector: Health Care Industry: Pharmaceutical Market Cap (in Billions): 
88.5 Billion  

# of Shrs. O/S (in Millions): 
1,650.23 Million 

Current Price: $53.58  52 WK Hi: $56.83 
 

52 WK Low: $36.31 EBO Valuation:  

Morningstar (MS) Fair 
Value Est.:  $47.00 

MS FV Uncertainty: 
Medium 

MS Consider Buying: 
$32.90 

MS Consider Selling: 
$63.45  

EPS (TTM): $1.55 EPS (FY1): $1.77 EPS (FY2): $1.69 MS Star Rating:  

Next Fiscal Yr. End 
 ”Year”: 2014  
“Month”: 12 

Last Fiscal Qtr. End: 
Less Than 8 WK:   
Y        N 

If Less Than 8 WK, next 
Earnings Ann. Date: N/A 

Analyst Consensus 
Recommendation: 2.25  
(1-5 Linear Scale) 

Forward P/E: 28.6 Mean LT Growth: 13.5 PEG: 20.6 Beta: 0.39 

% Inst. Ownership: Inst. Ownership- Net 
Buy:   Y       N 

Short Interest Ratio: 1.91 Short as % of Float: 1.40% 

Ratio Analysis Company Industry Sector 

P/E (TTM) 35.10 32.51 32.95 

P/S (TTM) 5.47 6.70 7.37 

P/B (MRQ) 5.88 6.24 6.15 

P/CF (TTM) 23.96 22.22 21.89 

Dividend Yield 2.65 1.69 1.65 

Total Debt/Equity (MRQ) 55.03 9.09 11.01 

Net Profit Margin (TTM) 15.75 4.24 0.93 

ROA (TTM) 6.93 13.49 9.52 

ROE (TTM) 17.81 19.95 19.35 
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Investment Thesis 
 
 
After conducting our analysis of BMY we 
recommend a buy. In 2007 BMY decided to 
transform their business model from a large-cap 
pharmaceutical company to a large-cap 
biopharmaceutical company. Since this decision, 
BMY has outperformed the market and should 
continue to do so for many reasons. The 
greatest of which is their stable product 
portfolio and rich pipeline. 
 
Biological treatments that fight cancer are one 
of the biggest fastest growing areas in this 
sector. Two oncology treatments in BMY’s 
product portfolio, Yervoy and Spyrcel, are both 
projected to reach multibillion dollar sales by 
2018. In addition to these treatments approved 
by the FDA, their rich pipeline, led by 
Nivolumab, provides excellent growth 
projections for BMY. As of February 25th, 2014 
Morningstar increased their sales expectations 
for Nivolumab to $8.0 billion annually. This 
would make Nivolumab one of the highest 
grossing products in the industry. Past efficacy 
reports indicate that Phase II trial results should 
be positive when announced in March or April of 
this year. 
 
BMY’s PEG compared to competitors, ability to 
consistently meet and beat revenue and 
earnings estimates, diversified institutional 
ownership and declining short interest all create 
bullish sediment among analysts. This is 
supported by the increasing number of “buy” 
and “outperform” ratings analysts are giving 
BMY.  

Summary 
Provide brief summary of your analysis in each section that follows 

Company Profile: BMY is a global biopharmaceutical company that 
develops treatments through independent research and entering 
strategic alliances with competitors. Currently undergoing a 
transition from a “Big Pharma” player into the biopharma industy. 
Immuno-oncology products Yervoy and Nivolumab lead their 
portfolio and are expected to net over $2 and $8 billion annually.  

Fundamental Valuation: After making adjustments to BMY’s growth 
rate to better reflect their product portfolio and competitive 
positioning their 2020 EBO is valued at $60.54. 

Relative Valuation: Within the biopharmaceutical industry the PEG 
ratio tends to be the most valuable since it factors in growth 
potential. BMY performed exceptionally in this metric with a PEG 
ratio of 2.27. In contrast, BMY’s other metrics were inflated due to 
their transition which required cost cutting measures. 

Revenue and Earnings Estimates: BMY has beat sales estimates in 
four of the past five quarters and has exceeded earnings estimates in 
all five previous quarters. Analysts are revising their future earnings 
and sales projections upwards due to BMY’s strong performance. 

Analyst Recommendations: Each of the last 3 months BMY’s analysts 
rating has improved and have received an increasing amount of 
Outperform ratings. Their rating of 2.25 indicates analysts are bullish 
of their future performance.  

Institutional Ownership: Of institutional investors only one 
possesses more than 5.00% of ownership. This reduces the risk that 
BMY would be affected by a selloff.  

Short Interest: BMY’s short interest indicators are bullish. Days to 
cover ratio has declined over the last year and month, 5.91 to 1.91 
days and 4.29 to 1.91 days respectively. Current ratios are similar to 
competitors. As avg daily trading vol. increases and short interest 
and the days to cover ratio decline it indicated that investors are 
taking a long position. 
Stock Price Chart: BMY’s product portfolio and growth products are 
driving their excess returns compared to the market over the last 
year. However, in the last three months BMY has underperformed as 
investors await an efficacy report on Nivolumab. 
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Section (B) Company Profile (B-1)  

Company Overview 

 

Bristol-Myers Squibb’s single business unit aims to discover, develop, manufacture and 

sell biopharmaceutical products on a global scale. Beginning in 2007, BMY shifted their focus 

from a large cap pharmaceutical company to becoming a leading-edge biopharmaceutical 

company (8-K). BMY has implemented this strategy across the entire operations of their firm. 

To execute this strategy, BMY has divested their diabetes and non-pharmaceutical businesses 

units to establish a primarily biopharmaceutical focus. In addition to this, BMY has 

implemented an aggressive acquisition and licensing strategy. Since September 2009, BMY 

entered mergers with five other players in the pharmaceutical and biotech industry. To 

supplement this, BMY has entered several collaboration and licensing agreements with industry 

competitors such as Pfizer and Otsuka to establish working relationships on novel treatments. 

