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Abstract 

The aim of this thesis is to find the intrinsic value of Sanofi’s shares as of 7th of February 2018. Furthermore, 

this thesis also aims to investigate whether CSR performance has an impact on the valuation by examining 

the existing literature within the field of CSR and firm performance. Today, Sanofi is one the leading 

pharmaceutical firms in the world as well as being among the best performing firms in terms of CSR.   

The existing literature on CSR and firm performance has in many studies shown a positive relationship, but 

numerous studies has also found a neutral and insignificant relationship, which highlights the 

inconclusiveness in the literature. The analysis of the value creation for key stakeholders in the 

pharmaceutical industry showed that the positive effects of CSR on firm performance was non-existent. 

Hence, this thesis assesses that the effects of CSR on firm performance in the pharmaceutical industry is 

insignificant and irrelevant, and therefore have no effect on the valuation.  

To estimate the intrinsic value of Sanofi’s shares, a comprehensive analysis of Sanofi was performed from 

both a strategic- and financial standpoint. The strategic analysis included a PEST and a GE/McKinsey analysis. 

The PEST analysis highlighted the most influential macroeconomic factors, whereas the GE/McKinsey analysis 

revealed the industry attractiveness and Sanofi’s competitive position within each of their healthcare areas. 

Macroeconomic factors that were assessed to have the greatest impact on the industry were the increasing 

pricing pressure from payers and demographic changes, such as an aging population and an increased 

prevalence of obesity that increases demand for treatments. Furthermore, the GE/McKinsey analysis 

revealed that Sanofi was positioned strongest within Vaccine and Specialty Care, while also having a strong 

presence within Diabetes and Consumer Healthcare. Sanofi’s weakest position was within Established 

Products, due to very tough generic competition and a lack of competitive advantage. Overall, all the 

different healthcare areas have a positive outlook due to the above-mentioned socio-cultural trends.  

The financial analysis investigated the historical performance of Sanofi from 2013-2017 and revealed that 

the overall performance has been enhanced. The revenue has increased each year on average along with an 

overall improvement in ROIC despite a decrease in 2017. The recent decrease in ROIC was mainly due to the 

increased costs related to the acquisition of a new division. Furthermore, NOPAT was also affected negatively 

by a considerably higher tax expense in 2017, which was a consequence of the new US tax reform.  

Ultimately, the strategic- and financial analysis was used a foundation for the 10-year forecast of Sanofi’s 

performance. The conducted forecast was then incorporated in the DCF- and EVA valuation models, which 

yielded an estimated share price of 70.1 euro as of 7th of February 2018, indicating that Sanofi’s share price 

was undervalued by 5.1% at the valuation date. However, the estimated share price is sensitive to changes 

in selected variables, with the WACC having the biggest impact. Therefore, the estimated price relies heavily 

on the different assumptions made. Conclusively, the estimated share price was deemed realistic, as it falls 

within the range of estimates from numerous investment banks.
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1. Introduction 

The pharmaceutical industry has experienced increasing growth rates for the past many years (Damodaran, 

2018), with pharmaceutical companies experiencing relatively high profit margins compared to companies in 

other industries (Anderson, 2014). The pharmaceutical industry is therefore an industry that is interesting in 

many aspects for investors, aiming to obtain return on their investing. The biggest pharmaceutical market is 

by far the US market, with emerging markets beginning to become more financially attractive for 

pharmaceutical companies (Wee, 2017). 

However, pharmaceutical companies are now facing an increasing pricing pressure from governments and 

payers across all regions, which are affecting the profitability of the large established pharmaceutical 

companies. Furthermore, a strong competition from generic companies is also challenging the established 

branded pharmaceutical companies. It is therefore paramount that the branded pharmaceutical companies 

continue to become more efficient and discover new blockbuster drugs in order to maintain their impressive 

profitability. 

One of the world’s largest pharmaceutical companies, measured on revenue, is the French company Sanofi 

(Christel, 2017). Sanofi has a global footprint, as it operates in a numerous amount of countries, and currently 

holds the position as market-leaders within several diseases and treatment-areas. Sanofi is an exceptionally 

diversified company with drugs in many different healthcare areas, whereas other well-known companies, 

like Novo Nordisk, are more specialized in one healthcare area. Hence, Sanofi having a much more complex 

portfolio makes it an interesting company to analyze and subsequently to find its intrinsic value through a 

valuation. 

Besides being among one the world’s largest pharmaceutical companies, Sanofi is also among the top 

companies when measured on their Corporate Social Responsibility (CSR), where Sanofi is ranked very highly 

in many CSR indices and therefore recognized as a high CSR-firm1 by many organizations. CSR has been much 

a debated topic for over 20 years, and it is therefore relevant to analyze previous studies and papers that has 

investigated the relationship between CSR and firm performance. Thus, if any positive effects exists from a 

good CSR performance, these positive effects will be incorporated in the forecast of Sanofi’s earnings when 

conducting the valuation. Alternatively, if it turns out that CSR does not have any significant effect on a firm’s 

performance in the pharmaceutical industry, it will result in Sanofi’s shareholders not benefitting from the 

high CSR performance by Sanofi. Hence, the CSR performance will therefore not have any influence in the 

valuation, meaning that it cannot be used as a supplement to Sanofi’s ordinary performance when investors 

                                                           
1 A high CSR-firm refers to a company with a high performance within CSR 
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are analyzing and forecasting Sanofi’s earnings. Therefore seen from an investor perspective, Sanofi’s high 

CSR performance will then not give a preferred stock status over pharmaceutical companies with lower CSR 

performance, if CSR has no effect. It will therefore make Sanofi’s high CSR performance irrelevant for 

potential investors.  

1.1 Research question 

Estimating the intrinsic value of Sanofi’s shares as of 7th of February 2018 is the main purpose of this thesis. 