These strategic transactions enable Bristol-Myer Squibb to focus an increasing amount of their 

resources behind biological treatment growth opportunities that generate substantial lasting 

value for shareholders. BMY is focused on developing treatments for four core therapeutic 

areas: oncology, immunology, virology and cardiovascular diseases (Bristol-Myers Squibb, 10-K). 

  

Revenue/Earnings Breakdown  

The following chart outlines BMY’s revenue/earnings breakdown. Earnings are divided 

between two line items: “net product sales” and “alliances and other revenues”. Chart located 

in the “Product Portfolio” section provides a specific product revenue breakdown.  
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Net product sales provide a majority of BMY’s yearly revenues. Alliances and other revenues 

primarily are generated from entering third party agreements for the development and 

commercialization of certain products. BMY receives payments from products developed under 

alliances based on a predetermined percentage amount that is determined on an individual 

basis (10-K). 

 While most of Bristol-Myer Squibb’s revenues are accounted for throughout the United 

States and Europe, their operations reach markets across the world.  The following chart 

indicates the percentage and dollar amounts of revenue BMY produces based on global region. 

(10-K). 

 

 

Product Portfolio 

BMY’s product portfolio consists of chemically-synthesized drugs and treatments 

created by biological processes (biologics) as result of their decision to secure long-term a 

presence in the biotechnology industry. To distinguish these two product types, chemically-

synthesized drugs are commonly given to patients in the form of pills while biologics are 

administered to patients through injections or by infusions. Biologic products from the 

previously mentioned four core therapeutic areas account for most of BMY’s current revenues 

and will drive future growth. The following chart provides a breakdown of BMY’s product 

portfolio and their corresponding revenues and estimates of basic exclusivity loss. 
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 Within BMY’s product portfolio and “pipeline”, a select group of products generate 

BMY’s current cash flows. In 2013, products from three of BMY’s core therapeutic focus groups 

generated revenues of roughly $1 billion or more showing exceptional product diversification. 

Product revenues were led by the neuroscience drug, Abilify (2.29 billion) and three virology 

products that generated revenues of $1.61 billion, $1.56 billion and $1.53 billion respectively. 

However, all of these product’s patent exclusivity is expected to end by 2017 which will 

substantially lower revenues when genetic drug competition enters the market. To offset these 

losses, BMY shifting their emphasis and allocating funds to their oncology department. 

 The study of oncology within the biopharmaceutical industry is referred to as immuno-

oncology. Bristol-Myers Squibb explains immuno-oncology on their website with the following 

statement, “Immuno-oncology represents an innovative approach to cancer research that seeks 

to harness the body’s own immune system to fight tumor cells” (Bristol-Myers Squibb). BMY 

projects immense value in this market from citing that cancer is the leading cause of death 

worldwide and has a substantial global perspective. BMY’s Yervoy is the first treatment 

approved by the FDA that has extended survival in patents battling advanced forms of 

malignant melanoma and other cancers (FiercePharma). In 2013 Yervoy sales increased 36% to 

$960 million and is projected to hit the blockbuster mark by 2015. To compliment Yervoy, BMY 

is developing another cancer fighting drug Nivolumab. Nivolumab will target patents with lung 

cancer and could deliver more than $8 billion annually (Conover). BMY is currently conducting 

phase III trials that pair the two treatments to fight cancer. These results are expected to be 

disclosed in 2014 and they serve as a key valuation driver upon announcement. If results are 

positive, BMY will submit Nivolumab for FDA approval. 
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Competitive Landscape 

Bristol-Myers Squibb’s transition to become a leading biopharmaceutical firm has 

changed their competitive landscape. Rather than competing against pure “Big Pharma” 

companies, they compete with leading biotechnology companies and large-cap pharmaceutical 

companies that also address the biotechnology industry through one or more of their business 

segments. Their biggest competitors are AbbVie (ABBV), Alexion Pharmaceuticals (ALXN), 

Amgen Inc. (AMGN), Biogen IDEC (BIIB), Celgene Corp. (CELG), Gilead Sciences (GILD), Merck & 

Co. (MRK), Pfizer (PFE), Regeneron (REGN) and Vertex Pharmaceuticals Inc. (VRTX) (Yahoo 

Finance, S&P 500 Constituents Spreadsheet, FiercePharma). Bristol-Myers Squibb is expected to 

remain competitive to these companies because of their strong product portfolio and approval 

as one of 13 companies the FDA chose to receive expedited approval of as many as 5 products 

by abiding by strict standards (Palmer). 

Sensitivity to Business Cycle & Macro Environment 

Bristol-Myers Squibb has both secular and defensive aspects in respect to the global 

economy. Each of their products are a necessity to the health of patients. In addition, BMY 

experiences secular growth as innovative products cover more diseases and ailments. These 

aspects drive the health care sector and biotech industry that have outperform the S&P 500 by 

14.12% and 76.17% respectively over the last year. As a biopharmaceutical company, the 

composition of their product portfolio to include both chemically and biologically based 

treatments gives them exposure to the biotech and pharmaceutical industries. However, 

Bristol-Myers Squibb’s attractive growth prospects are coupled with increased volatility due to 

the sensitivity of their business cycles. While all of the health care industries’ business cycles 

are highly susceptible to changes in Government policy resulting from the Affordable Care Act, 

the biotech and pharmaceutical industries operate in a harsher regulatory environment with a 

very competitive landscape (10-K). 

 

Biotechnology and pharmaceutical companies face a variety of potential threats that 

increase sensitivity. As these industries send their products to health care facilities, they 

depend on coverage and reimbursement from insurance providers to generate sales (10-K). 