The intrinsic value is estimated by conducting a strategic- and a financial analysis, which is subsequently 

followed by a forecast and ultimately final valuation. Furthermore, it is investigated whether Sanofi’s high 

CSR performance can have a positive effect on their future performance, where these positive effects can be 

incorporated in the forecast, or if Sanofi’s high CSR performance is irrelevant for the valuation, and therefore 

also irrelevant for shareholders and potential new investors. The research question of this thesis is supporting 

by seven sub-questions, which will guide the analysis and final valuation. This is illustrated in table 1 below. 

 

 

1.2 Methodology 

Methodology is an important area in the academic writing, and the following section will describe and discuss 

the methodology of this thesis. The outline of this methodology section follows the research model approach 

of Saunders et al. (2009).  
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Research philosophy 

The research philosophy that is adapted and used contains crucial assumptions that underpins the research 

strategy and methods chosen, and the philosophy therefore affects the way in which the world is viewed 

(Saunders et al., 2009).  

The research philosophy of this thesis is positivism. This means that the researcher’s view of the reality, also 

known as ontology, is external, objective and independent of social actors (Saunders et al., 2009).  

Furthermore, the researcher’s view of what constitutes acceptable knowledge, also known as epistemology, 

is only observable phenomena that can provide creditable data and facts (Saunders et al., 2009).  

The focus is also on causality and generalizations. Another key assumption in positivism is that the research 

in undertaken in a value-free way and the researcher maintains an objective stance (Saunders et al., 2009). 

This is especially important in a valuation context, where personal biases sometimes can affect the valuation, 

and thereby create either a very optimistic or a very pessimistic valuation (Damodaran, 2002). Lastly, the 

data collection techniques most often used in positivism is highly structured and quantitative data, but also 

with use of some qualitative data (Saunders et al., 2009). It is all about the collection and understanding of 

the data.  

Research approach 

The research approach of this thesis is deductive. A deductive approach is testing existing theory, where a 

highly structured approach is followed and you move from theory to data. The researcher is independent of 

what is being researched, and the approach is sometimes referred to as a top-down approach (Saunders et 

al., 2009). Furthermore, this thesis does not try to validate the theories and models used as they are only 

used for analytical purposes, in order to estimate Sanofi’s share price.  

Research strategy 

The research strategy can be classified as a case study, as this thesis specifically analyzes Sanofi and 

investigates the company’s performance based on the markets that it operates within. Saunders et al. (2009) 

further adds that multiple sources of evidence are used in a case study.  

Research choice 

The research choice of this thesis is multiple methods, meaning that more than one analysis procedure is 

used to conduct the research, and thereby answer the research question (Saunders et al., 2009). 



4 
 

Time horizon 

The time horizon of this thesis is cross-sectional, meaning that the research conducted, which is a valuation 

of Sanofi, is a snapshot at the date in which the valuation is conducted, 7th of February  2018 (Saunders et 

al., 2009). A cross-sectional time horizon is normal for a valuation, because annual reports are snapshots of 

a firm’s performance at a specific given time. 

Reliability and Validity 

The quality of collected data is heavily dependent on the data’s reliability and validity (Saunders et al., 2009). 

Reliability concerns whether the analysis will yield consistent findings in other occasions, meaning the 

repeatability of the findings (Saunders et al., 2009). Validity concerns whether the findings are really about 

what they appear to be about, meaning how believable, correct and truthful the data is (Saunders et al., 

2009).  

This thesis primarily uses secondary data, such as Sanofi’s audited annual reports and relevant articles about 

pharmaceutical healthcare areas and drugs. Secondary data has the benefit of being easy accessible and 

therefore cheap to collect. However, since secondary data is collected by someone else, there is a lack of 

control over data quality, and a researcher therefore need to be critical about the information and the data’s 

reliability and validity. Nevertheless, forecasts from trusted sources are also used in this thesis, where these 

forecasts are in relation to the future outlook of Sanofi’s healthcare areas, which is then used in the forecast 

section as a starting point. Sanofi’s sales are then determined based on the market share that the authors of 

this thesis expects that Sanofi will have on each disease area based on the industry analysis conducted in this 

thesis. Moreover, the market forecasts and expectations from the trusted pharmaceutical-related sources 

are then compared to elements from the PEST analysis in the forecast sections, to ensure that the forecasted 

trends in the society are aligned with the forecasted outlook of each healthcare area. 

Market forecasts from external sources are used in this thesis, as these sources have in-depth pharmaceutical 

specific market-knowledge and therefore have the best insight about the future trends for specific disease 

areas. The sources are therefore experts, as majority of their work comprises of following a specific disease 

area and develop reports about the market. Furthermore, these reports cost several thousand dollars, which 

can be an indication of high quality and reliability of the forecasted data. Therefore, the forecasted market 

value for each disease area from professional and trusted sources are, all things being equal, more accurate 

than market forecasts made by the authors of this thesis, as these pharmaceutical market-sources have much 

more supporting data and in-depth knowledge. Thus, the validity of these market-report data is assessed as 

being high.  
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Furthermore, other secondary data that are used includes literature and studies conducted on CSR’s effect 

on firm performance, where the findings of these studies are used to assess whether CSR has a positive or 

neutral/insignificant effect on firm performance.  

Nevertheless, the valuation of Sanofi should be reliable and yield comparable results by other investors, if 

their analysis are made without any biases and they use the same data, estimations and assumptions as this 

thesis has used. However, investors are different and make different assumptions when analyzing and 

forecasting, and it is therefore doubtful that other investors will arrive at the exact same price per share as 

this thesis. This is also reflected in the sensitivity analysis, which shows how sensitive the estimated share 

price is to changes in selected variables.  

However, this thesis has tried to strive for objectivity and minimization of biases to the fullest possible extent, 

while at the same time attempted to relate critically to the collected data, in order to increase the validity. 

High level of transparency is also strived for, thereby making this thesis as objective and transparent as 

possible for readers of this thesis. 

Theories and models 

This thesis uses different models to evaluate Sanofi’s current standpoint, in which their future financial 

performance is forecasted subsequently. However, the thesis starts with a comprehensive literature review 

on CSR and the potential effects it can have on firm performance. This is done in order to assess whether 

Sanofi’s high CSR performance can benefit and enhance their performance, and thereby also whether to 

incorporate the positive effects of CSR in the forecast, if any positive effects from CSR is apparent in the 

pharmaceutical industry. The value creation for key stakeholders in the pharmaceutical industry is then 

analyzed in order to really be able to assess if CSR can have a positive impact, which can be used in the 

forecast of Sanofi. 

The strategic analysis of the macro environment will be conducted by a PEST analysis, while the strategic 

analysis of Sanofi’s industry and the strength of their individual product portfolio will be conducted by a 

GE/McKinsey matrix analysis, which is used a framework.  

Subsequently, a financial analysis of Sanofi is conducted, by first reformulating the income statement and 

the balance sheet for analytical purposes, where key ratios are analyzed. The reformulation of the income 

statement and balance sheet follows the approach of Petersen & Plenborg (2012). After all analyzes are 

conducted, Sanofi’s income statement and balance sheet will be forecasted, and this forecast will be the 

basis for the valuation of Sanofi. Prior to the valuation, the discount factor, also known as WACC, needs to 

be estimated. The most influential element of WACC in Sanofi’s case is the required return on equity that is 
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estimated by using the CAPM model. In relation to the actual valuation, both the DCF model and the EVA 

model is applied in order to ensure that no technical errors are conducted in the forecast. Furthermore, each 

model also contributes with insightful information about Sanofi’s forecasted earnings and performance.  

Lastly, a sensitivity analysis is conducted, as the valuation relies on many assumptions and it is therefore 

insightful to see how sensitive the estimated share price is to changes in selected variables. Investors have 

different assumptions, and this may be the reason for the difference in the estimated share price and the 

market price of Sanofi’s shares, which the sensitivity analysis also indicates. 

A visual structure of the thesis can be seen in figure 1 below. 

 

 

Limitations 

This thesis has several limitation. Firstly, due to Sanofi being such a huge and complex organization with a 

very broad and diversified portfolio of drugs within different healthcare areas, only the most financially 

influential disease areas are analyzed in the GE/McKinsey matrix analysis. This is especially the case for two 

of Sanofi’s healthcare areas; Specialty care and Established Products. The rest of the disease areas within 

Specialty care and Established Products are then denoted as an “Other” category in the forecast. This “Other” 

category are assessed based on the market trends in the analyzed diseases in the respective healthcare areas. 

This is merely done due to the page limitation of this thesis, which makes it almost impossible to conduct an 

in-depth analysis of every disease area from Sanofi’s very broad portfolio. Furthermore, Sanofi’s Consumer 

Healthcare area and Vaccine Healthcare area are analyzed as a whole, since the competition and functionally 

of each sub-treatment are very similar. 

Secondly, this thesis is conducting a valuation of Sanofi’s share as of 7th of February 2018, which means that 

7th of February 2018 is the cut-off point for the information flow. 7th of February 2018 is the date in which 

Sanofi published their 2017 annual report. This means that information and events occurred after 7th of 

February 2018 are not considered in the valuation and thus will have no impact. Sanofi’s quarterly report, 

which will be published after the annual report, will therefore not be considered. 
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Thirdly, basic pharmaceutical terms, such as the elements within the different clinical phases, will not be 

elaborated, as the readers of this thesis is assumed to possess basic knowledge about the pharmaceutical 

area.  

Lastly, since the target audience of this thesis is potential investors and others with similar knowledge about 

valuation, there is not conducted any in-depth theoretical explanation of the models and theories used in 

this thesis. The readers are therefore expected to possess the required basic knowledge about the models 

and the theories, and thereby understand the approaches used.  

2. Introduction of Sanofi 

Sanofi is a French pharmaceutical company that originates from 1973 with roots all the way back to the 

1700s. The company Sanofi-Aventis as we know them today was founded in 2004, through a merger of 

Sanofi-Synthélabo SA and Aventis (Sanofi, 2015). Throughout the rest of this thesis, the case-company will 

be referred to as Sanofi. Today, Sanofi is the world’s fifth largest pharmaceutical company measured on 

revenue (Christel, 2017). Sanofi has a clear vision of continuing being a best-in-class pharmaceutical company 

and enhance the quality of life for as many patients as possible (Sanofi, 2015).   

Sanofi is present in several geographical markets. The healthcare solutions of Sanofi are available in 170 

countries, and Sanofi is present in 100 of these countries (Sanofi, 2018). As of 2017, Sanofi employed 

approximately 106.000 people that are committed to improve the lives of people globally with new 

innovations that are more sustainable and responsible (Sanofi, 2018). To fulfill this aim, Sanofi has increased 

their research and development costs nearly every year in absolute terms and in 2017, they invested 5.4 

billion euros making them one of the leading companies in terms of R&D spend. The increased annual R&D 

spend is a part of Sanofi’s strategy towards 2020, where Sanofi wants to increase their R&D spend in absolute 

terms (Sanofi, 2015).  The growing R&D has partly helped Sanofi receiving 7 new molecules entities approvals 

since 2015 in a period where many pharmaceutical companies struggle to get approval from health 

authorities globally due to the increased requirements (Sanofi, 2018). Furthermore, they possess a robust 

pipeline that is expected to support their future growth which includes the great number 71 research & 

development projects (Sanofi, 2017). 31 of these are new molecular entities and vaccines which means that 

the drug contains an active molecule that has never been approved, and therefore is unique compared to 

existing drugs. 

Furthermore, Sanofi is also present in several healthcare areas, which gives them a broad portfolio and it 

matches with their vision of enhancing the quality of life of as many patients as possible. 
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Sanofi’s different healthcare areas can be categorized as illustrated in figure 2. 