Having to wait to receive payment until after health insurance providers are billed for their 

products significantly increases the amount of time between producing a product and receiving 

payment. In addition to the reliance on third-party payers to generate sales, biotech and 

pharmaceutical companies experience increased sensitivity due to harsh regulatory oversight 

by the U.S. Food and Drug Administration and Government resulting from the Affordable Care 

Act (10-K).   
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Life Cycle Stage 

 

The current biopharmaceutical industry life cycle stage is filled with growth. These 

companies seek to discover, develop and manufacture novel drug therapies that meet the high 

demand of treating patients with superior efficacy. While biopharmaceutical companies are 

often characterized as speculative, recent developments in biological treatments for HIV, 

Hepatitis B and C, arthritis, autoimmune disorders, and various types of cancer, cystic fibrosis 

and other rare diseases lead industry growth and make companies within this industry an 

attractive investment (Wang). 

 

Major Risk Factors & Industry-Specific Developments 

 

 Like any biopharmaceutical company, Bristol-Myers Squibb faces a variety of risk 

factors. According to BMY’s most recent 10-K published on February 14th, 2014, the following 

risk factors could potentially cause their stock price to decline in 2014: 

 Intense competition from manufacturers for both lower-priced generic products and 

innovative medicines. 

 

 Possible loss of market exclusivity of a product earlier than expected. Resulting in lower 

product revenues. 

 

 Increased pricing pressures and other restrictions from managed care organizations, and 

government agencies and programs. These include but are not limited to the Affordable 

Care Act, Medicare and Government funded public hospitals. 

 

 Delays in the development and commercialization of new products. 

 

 “The public announcement of data from clinical studies or news of any developments 

related to our late-stage immuno-oncology compounds is likely to cause significant 

volatility in our stock price. If the development of any of our key immuno-oncology 

compounds, whether alone or as part of a combination therapy, is delayed or 

discontinued, our stock price could decline significantly” (10-K). 

 

 Depending on certain key products for a majority of revenues, cash flows and earnings. 

 

 Adverse outcomes in legal matters could negatively affect business. 
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 Dependence on third parties to carry out contractual, regulatory and other obligations. 

The following industry specific developments will affect Bristol-Myers Squibb and its 

competitors in 2014: 

Budget Control Act 

Between 2013 and 2021, Medicare payment rates will be reduced by up to 2% per fiscal 

year by across-the-board budget cuts (sequestration) under the Budget Control Act. At this 

time it is uncertain to what extent sequestration will affect this sector. Several alternative 

deficit reduction proposals have been put forth by President Obama and it cannot be 

predicted if any reductions will be approved by Congress. However, any reduction in 

reimbursement for drugs and biologics for U.S. healthcare programs as a result of federal 

budget savings could have a material adverse effect on the sales of their products, business 

and results of operations (10-K). 

 

Government Healthcare Programs 

 

Biopharmaceutical companies’ principal products are sold primarily in the U.S. 

Healthcare providers are reimbursed by the government through Medicare, Medicaid and 

other government healthcare programs as well as private payers for the services and 

products they use. Government healthcare programs receive their funding though the 

payment of taxes by individuals and businesses (10-K).  

 

Medicare/Medicaid 

 

Medicare is a federal program available to individuals 65 and older as well as those with 

certain disabilities or ESRD (End-Stage Renal Disease) regardless of age. Under Medicare 

programs Part B and D, many of the products and services offered by biotech and 

pharmaceutical companies are covered. Essentially this means that the government 

reimburses healthcare companies for the use of their products. The government receives 

funding for their healthcare programs through the payment of taxes by individuals and 

businesses. Medicare reimburses providers under a buy-and-bill process where providers 

purchase the product in advance of treatment and then submit a reimbursement claim to 

Medicare following administration of the product. Medicare then reimburses providers by 

using a payment methodology based on a fixed percentage of each product’s average sales 

price (ASP).    

 

Many government regulations affect the potential revenues biotech and pharmaceutical 

companies generate from their products. Under the Medicaid drug rebate program, a joint 
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federal and state program for low-income and disabled eligible beneficiaries, companies 

pay a minimum of 23.1% of the average manufacturer price of the product to the state’s 

Medicaid program for each unit used. Additional Medicaid requirements include that 

companies extend comparable discounts to eligible community health clinics, hospitals that 

serve a disproportionate share of Medicare and Medicaid beneficiaries and discounted 

prices to purchases by the Department of Veterans Affairs, Department of Defense, Coast 

Guard and Public Health Service (PHS) in order to receive federal funding for 

reimbursement of their products under the Medicaid program or purchase of products by 

those four federal agencies and certain federal grantees 

 

U.S. Healthcare Reform 

 

In March 2010, the U.S. healthcare reform law came into inception. This law imposes 

additional costs and reduces revenues of biotechnology and pharmaceutical companies. 

The reform imposed a new fee on the manufacturers and importers of “branded 

prescription drugs”, which includes biological products. This reforms law sets an aggregate 

annual fee of $28 billion over 10 years beginning in 2011 to be paid by these manufacturers 

and importers. The fee is apportioned among participating companies based on the sales of 

qualifying products during the preceding calendar year. To promote the development of 

generic drugs following granted patent exclusivity to create downward price pressure, the 

companies that produce these drugs are not subject to the fee. Other resultant changes 

from this reform were an increase in rebates paid to states under Medicaid, an extension of 

the drug rebate program to patients in Medicaid managed care insurance plans and 

expansion of the list of organizations that companies must extend discounts to. In addition, 

companies now must provide a 50% cost sharing discount for beneficiaries who have 

exceeded their initial coverage limit but have not reached catastrophic coverage. The 

reform also expands Medicaid eligibility to include those with incomes up to 133% of the 

federal poverty level (FPL), from 100% of the FPL effective January 1st, 2014. 
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(B-2) Revenue and Earnings History  

Revenue Performance 

 
 

Starting in March of 2012 revenues declined swiftly until they reached their trough in 

September 2012. Since then, revenues have recovered and follow an upward trend. During 

this recovery BMY has also continued to surpass analyst estimates. According to Reuters, 

BMY has performed in excess of analyst estimates by an average of 1.56% over the last five 

quarterly reports (Reuters). 

 

Earnings Performance 

 
  

BMY has reported positive earnings aside from their September 2012 earnings report. 

This loss was attributed to increased administrative expenses, a non-cash impairment charge of 

$1.8 billion for the discontinued development of a hepatitis C treatment in Phase II trial and 

revenue losses resulting from the patent expiration of Plavix and Avapro earlier in the year 

(Business Wire). Over the 3 year period BMY has performed in excess of analyst estimates by an 

average of 6.84% over the last five quarterly reports (Reuters). 
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(B-3) Most Recent Quarterly Earnings Release 

1) When was the company’s most recent earning release? 

January 24, 2014 

2) In that earnings report, was reported revenue a (1) beat, (2) match, or (3) miss from 

consensus estimate? 

BMY beat analyst estimates and reported revenues of $4,441.00 million against analyst 

estimates of $4,306.67 million for a surprise % of 3.13% (Reuters). 

3) Likewise, was reported earnings a (1) beat, (2) match, or (3) miss from consensus 

estimate?  

BMY beat analyst estimates and reported EPS of $.51 against analyst estimates of $.44 

for a surprise % of 18.38% (Reuters).  

4) What did the management attribute the beat/miss to? 

Management attributed the beat to the company’s announcement to sell its diabetes 

business, the achievement of key regulatory milestones for products in Phase trials and 

the continued success of their evolution to a BioPharma strategy (8-K). 

5) Did the management provide guidance about their current quarter and their outlook for 

the year? What were the key points of the guidance? 

Bristol-Myers Squibb is setting 2014 GAAP EPS guidance range from $1.75 to $1.90 and 

non-GAAP EPS guidance range from $1.65 to $1.80. It is noted that the provided 

financial guidance excludes the impact of any potential future strategic acquisitions and 

divestitures (8-K). 

6) How did the stock react to that earnings release? 

While earnings beat estimates the stock retreated 5.58% on news that the company is 

awaiting Phase Trial II results to move forward with an approval application of the 

company’s top prospect cancer treatment. However, no negative news was reported 

regarding the safety or efficacy of the treatment and the Phase trial is still being 

conducted (8-K). 

7) Other observations worth noting? 

The most noteworthy observation from Bristol-Myers’ conference call was the lack of an 

announcement regarding the advancement of their immune-oncology Nivo-Yervoy 

combination treatment to a Phase III trial. While no negative news was reported, the 

lack of news spooked investors and caused the stock to decline as much as 6.7% during 

the day. Results of the mid-stage trial, called Checkmate-012, are expected to be 

released at a cancer meeting in late May or early June (Pierson). 
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Section (C) Fundamental Valuation (EBO) 

Include the following here: 

Copy/paste completed Fundamental Valuation (EBO) Spreadsheet  
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Inputs (provide below input values used in your analysis) 

EPS forecasts (FY1 & FY2):  $1.77 & $1.69 

Long-term growth rate:  13.50% 

*** Indicate next to the number if you made an adjustment to the consensus LTG estimate. 

Justify at the bottom of this panel how you derive the adjusted value, if any *** 

Book value /share (along with book value and number of shares outstanding): 

 Book value:   $15,154.00 Million 

 # of shares outstanding: $1,641.00 Million 

 Book value / share:  $9.235 

Dividend payout ratio:  91.46% 

Next fiscal year end:   2014 

Current fiscal month:   6 

Target ROE:    19.99% 

*** Indicate next to the number if you made an adjustment to the target ROE estimate. 

Justify at the bottom of this panel how you derive the adjusted value, if any *** 

Discount rate    6.00% 

Input for discount rate: 

Risk-free rate:   3.77% 

Beta:    0.39 

Market risk premium: 9.50% 

Output 

Above normal growth period chosen: 2020 (7 years) 

*** Justify at the bottom of this panel your choice of abnormal growth period *** 

EBO valuation (Implied price from the spreadsheet): $48.22 

1) Comment on the fundamental value obtained in relation to the stock’s current price and 

its 52-week price range.  

 

Bristol-Myers Squibb’s revenue is directly tied to the sales of their products. Each one of 

their products has a patent exclusivity period where competitors are forbidden from selling the 

parent company’s patented products. According to BMY’s 10-K, a majority of revenues each 

product generates is realized during this period of patent exclusivity.  Therefore, 2020 is 

considered as the correct time to calculate EBO valuation because it will be the last year BMY’s 

products that are all projected to generate revenues over $1 billion annually, (Sprycel, Yervoy 

and Nivolumab pending FDA approval) will jointly have patent exclusivity.  
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 BMY’s stock is trading at $54.31 while the EBO valuation at year 2020 derived a price 

estimate of $48.22. This value provides an 11.21% decrease in stock price. Since this estimate 

contrasts BMY’s growth prospects it is not an accurate representation of BMY’s actual value. 

This is further supported by the 2014 EBO of $30.36 not being within BMY’s 52-week range. 

Soft spots in the inputs cause these incorrect valuations.  

 Pharmaceutical and Biotechnology companies’ stock prices are heavily affected by their 

pipeline. A pipeline is composed of a company’s products that are undergoing Phase trials and 

have yet to gain FDA approval. BMY has one of the most promising pipelines in the biopharma 

industry. BMY’s pipeline is led by immuno-oncology treatment, Nivolumab. On February 25, 

2014 Morningstar updated their sales projection for Nivolumab of more than $8 billion annually 

(Conover). An announcement on Nivolumab Phase II trial, combining treatment with their other 

approved treatment Yervoy, is expected in May or June of this year and the effectiveness of 

past trials indicate that it will be successful. The fact that EBO analysis does not consider 

products in the pipeline since they have yet to generate any revenues is a soft spot of the EBO 

analysis that makes it an ineffective way to value biopharma companies. 