 

Sanofi has two main strategic objectives in the coming years; maintain the leading positions in the markets 

where Sanofi are strong and become more competitive in areas with strong growth potential (Sanofi, 2018). 

Sanofi aims to strengthen their position in the diabetes area and has therefore entered multiple 

collaborations with firms, such as Lexicon and Hamni (Sanofi, 2015), in order to enhance their pipeline 

through in-licensing agreements. In the vaccine market, Sanofi’s goal is to grow at a faster rate than the 

market (Merial, 2015) and sustain their leading position in the lucrative vaccine market. 

Sanofi also focuses on strengthening their position within their Specialty Care area and Consumer Healthcare 

area. An example of Sanofi’s focus on strengthening their position within Consumer Healthcare is the 

acquisition of Boehringer Ingelheim’s consumer healthcare division, which will be discussed more in depth 

later in this thesis. 

Figure 3 illustrates Sanofi’s healthcare areas in percentage of total sales. Sanofi’s total sales amounted to 

35.1 billion euros in 2017 (Sanofi, 2018). 
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As it can be seen from figure 3, Established products make up the biggest share of Sanofi’s total sales. The 

most noticeable change of the total sales distribution, compared to 2016, is Consumer Healthcare. Consumer 

healthcare made up 9.8% of total sales in 2016, and has therefore had an increase of approximately 4-

percentage point. This is the biggest change compared to 2016, and it is expected that the sales within the 

Consumer healthcare area will increase even more in the near future. The main reason for this large increase 

in the total sales within Sanofi’s Consumer Healthcare area is due to Sanofi swapping their Animal Health 

division with Boehringer Ingelheim’s Consumer Healthcare division. The transaction was finalized on 1st of 

January 2017 (Sanofi, 2018).  

Boehringer Ingelheim’s Consumer Healthcare division had a revenue of 1.51 billion euros in 2015, with the 

revenue increasing annually by 5-7% for the past four years (Boehringer Ingelheim, 2015). This acquisition 

will therefore contribute greatly to Sanofi’s overall revenue and profitability.  

The acquisition of Boehringer Ingelheim’s Consumer Healthcare is expected to bring Sanofi’s Consumer 

Healthcare forecasted net sales to approximately 5.1 billion euros in 2018 (TG, 2017). Thus, with the 

acquisition and integration of Boehringer Ingelheim’s Consumer Healthcare division, Sanofi is now a world 

leader in the consumer healthcare area. In addition, Sanofi’s position within key markets, such as Germany 

and Japan, is now improved. The consumer healthcare division of Boehringer Ingenheim and Sanofi are very 

complementary, in terms of both products and geographies, which makes this even more favorable for Sanofi 

because of the synergies (BusinessWire, 2015). This matches well with one of Sanofi’s key strategic objectives 
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in their 2020 roadmap; to become a leader in consumer healthcare (Sanofi, 2018). Therefore, Customer 

Healthcare will become an even more important area for Sanofi in the future from a financial aspect.   

Figure 4 illustrates Sanofi’s geographical presence. 

 

 

In figure 4, ‘emerging markets’ includes South America, Africa & Middle East, Asia and Eurasia, while ‘rest of 

the world’ include Japan, South Korea, Canada, Australia and New Zealand. Sanofi has almost an even 

distribution of their sales between United States, Europe and Emerging Markets, but with United States 

having the greatest share of total sales. This is also logical, as the United States is the biggest pharmaceutical 

market in the world (Statista, 2016). Besides the United States, Emerging Markets also have a great share of 

Sanofi’s total sales. The BRIC-M countries, which consists of Brazil, Russia, India, China and Mexico, is an 

important area of focus for Sanofi (Sanofi, 2018), which can give huge financial gains in the future, as these 

markets are fast growing, especially China which is the world’s second biggest pharmaceutical markets 

(Statista, 2016).    

2.1 Classifications of Sanofi as a high CSR firm 

Sanofi has received many recognitions throughout the years for its CSR achievements, and thus perceived as 

being a very high CSR firm. An example of this is that Sanofi has been a part of the Dow Jones Sustainability 

World Index (DJSW) for 11 consecutive years. DJSW Index is the most recognized international CSR index that 

evaluates the sustainable performance of thousands of companies around the world (RobecoSam, 2017). 
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Once a company is selected to the Dow Jones index, the company is constantly monitored to ensure that it 

still comply with all the Dow Jones criteria. The companies are assessed based on social, environmental and 

economical selection criteria. Only the best in class companies are included in the DJSW Index and therefore 

carefully selected with Deloitte assuring the assessment process (RobecoSam, 2017). In relation to the 

pharmaceutical industry, only approximately 5 pharmaceutical companies’ are selected in the index each 

year among 60 applicants (RobecoSam, 2017), which makes it a huge achievement for Sanofi being selected 

for 11 consecutive years. Sanofi has been recognized as the best-in-class in several areas throughout the 

years, such as ‘Strategy to Improve Access to Drugs or Products’, ‘Health Outcome Contribution’, ‘Stakeholder 

Engagement’, ‘Policy Influence’ and ‘Corporate Citizenship’ (Sanofi, 2015).  

Besides the DJSW Index, Sanofi is also recognized and evaluated as a high CSR firm by the FTSE4GOOD Index, 

which is an ethical stock market index. Sanofi has been a part of the FTSE4GOOD Index for many years, and 

is one of the highest ranked pharmaceutical companies. Companies are evaluated based on areas such as 

environmental sustainability and relationship with stakeholders, and Sanofi achieved the highest scores 

within Environment, Social and Governance in 2017 (FTSE4Good, 2018). These areas covers subjects such as 

water and waste management, labor standards, customer responsibility and anti-corruption.  

Sanofi was also ranked as the best performing company in the area of Pharmaceuticals & Biotechnology in a 

rating made by Oekom Research AG (Oekom, 2017). Oekom Research AG is one of the world’s leading 

organizations in terms of evaluation and analysis of ethical, environmental and social performance of firms’. 

According to Oekom Research AG, one of Sanofi main strengths are their focus on tropical diseases in 

developing countries such as malaria, epilepsy and tuberculosis (Geneesmiddel, 2017).  Another strength of 

Sanofi according to Oekom Research AG is their focus on the nature and biodiversity in the development of 

drugs.  

Other indices that Sanofi are included in is the Access to Medicine Index (ATMI, 2017), Access to Vaccines 

Index (ATVI, 2017) and the Euronext Vigeo Europe 120 index (VigeoEiris, 2017). These indices are updated 

every year, and Sanofi has achieved to be among the very top on all of these indices throughout the years 

and as recent as 2017.   

Lastly, Sanofi has also been a part of the Ethibel Excellence Investment Register for many years, ranking as 

one of the highest pharmaceutical companies (Ethibel, 2017). Besides all the mentioned indices, Sanofi is also 

ranked very highly in other smaller indices and rankings by organizations focusing on sustainability, which 

just emphasizes Sanofi’s impressive CSR performance and proves that Sanofi is one of the top-ranked 

pharmaceutical companies within the field of CSR. 
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Thus, with all the above-mentioned recognitions that Sanofi has received this year and for many years now, 

it becomes evident and obvious that Sanofi can be categorized as a very high CSR firm and one of the most 

sustainable pharmaceutical companies. It is therefore assessed that Sanofi is a high CSR firm both within the 

pharmaceutical industry as well as across different industries. 

3. Introduction to CSR 

In the previous section, it was illustrated that Sanofi can be classified as a company with a high CSR 

performance. In this section, a definition of CSR is established in order to get an understanding of the areas 

that the concept covers. Next, the literature on the relationship between CSR and firm performance is 

analyzed, in order to see the potential positive effects CSR can have on firm performance, while the 

neutral/insignificant findings of the relationship between these positive effects of CSR on firm performance 

is also discussed.  

3.1 Definition of CSR 

CSR is a concept that really began to take form in the 1950s, and the concept is taken into consideration in 

many industries today (Carroll, 2008). Even though CSR has been a discussion area in businesses for so many 

years, no universal definition is available. One of the most cited and popular definition of CSR is from Holme 

& Watts (2000) in a report for World Business Council for Sustainable Development, where they state that 

CSR covers five broad areas; environmental protection, community involvement, human rights, employee 

rights and supplier relations (Holme & Watts, 2000).  

The Commission of the European Communities further adds that CSR is the business contribution to 

sustainable development, and that firms should manage their operations to enhance economic growth and 

increase competitiveness, but at the same time also ensure environmental protection and social 

responsibility (European Communities, 2002). Lantos (2001) has a similar definition of CSR and argues that 

CSR includes a positive impact on the community and meeting or exceeding the stakeholders expectation of 

good corporate citizenship. Archie B. Carroll, a professor and author of multiple CSR books, identified four 

faces of CSR (Carroll, 1998). The first one is economic responsibilities, which include being profitable for 

shareholders, but also to provide good jobs for employees and produce good quality for consumers. The 

second is legal responsibilities, which is about complying with laws and regulations. The third is ethical 

responsibilities, which means that firms should conduct business morally. The last one is philanthropic 

responsibilities, which is about voluntary contributions to societies and enhancing the quality of life in these 

societies (Carroll, 1998). 
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Other researchers who have defined CSR have more or less the same overall definition as the above-

mentioned definitions. For example, Perrini & Vurro (2010) defines the elements of CSR as human resources, 

consumers, suppliers, communities and natural environment. Human resources is about employee 

empowerment and health/safety programs. Consumers is about delivering good quality and value, while also 

being transparent. Supplier relations is about involvement with suppliers in regards to developing a 

sustainable supply chain. Communities is about investing and developing the communities that firms operate 

in, while the last one, natural environment, is about being green and protecting the environment (Perrini & 

Vurro, 2010).  

Therefore, all these CSR definitions centers around the same main principles; namely that for a firm to be 

considered a high CSR firm, it need to exhibit high level of: 

 Environment awareness when manufacturing, while also delivering high value to customers 

 Support of communities and societies  

 Focus on employee welfare and development  

This thesis defines the parameters of CSR as the above-mentioned points. 

 

Studies on CSR and firm performance 

Since the 1970's considerable amounts of studies have focused on analyzing the possible costs and benefits 

that would emerge from implementing socially responsible initiatives, in order to understand the effects of 

these on firm performance.  

Studies across multiple industries, with small as well as large samples, have been conducted controlling for 

various variables to try and to identify a relationship between CSR and firm performance. Four decades later, 

the many studies have produced conflicting results and there has yet to be obtained a consensus in the area, 

and attempted studies have proved inconclusive overall (Soana, 2011). However, the existing literature can 

be grouped into three main categories, namely positive, neutral or negative relationship between firm 

performance and CSR.  

The majority of the existing literature consist of studies either showing a positive or neutral/insignificant 

relationship. The contradictory results often stem from the methodologically differences, problems and 

inconsistency in measuring CSR, omitting of variables that determines firm performance, limited data related 

to one country or continent, measuring different measures of financial performance and the time-

perspective (Hirigoyen & Poulain-Rehm, 2015). 
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The following section will only discuss the positive and neutral/insignificant literature regarding CSR’s effect 

on firm performance as majority of the studies concludes either a positive relationship or a neutral 

relationship between CSR and firm performance. This is also reflected in several in-depth literature reviews 

of CSR’s effect on firm performance. For example, Beurden & Gössling (2008) conducted a comprehensive 

literature review of almost 30 studies on the linkage between CSR and firm performance, where they 

conclude that vast majority of the studies shows either a positive relationship or a neutral/insignificant 

relationship (Beurden & Gössling, 2008). This is supported by the literature review of Malik (2014), showing 

that a very limited amount of the literature shows a negative effect (Malik, 2015). A last example of an in-

depth literature review is by Allouche & Laroche (2014), who reviewd 82 studies and concludes that 92% of 

the studies showed either a positive relationship or a neutral/insignificant relationship between CSR and firm 

performance (Allouche & Laroche, 2014).   