Sensitivity Analysis 

EBO valuation would be (you can include more than one scenario in each of the following): 

$39.70 if changing above normal growth period to 2018 

$49.15 if changing growth rate from mean (consensus) to the highest estimate 14.00% 

$69.66 if changing growth rate from mean (consensus) to a biotech competitors’ mean 23.3% 

$47.30 if changing growth rate from mean (consensus) to the lowest estimate 13.00% 

$59.89 if changing discount rate to 3.00% 

EBO valuation does not change if target ROE is changed to anything. 

  

After performing a sensitivity analysis the EBO valuations did not change substantially. 

However, the most notable change in EBO was when the growth rate was recalculated to better 

reflect their product portfolio and competitive position. On February 25, 2014 Nivolumab sales 

projections were increased to $8.0 billion annually. BMY’s transitioning and strong position 

among biopharmaceutical competitors warrants a restructuring of their growth rate. Averaging 

the long-term growth rates of the biotech companies within the S&P 500 yields a 25.55% 

growth rate. To better reflect BMY’s exposure to biological products the S&P 500 biotech 

average long-term growth rate is averaged with BMY’s rate of 13.50% to yield 19.52%. Applying 

this growth rate yields a 2020 EBO of $60.54. This value more accurate considers BMY’s growth 

prospects and potentially wide moat within the biopharmaceutical industry. 
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Section (D) Relative Valuation 

 

Information provided by Rueters and Morningstar 

Pfizer Inc (PFE) develops and produces medicines and vaccines for a wide variety of medical 

disciplines. Some of Pfizer biggest blockbuster pharmaceutical drugs include Lipitor, Lyrica and 

Zithromax.  

Merck & Co Inc (MRK) is one of the largest pharmaceutical companies on the globe and is best 

known for its products including Gardasil, Proscar and Singulair. 

Abbott Laboratories (ABT) is known for being responsible for developing the first HIV blood-

screening test in 1985 and today with its biggest drug being Humira. They also operate in 130 

different companies and carry 90,000 employees.  

Eli Lilly & Co (LLY) is known for being the first to mass produce penicillin and for being the first 

pharmaceutical company to produce human insulin. Today they are the largest producer of 

psychiatric drugs in the world. 

 

1) Discuss various valuation multiples of your stock and its peers. Comment if any of these 

stocks have multiples far off from the others and explain whether it makes sense.  

 

The forward P/E ratios between all of the competing companies are all relatively similar 

being in between Pfizer at 13.50 and Eli Lilly and Co at 20.58 with the outlier being Bristol-

Myers at 30.59. This number is higher than preferred but this is because of some of the cost 
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cutting methods that they are currently doing that will be discussed in the analyst comments 

section. 

Looking at the PEG ratio which is used heavily in the healthcare sector there is more of a 

gap between the competing companies with the values ranging from 1.57 to 17.89. When the 

PEG ratio is lower this indicates that the stock is currently undervalued, which is what is 

indicated for Bristol-Myers at 2.27.  

There is very little fluctuation between all of the companies in the diagram for P/B with 

numbers only ranging from 2.50 to 5.86. Bristol-Myers has the highest out of the group at 5.86, 

which is not favorable. That being said this number is still below the industry and sector 

averages which are 6.24 and 6.15 respectively. 

The numbers and trends between all of these companies for P/S are very similar to that of 

those discussed above for the P/B ratios. The range is 2.75 to 5.45, again with Bristol-Myers 

being the highest in this metric. Again this number is not favorable, but the industry and sector 

averages being 6.70 and 7.37 respectively show that Bristol-Myers is not showing anything out 

of the ordinary. 

The P/CF between all of the competing companies was all pretty similar ranging from 10.59 

to 16.33 with Bristol-Myers being the outlier again at 23.88. As mentioned earlier Bristol-Myers 

is currently undergoing new methods in their operations that I will go further into in the 

Analysts comments section that could be affecting these numbers. 

 

2) Discuss the various implied prices of your stock derived from peers’ (“Comparables”) 

multiples. Compare these implied prices to current price and 52-week high and low. How 

different are the prices derived from the various valuation metrics? Note any valuation 

metrics that seem to yield outlier prices and explain whether it makes sense.  

The implied price based on P/E gave a median of $30.09 which is way less than the current 

market price that is at $54.14, with the high only going up to $36.42. Bristol-Myers is inside of 

the range for PEG even though it is a sizeable range, though the median is significantly more 

than the current market price. However Bristol-Myers is not in the range for P/B, P/S or P/CF 

with all of these metrics medians ranging from $27.90 to $32.43 they are also significantly 

lower the Bristol-Myers current market price. 

 

3) Compare your findings with comments from analysts from Morningstar Direct and other 

online resources.  

The high P/E ratio that was mentioned above can be explained a lot from the fact that the 

company has been trying to cut spending and thus just slightly exceeded expectations. That 
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being said Morningstar notes that these lower costs lead to better results than they expected. 

Lowering costs was one thing that hurt their earnings, but there was also the impact they had 

from patent losses they suffered last year. Now that Bristol-Myers has incurred those losses 

they are predicted grow total sales with some of their other patent protected drugs 

(Morningstar). 

 

Section (E) Revenue and Earnings Estimates 

(E-1) “Historical Surprises”  

 

Throughout the last five quarters dating back to the quarter ending in December 2012 Bristol-

Myers has been able to beat sales estimates in every quarter except for the quarter ending in 

March 2013. This is the only surprise percentage that is negative, but it is only by a small 

amount of 1.16%. It does not really appear that Bristol-Myers has a trend of surprising the 

markets from the analysts’ prediction when it comes to their sales. This is because the biggest 

surprise was the most recent from the quarter ending in December 2013 at 3.13%, but other 

than that all the other surprises are under 2%.  