 

3.2 Positive effects of CSR on firm performance  

The effects of CSR on firm performance is typically indirect and through a mediator variable. The function of 

the mediator variable is that it is the middle variable between the dependent and independent variable. A 

mediator variable between CSR and firm performance is typically ‘Intellectual capital’. Intellectual capital 

includes elements such as employee knowledge and competences, and customer relationship and loyalty 

(Lin et al., 2015). The mediator variable is thus explaining the relationship between the dependent and 

independent variable, and in a study by Lin et al. (2015), intellectual capital explains why CSR, through 

intellectual capital, is enhancing firm performance. Surroca et al. (2009) made similar findings as Lin et al. 

(2015), concerning the mediating role of intangible resources. They analyzed around 600 companies from 28 

countries and found that CSR has an indirect relationship with firm performance. Intangible resources 

meditate the relationship, and therefore CSR enhances intangible resources, which then enhances firm 

performance (Surroca et al., 2009). In this study, intangible resources includes innovation, human resources, 

reputation and culture (Surroca et al., 2009), which corresponds to what Lin et al. (2015) defined as intangible 

resources in their study. Moreover, Perrini & Vurro (2010) identified the exact same intangible resources as 

Surroca et al. (2009). 

 

Innovation and improved operational performance derived from CSR  

King & Lenox (2002) found that innovation derived from CSR can enhance a firm’s performance and thus 

increase profitability. They argue that if a firm for example wants to reduce its pollution, the firm needs to 
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redesign its production processes. This can then lead to material savings and a reduction on energy 

consumption and waste, which will increase the financial performance on the long run by increasing 

production-efficiency and reducing production-costs (King & Lenox, 2002). Controlling and improving cost 

efficiencies are critical factors, especially in competitive industries. This can create a CSR culture within a firm 

that will enhance operational performance. The CSR culture can build employee and managerial 

competencies, because emphasizing CSR activities as part of the firms’ culture means organization-wide 

coordination and forward thinking managerial style (Orlizky et al., 2003).  

Orlizky et al. (2003) found in their study of corporate social and financial performance that continuous CSR 

activities helps managers develop better managerial scanning skills, while it also helps the development of 

better internal processes, which minimizes the effects of external changes, turbulences and crises on a firm 

(Orlizky et al., 2003). Furthermore, the better competencies and better internal processes that comes from 

a CSR culture leads to a firm utilizing its resources more efficiently (Orlizky et al., 2003). Branco & Rodrigues 

(2006) came to same conclusion as Orlizky et al. (2003) in their study, but argues that besides the improved 

problem-solving skills that can eliminate sources of inefficiency within the firm, the most important 

advantage of the CSR culture is generally the better management skills. This is because management skills is 

the most difficult resource to imitate by competitors, and can deliver long term-term benefits (Branco & 

Rodrigues, 2006). This ultimately affect a firm’s financial performance positively. With regards to CSR 

enhancing operational performance, Mendibil et al. (2007) further add that having a high CSR focus leads to 

firms carefully selecting and auditing their suppliers, which also affects financial performance positively on 

the long run. By being thorough in supplier selection and evaluation, and constantly making sure that 

suppliers live up to the firm’s CSR criteria’s, the firm also prevents that they receive poor or defect supplies. 

Poor or defect supplies can interrupt production process or it can lead to the firm’s product getting bad 

reviews by consumers, which in turn will hurt the firm’s image and future revenue potential (Mendibil et al.. 

2007). MacGregor & Fontrodona (2008) also found that high CSR firms can improve their own future 

performance by helping their suppliers become more efficient in their processes through increased CSR 

focus. This can be done by making supplier-learning schemes, which will make the whole supply chain more 

efficient, which ultimately will benefit the high CSR performing manufacturer. Additionally, this will also lead 

to a long-term relationship with suppliers because of the collaboration and transparency structured around 

CSR activities (MacGregor & Fontrodona, 2008).  

Perrini & Vurro (2010) further add that the benefits associated with long-term supplier relationship gained 

through CSR activities are easier knowledge exchange between firm and supplier, improved coordination, 
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higher innovation potential and better quality and value delivered to the market, that contributes to reduced 

transaction costs. 

 

Employee attraction’s effect on firm performance 

Human resources can also have a great impact on a firm’s performance. Albinger & Freeman (2000) 

investigated how CSR affect the attractiveness of a firm and found that firms with a higher CSR score attract 

better job applicants to important parts of the organization such as the R&D department. The applicants who 

value a high CSR score are typically highly skilled and highly educated, and it therefore gives a competitive 

advantage in the marketplace (Albinger & Freeman, 2000).  The CSR score in Albinger & Freeman’s (2000) 

study included elements such as community investment, employee involvement, attention to environment, 

product safety and global issues. Thus, image and reputation of a firm is important to highly skilled and highly 

educated applicants. Turban & Greening (1997) found same results as Albinger & Freeman (2000), but also 

notes that firms’ with high CSR score are more attractive because the applicants is expecting to have more 

self-concepts when they are working for a firm that values CSR activities highly (Turban & Greening, 1997). 

They also found that firms with high CSR score are better at retaining their best employees. All of the 

mentioned benefits of CSR on firm-attractiveness reduces training and recruitment costs. Furthermore, by 

getting and retaining the best employees in for example R&D, firms can increase their revenue by being first-

movers in new product-types (Surroca et al., 2009).  