 

The earnings ratio had similar results to sales because for the most part Bristol-Myers was able 

to beat or tie analyst estimates. The earnings information from the most recent quarter had the 

biggest surprise out of the five possible quarters which was positive 18.38%. The next closest 
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was from the quarter ending in December 2012 were the surprise was positive 10.33%, but 

after that quarter Bristol-Myers basically copied the analyst estimates. The trend for earnings is 

that it appears that Bristol-Myers does surprise the analyst expectations, but in the last five 

quarters this has been a positive number. 

 

 Judging from the surprise percentage the more notable category is earnings. The sales category 

barely had any huge difference between the estimated numbers and the actual numbers, 

whereas the earnings category had two quarters that had changes in the double digits. The 

amount of influence on the stock’s price was no very significant. You can tell however that 

there are fluctuations around the times that these reports are released. Generally after these 

reports come out there is a steady increase for a number of months. This is most likely because 

the surprises in the diagram above are not anything extreme.  

 

(E-2) “Consensus Estimates Analysis” 

 
 

The percentage difference for the high estimate versus the consensus mean for sales in 

the quarter ending in March 2014 is 11.27% and the low estimate versus the mean is -8.13%. 

The percent difference for the quarter ending in June 2014 had a high and low versus the mean 

of 2.62% and -5.23% respectively. For the year ending in 2014 the high and low calculations 
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against the mean are 4.10% and -4.21% respectively. The year ending in 2015 the change in 

percentage change for high and low against the mean of 2.58% and -6.10% respectively.  

 

The percentage difference for the quarter ending in March 2014 for earnings had a high 

and low calculation versus the mean of 28.89% and -17.78%. The two calculations for the 

quarter ending in June 2014 have a high and low calculation of 9.09% and -6.82%. Next, for the 

year ending in 2014 for earnings had high and low calculations of 5.09% and -3.95%. Lastly, for 

the year ending in 2015 Bristol-Myers had high and low calculations of 18.93% and -29.50% 

respectively.  

 

For both earnings and sales their numbers stay basically within the range of five to ten 

percent except for the March 2014 earnings and the year ending 2015 earnings. Both of these 

percentages had numbers way over ten percent, making them seem like the most divergent out 

of the group. On a side note there were only two analysts’ that came up with the long term 

growth rate, which is currently 13.50%. 

 

(E-3) “Consensus Estimates Trend”  

 
The majority of these sales and earnings numbers decline or stay the same as time goes 

on, but not by an extremely significant amount. The only analyst opinion that is currently 

increasing from two months ago is Quarter ending March 2014 going from 3982.77 to 4026.85 
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currently. The two analyst opinions that are the least optimistic are the earnings for the quarter 

ending December 2015 and sales ending in the year December 2015, showing that the trend is 

more notable for FY2 then anything else. Other than those two outlooks the majority of the 

other analyst opinions stay close to each other within the two month range.  

 

(E-4) “Estimates Revisions Summary”  

Revenue Revisions: Over the last week there has 

been one upward and seven downward revenue 

revisions for BMY. Over the last four weeks 17 

analysts made upward revisions with 14 downward 

revision. 

Earnings Revisions: Over the last week analysts have 

made four upward and downward earnings 

revisions. They have also made 12 upwards earnings 

revisions and 17 downward revisions over the last 

four weeks. 

Overall Analysis: Downward revisions are attributed 

to investors overreacting to a report that was released saying BMY is not yet ready to comment 

on the efficacy of one of their combined treatments (Yervoy and Nivolumab) in Phase II trials. 

While this may have “spooked” investors the past successes of Nivolumab still make it a strong 

candidate to receive FDA approval (Pierson). However, Morningstar updated Nivolumab’s 

expected annual revenues to $8.0 billion from $4.0 billion. This upward revision is attributed to 

the fact that the combined treatment works for lung cancer patients, (the leading cause of 

cancer related deaths), and produced an 80% tumor reduction in 31% of patients following 12 

weeks of treatment (Nichols). This is a 344% increase in efficacy of combined treatments 

compared to previous treatments that only use one treatment type.  
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(E-5) “Consensus Earnings Revisions”  

 

 
Revision 

Date 

 
Revision 

Type 

 
Revision 

Up/Down 

 
Current 

 
Previous 

 
% Change 

# of 
Analysts 

Reporting 

2/11/14  2/2 $0.442 $0.439 +.68 14 

1/28/14  1/3 $0.444 $0.439 +.23 11 

 

 

1) Make note of the company’s (1) last earnings reporting date, and (2) next earnings 

reporting date. 

BMY’s last earnings reporting date was on January 24, 2014. 

BMY’s next earnings reporting date will be from April 21st – April 25th, 2014. 

 

2) Review revisions day by day, and comment on (1) whether they tend to be clustered, and 

(2) if clustered, were they near earnings reporting date? 

Over the last calendar month analysts have revised BMY’s consensus earnings twice. 

Earnings were not clustered and were revised upward on both dates (1/28 and 2/11). 

Analysts reported revisions after BMY beat consensus earnings when they reported on 

January 24th and again two weeks later. 

 

3) Were there any greater than 10% consensus revisions? What is the maximum % 

consensus revision?  

No revision was greater than 10%. The maximum % consensus revision was +.68% 

 

4) Observe stock price chart, how did the stock trade around dates of greater than 10% 

consensus revisions? 

N/A. BMY never had a greater than 10% revision. 

 

5) Other observations worth noting? 

While revisions were low, they were both upward indicating analysts have bullish 

perspectives on BMY. 
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Section (F) Analysts’ Recommendations 

(F-1) Reuters Most Recent Three Months Analysts Recommendations  

 

 

1) Review the trend of analyst recommendations over the last three months. Is there a 

notable change of analyst opinions, turning more bullish or bearish?  

There is not a lot of change between the three months of analyst recommendation, starting 

from one month ago going to three months the mean ratings are 2.33, 2.35 and 2.38 

respectively. The current mean however is 2.25 meaning that the Reuters analysts believe that 

Bristol-Myers should be able to outperform on their next earnings report. In the above chart 

the general consensus in the previous months appears to be supporting a strong hold with the 

number being the highest at a nine or a ten in that recommendation. Currently however the 

recommendation numbers have moved in favor of supporting the outperform choice over the 

choice of hold, even though they are only separated by one point. 