Hart & Milstein (2003) found in their study that by attracting the best employees, who has appropriate set 

of capabilities and skills, a firm does actually reduce its costs and thereby increase its profits by conducting 

CSR activities such as waste and pollution prevention. This is due to the required employee involvement in 

these kind of CSR activities (Hart & Milstein, 2003). They therefore emphasize that employees are a firm’s 

most important asset, and by attracting the best employees, a firm will gain competitive advantage (Hart & 

Milstein, 2003). Miles & Miles (2015) further adds that by having a high CSR score, which leads to attracting 

and retention of the best employees, a firm’s productivity increases. This is because better skilled employees 

are more productive, which in return will have a positive impact on a firm’s financial performance. 

Hence, high performing CSR firms attract the best and most talented employees and improves the human 

capital of a firm, and these employees have knowledge and competences that can enhance operational and 

financial performance. Tuzzolino & Armandi (1981) found that high CSR firms have more employee 

commitment and better work attitude, while also having higher job satisfaction and decreased turnover 

rates. By having satisfied employees, which lead to lower turnover rates, the high CSR firms creates labor 
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stability and maximizes the return on firm-specific human capital, while also mitigating the risk of transferring 

knowledge to competitors (Hasan et al., 2016).  

The positive financial effects are higher productivity and thereby better profitability (Tuzzolino & Armandi, 

1981). Studies by Peterson (2004) and Gross (2007) on employee job satisfaction derived through CSR agrees 

with Tuzzolino & Armandi (1981) in terms of the positive effects of CSR (Peterson, 2004). Gross (2007) further 

adds that CSR practices are linked to enhanced job performance and the firm’s will reduce costs due to 

increased employee retention and higher productivity. In line with these findings, Nyborg (2014) found in her 

study that in some cases, employees will accepts a lower wage in order to work for a high CSR firm, and that 

these employees are motivated to work harder. Therefore, high CSR firms are able to recruit more productive 

worker because they are more intrinsically motivated to work for a high CSR firm, and thus are therefore 

more productive (Nyborg, 2014). High CSR firms also attract employees that are more cooperative. This is 

because of the high focus and praise of employees in these high CSR firms, and also because of the group 

dynamics culture which stimulates motivation and effort. Hence, Nyborg (2014) argues, that CSR can have 

cost advantages for firms. This is typically most relevant for white-collar employees, where high level of skills 

and knowledge are needed, and where knowledge is a competitive advantage for firms, which is why CSR 

helps creating a competitive advantage by attracting the best employees in the industry (Nyborg, 2014).  

Besides the external CSR activities of firms, which helps to attract employees, internal CSR activities is also 

an important factor in attracting employees. Such employee-related CSR activities include meeting labor 

union demands, providing the best health care and retirement benefits and valuing diversity in the 

workplace. Banker & Mashruwala (2007) found in their study that this can improve employee productivity, 

enhance job satisfaction and ultimately improve employee motivation. The outcome is better operating 

performance, which will then result in higher profitability and higher market value for firms (Banker & 

Mashruwala, 2007). Therefore, being a high CSR firm, both externally and internally, can attract the best 

employees, which then in turn will enhance firms’ financial performance and profitability. 

 

Reputation’s effect on firm performance 

As mentioned, then CSR has a very positive effect on firms’ reputation, and several studies has found that a 

better reputation gained through CSR will increase sales and revenue, which ultimately will increase firm 

value. Brown and Dacin (1997) argues that when consumers buy new products, they often lack information 

about product attributes, and therefore draw connection to the firm’s reputation as an indicator for quality. 

In this regard, CSR is can be a great contributor to enhancing firm perception and trustworthiness, which 
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then leads to customers buying a firm’s product because of the positive associations between the product 

and the firm (Brown and Dacin, 1997). Positive CSR association of a firm is important and influence 

consumers’ opinion of a firm’s product, making it more likely that a customer will buy the firm’s product 

because of the CSR associations (Brown and Dacin, 1997).  

Lev et al. (2010) made similar findings in their study. They argue that CSR activities are associated with 

subsequent revenue growth. Having many CSR activities and being a high CSR firm increases firms reputation 

and brand recognition among customers in a similar way as advertising does, ultimately enhancing future 

revenue growth (Lev et al., 2010). Lev et al. (2010) also mentions that CSR enhance brand equity and thereby 

attract and retain customers. Furthermore, they argue that CSR enhances a firm’s reputation, which in return 

enhances customer satisfaction and financial performance through revenue growth (Lev et al., 2010). Hence, 

customer satisfaction mediates the relationship between CSR and financial performance, and a better 

customer satisfaction is achieved through increasing amount of CSR activities (Lev et al., 2010). High CSR 

firms’ will have more loyal and satisfied customers, and Lev at al. (2010) adds that the effect of CSR is greater 

in industries where a firm’s image is important to customers. Another effect of a good reputation that is 

achieved through CSR is that the reputation can create a distinct point of difference and influence consumers 

choice.  

Manaktola & Jauhari (2007) argues that in a situation where two products are identical in terms of 

functionality and features, but one firm has a superior environmental performance, then consumers will buy 

the product from the firm with a superior environmental performance. A strong reputation gained through 

CSR and good environmental performance can therefore be a differentiation strategy than can lead to a 

competitive advantage. Singh et al. (2007) support this finding by arguing that strong CSR performance will 

enrich a brand and increase a firm’s brand value. The higher brand value can influence consumers in their 

assessment and recommendation of products, while also increasing brand loyalty for the high CSR firm. A 

support of this view is found in McWilliams & Siegel (2001) study, in which it is argued that a good reputation 

gained through CSR is a strong indication for quality and reliability to consumers. They found that consumers 

believes that firms with a high CSR status are more reliable and therefore their products are of higher quality 

(McWilliams & Siegel, 2001). Thus, reputation also creates customer loyalty, which ultimately affects a firm’s 

financial performance. Good reputation not only creates a strong relationship with customers, but it also 

creates better relationship with suppliers, which can affect the cash flow positively because of better credit 

and payback terms of bought materials (Roberts & Dowling, 2002). Roberts & Dowling (2002) found that 

firms with good reputation have better financial performance and are able to maintain higher profits over 

time. Furthermore, firms with good reputation also have better relationships with banks and therefore 
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negotiate better loan-terms, and thus saves money when lending money (Roberts & Dowling, 2002). 