 

2) How many different ratings out of the five possible ones did the company receive 

currently, one, two, and three months ago?  

 

Three months ago the analyst recommendations for Bristol-Myers included four buy, six 

outperform, ten hold, one underperform and zero sell ratings. Two months ago the 

recommendations included four buy, six outperform, nine hold, one underperform and zero 

sell. One month ago the recommendations included four buy, seven outperform, nine hold, 
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one sell and zero sell. Finally the current recommendations were four buy, eight 

outperform, seven hold, one underperform and again zero sell.  For the last three months it 

appears that there is mostly an opinion convergence because the numbers are so similar up 

until we get to the current recommendations. This is where the numbers change to favor 

the outperform recommendation instead of the hold recommendation. Since the numbers 

change but still are close to each other there appears to be an opinion divergence. 

 

3) Cross check (1) Morningstar analyst’s research report; and (2) media or other analysts’ 

comments from online financial sites. Is what you see here consistent to comments 

elsewhere? 

 

The Morningstar analyst research report did a lot to help reaffirm that this is a company 

that has a chance to make some big moves. For example, their drug Nivolumab that is still in 

production and is to be used to help treat cancer could become a major asset. Morningstar 

originally thought that this drug would bring in $4 billion but they recently just changed that 

estimate to $8 billion in revenue. Morningstar does address the patient loss situation and says 

that their aggressive method of shedding costs by cutting a variety of programs to focus on the 

pharmaceutical drug market is believed to be the right call.  Bristol-Myers is still ranked with a 

wide economic moat which means they have a high degree of competitive advantage of the 

healthcare sector because of the drug that it still has under patent protection. Bulls go on to say 

that overcoming these patent losses and getting FDA approval could make Bristol-Myers a very 

profitable company. The bears go on to say that Bristol-Myers will struggle to overcome those 

patent losses and that too much of Bristol-Myers’ valuation is currently on Nivolumab 

(Morningstar).  
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(F-2) Most Recent One Month Analysts Upgrades/Downgrades from CNBC  

 There were no analyst upgrades/downgrades from CNBC over the last month. 

 

Section (G) Institutional Ownership 

Copy/paste the completed “CIF Institutional Ownership” spreadsheet here. 

 

 

Information in charts provided by MSN Money and Rueters 

Combine information provided in all three sections to discuss: 
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1) Whether institutions, on net basis, have been increasing or decreasing ownership and 

whether the change can be considered as substantial 

 

On a net basis the institutions have slightly been decreasing their ownership. This is mainly 

because the leading institutional holder Capital World Investors sold 12.65% or a negative 

change of $838,656,398. Still this only appears to be a slight decrease on a whole for all of the 

institutional holders for Bristol-Myers because there are other institutional holders that bought 

a very high amount of share that were able to make up for the losses from Capital World 

Investors. Though the companies that are contributing to making up for some of the holders 

that are selling are below the five percent mark the amount in change in dollars is very high. For 

example, the institution Jennison Associates LLC recently bought 93.31% more shares which 

equivocated to a positive change $765,550,702 (MSN Money). 

 

2) Whether the stock has sizable institution interests/support 

 

As mentioned previously the support for this stock is basically spilt because of the sizeable sell 

offs and buys by different institutional holders. With many of these institutional holders spilt on 

this stock it is also important to note that there is still 38.86% ownership amongst the various 

mutual funds (MSN Money). 

 

3) The extent of the (> 5%) owners by adding up all >5% ownership, and make an attempt to 

identify those that are mutual funds  

 

As shown on the above diagram there was only one institutional holder that currently was 

holding more than 5% of the shares and that is Capital World Investors. The other three holders 

are all above 4% ownership and they include Vanguard Group Inc, Wellington Management 

Company and State Street Corporation. Obviously all the >5% ownership just adds up to the 

6.64% from Capital World Investors, but the sum of all of the holders over 4% equals 20.48%. 

Out of those four institutional holders Vanguard appears to be the only one that has this stock 

in their mutual fund. 
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Section (H) Short Interest 

(H-1) Short Interest Data (NASDAQ) 
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(H-2) Short Interest Data (Yahoo! Finance) 

Copy/paste required data from the “share statistics” table to the following table for (1) your 

stock, and (2) two competitors (in separate tables).  

    

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

 8,446,140  8,444,140 1.65B 1.65B 

Shares Short Short Ratio Short % of Float Shares Short 

(Most recent date) (Most recent date) (Most recent date) (2 weeks prior) 

23.51M 
(Jan 31, 2014) 

 1.91 
(Jan 31, 2014) 

1.40% 
(Jan 31, 2014) 

26.00M 
(Prior Month)  

 

1) Make note of the company’s (1) last earnings reporting date, and (2) next earnings 

reporting date. 

Last earnings reporting date: January 24th, 2014 

Next earnings reporting date: April 21st – April 25th 

 

2) Discuss market sentiment on the stock based on the short interest statistics, recent trend 

reported in in (H-1) and (H-2)? Has the sentiment turned more bullish or bearish over the 

last year? How about in more recent month and why? 

Over the past year Bristol-Myers’ days to cover ratio peaked at 5.91 days. Since then it 

has experienced a steady decline to its current day to cover ratio of 1.91. This decline can be 

attributed to BMY’s positive performance over the last year stemming from their smooth 

transition to a biopharmaceutical company, regularly meeting and beating analyst earnings 

estimates and healthy biopharmaceutical industry and economic outlooks. 

 Since December 31st, 2013 BMY’s days to cover ratio has quickly declined from 4.29 to 

1.91 days; indicating an extremely bullish sediment. Comparing the current days to cover ratio 

to two competitors gives insight into their days to cover ratio’s strength. Merck & Co.’s (MRK) 

similar emphasis to increase their biotechnological product portfolio and Celgene Corp.’s (CELG) 

strong positioning within the biotech industry makes them useful comparisons to BMY. Looking 

at the chart included above there is an industry-wide bullish sediment for biopharmaceutical 

and biotech companies. Each one of BMY, MRK and CELG’s days to cover ratios are between 1 

and 2 days. BMY’s declining days to cover ratio, declining total short interest, and low short % 

of float all indicate that investors are bullish of BMY’s immediate future performance.   
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3) From (H-1), observe “short interest” and “# of days to cover” values for two reporting 

dates immediately before and one reporting date immediately after earnings report. (1) 

Were there notable increase or decrease in the values, right before or right after earnings 

report? (2) Observe stock price chart and comment on how stock traded around those 

dates.  

 
 

 

On January 24th, 2014 Bristol-Myers released their most recent earnings report. BMY 

beat analyst estimates by reporting revenues of $4,441.00 million against analyst estimates of 

$4,306.67 million for a surprise % of 3.13% (Reuters). BMY also beat EPS estimates reporting 

EPS of $.51 against analyst estimates of $.44 for a surprise % of 18.38% (Reuters). Following 

BMY’s earnings release date both of their short interest and days to cover ratio lowered 

compared to the most recent reporting by NASDAQ. The stock traded at a higher price 

following their earnings release and average daily trading volume increased from 9,045,584 to 

12,324,115 shares. When average daily trading volume increases and short interest and the 

days to cover ratio decline it indicated that investors are taking a long position in the stock. 
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Section (I) Stock Charts 

For (I-1) – (I-3), the stock price charts should include (1) your stock, (2) 1 competitor, (3) 

sector ETF, and (4) SP500  

(I-1) A three months price chart 

 
Source: http://www.reuters.com  

 

 

(I-2) A one year price chart 

 
Source: http://www.reuters.com  

 

 

 

http://www.reuters.com/
http://www.reuters.com/
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(I-3) A five year price chart 

 
Source: http://www.reuters.com  

 

1) (I-1) – (I-3) Discuss what you observe from the above stock price charts. This should 

include comparing your stock to competitors, sector, and SP500 over the three different 

time horizons.  

 

In the first price chart, the three month price chart, Bristol-Myers has a steep decrease in 

price around late January. This is mostly due to the patent losses that we mentioned earlier and 

the fact that the company is taking a little longer with their two possible biggest assets, 

Nivolumab and Yervoy. The price chart started to increase in early February however because 

the fact that Bristol-Myers was starting to overcome some of these patent losses. They also got 

help to overcome this deficit by selling their diabetes drug to AstraZeneca for $4.1 billion 

(Morningstar). Another positive factor was that on February 25, 2014 the FDA approves 

another drug of theirs that helps with a rare body fat disorder. Bristol-Myers did underperform 

as compared to the healthcare sector, but when compared to its competitor Abbott 

Laboratories and the S&P 500 it had very similar movements in the three month time frame. 

 

The second chart is the one year price chart, where Bristol-Myers stays above of all of the 

other comparisons and finishes on top. The healthcare index moved consistently with the S&P 

500, while Abbott Laboratories moved way under both of those comparisons and never 

http://www.reuters.com/
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surpassed anyone. Bristol-Myers’ can account their success over this time frame to the FDA 

passing the new drugs could be sold, like their anti-clotting drug. Over this period Nivolumab, 

the drug that is being produced to help people with lung cancer received a 70% chance of being 

approved by the FDA. If that drug is approved it is expected to bring in roughly $8 billion in new 

revenue. So because of this news investors became more bullish in the BMY stock. 

 

The third price chart has the S&P 500 on top for the majority of the time frame, up until 

early 2013 were Bristol-Myers surpassed the S&P and finished on top of all of the comparisons. 

Meanwhile, the healthcare index and competitor Abbott Laboratories stayed below both of 

them, with Abbott Laboratories finishing at the bottom. Most likely the S&P 500 started on top 

because of the issues Bristol-Myers was having with the patent losses. Also this was a time of 

uncertainty for the healthcare industry because of the Affordable Care Act being in the works of 

being passed and what the affect the bill would have on all of the firms within the industry. As 

previously mentioned in our sector overview around 2013 moving to the start of 2014 the 

healthcare index and Bristol-Myers increase heavily. This is because firms within the healthcare 

industry started to overcome the incurred payments because of all the new patients that have 

been brought in with the Affordable Care Act.   

 

(I-4)  Technical Indicators (“Moving Average” and “Relative Strength Index” from 

http://finance.yahoo.com/) 

 

Source: http://finance.yahoo.com 

 

http://finance.yahoo.com/


32 
 

Repeat the above steps except changing “range” to “2y”, “moving avg.” to “50” and “200”. 

 

Source: http://finance.yahoo.com 

1) Discuss your findings from these sets of technical indicators. Compare your findings here 

to findings from fundamental analysis. Are findings from technical analysis supportive of 

your other findings? 

In the 50 day and 10 day moving average chart over six months there are multiple crossovers between 

each of these averages. The first happens right around the beginning of 2013 when the 10 day moving 

average over takes the 50 day average, meaning that there was a bullish sentiment. This mostly likely 

stemmed from the uncertainty of how the new healthcare system would look being solved around that 

time. In late January the 10 day average dipped back below the 50 day average, showing a bearish 

sentiment (Investopedia). Luckily, that didn’t last long because around a week ago the 10 day average 

was able to surpass the 50 day average, enable to support bullish sentiment again. 

In the 200 day and 50 day moving averages chart over two years there are less crossovers between each 

of these measurements. These are very positive results because the 50 day moving average only dips 

under the 200 day average once for what appears to be a short amount of time, roughly 4-5 months. 

Since the 50 day moving average was able to overtake the 200 day average in early 2013 they having 

crossed. This supports the bullish sentiment over this time, most likely because of the new healthcare 

system and the increased development of Nivolumab.  
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