Therefore, when a firm is conducting CSR activities, it can also increase its shareholder value by increasing 

the firms’ bottom line through reduction of costs and increased sales (Hart & Milstein, 2003). 

 

3.3 Neutral and insignificant effect of CSR on firm performance 

As mentioned at the beginning of this section, many of the studies in the field of CSR and firm performance 

also finds that CSR have insignificant effects on firm performance, meaning that the effects are neutral. 

Scholars supporting the view of neutral relationship argue that the profits from socially responsible initiatives 

will be offset by the initial cost it takes to performs these (Pan et al. 2004). Other advocates that there are so 

many intervening variables between CSR and firm performance, there is no reason to expect a relationship 

to exist, except by chance. Thirdly, measurement problems that have existed throughout the years may mask 

over possible relationships between CSR and firm performance (Waddock & Graves, 1998). 

A study conducted by Alexander & Buchholz (1978) indicates that the degree of CSR measured by business 

men and students rating 50 leading US firms had no significant relationship to stock market performance, 

and further indicated that there is no significant relationship between risk levels of stocks and social 

responsibility. The findings of the study were in contrast to both Moskovitz (1972) that showed a positive 

relationship between firm performance and CSR, and to Vance (1975) that found a negative relationship 

between CSR rankings and firm performance despite both studies using the same CSR rankings. Alexander & 

Buchholz (1978) tried to mitigate the empirical deficiencies in the two other studies as Moskovitz (1972) and 

Vance (1975) respectively only evaluated stock performance over a six month and a 3-year period where as 

Alexander & Buchholz (1978) examined the firms over a period of five-year making a more definitive 

statement compared to the two other studies. The findings of Alexander & Buchholz (1978) were consistent 

with the efficient-market hypothesis that assumes the stock markets are efficient and that relevant new 

information to a firm’s earning are immediately incorporated into the stock price (Alexander & Buchholz, 

1978). A majority of the firms in the study by Alexander & Buchholz (1978) did not obtain abnormal returns 

compared to the rest of market when taking the risk level/beta into account, despite that the leading firms 

were perceived to be high CSR firms. This supports the view that the effects of CSR on firm performance were 

non-existent, meaning that a neutral and insignificant relationship between CSR and firm performance exists. 

In another study by Abbott & Monsen (1979), the annual reports of 450 firms from the Fortune 500 were 

analyzed, in which their CSR performance were assessed by monitoring 28 different variables. Subsequently, 

the firms were split into two groups based on their CSR performance and the researchers examined the 

profitability of the firms. The authors discovered that the difference between the rate of return in the high- 
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and low CSR performing groups were almost non-existent, even after controlling for the size of the firms 

(Abbott & Monsen, 1979). The study was line with the view of Alexander & Buchholz (1978) that high CSR 

firms does not increase nor decrease the total rate of return from the investors’ perspective.  

Aupperle et al. (1985) examined the relationship between CSR and firm performance by measuring the firms’ 

orientation toward CSR. A forced-choice survey were used and answered by 241 CEOs in different American 

companies in order to assess their social orientation (Aupperle et al., 1985). By doing so, the bias in the 

response were minimized, thus correcting for previous studies with weak methodologically that produced 

various results. The social orientation of the firms were assessed based on the importance it placed on the 

non-economic factors legal, ethical and discretionary in comparison with economic factors. The former was 

categorized as a ‘concern for society’ while the latter was categorized as a ‘concern for economic’ 

performance.  Firms getting high scores on the ‘concern for society’-scale had a strong CSR focus (Aupperle 

et al., 1985). To examine the relationship between CSR and firm performance, the ‘concern for society’ score 

were correlated with the firm performance. The study made use of return on assets, both on short term and 

long term, and also adjusted for risk across firms as indicators for financial performance (Aupperle et al., 

1985). The multiple tests showed that there was no significant relationship between a strong orientation 

toward CSR and the firm performance even when looking at ROA on both short- and long term whether 

adjusted or unadjusted for risk (Aupperle et al., 1985). 

In one of the biggest studies conducted, Waddock & Graves (1997) found a positive relationship between 

CSR rankings and firm performance, examining all firms in S&P 500. The study controlled for variables such 

as financial performance, CSR, firm size and risk, but still found a positive relationship and linked the positive 

relationship to the good management theory (Waddock & Graves, 1997). However, McWilliams & Siegel 

(2000) repeated the study and corrected for the flaws in Waddock & Graves (1997) study by also controlling 

for the R&D variable that is an important factor for future firm performance, and thus re-specified the model 

used in Waddock & Graves (1997) and other studies (McWilliams & Siegel, 2000). The excluding of R&D has 

in many studies led to misspecifications in the models examining the relationship between CSR and firm 

performance, and often lead to CSR affecting firm performance positively. McWilliams & Siegel (2000) found 

when controlling for R&D, CSR had a neutral relationship on firm performance, especially in industries with 

high R&D intensity.  

Furthermore, Soana (2011) examines the effect that CSR has on firm performance using ethical ratings of 

internationals bank as a CSR measure, and test their relationship with firm performance, both looking into 

the market return and accounting ratios such as ROA.  The study found a very insignificant and neutral 

relationship between CSR and firm performance. 
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Supplementing the many studies that has found a neutral and insignificant relationship between CSR and 

firm performance, a more recent study by Choi & Jung (2008) also found no association between CSR and 

financial performance when examining Korean companies. This supports the findings of Alexander & 

Buchholz (1978), Abbott & Monsen (1979) and Aupperle et al. (1985), in which all concludes that the 

relationship between CSR and firm performance is neutral and insignificant. The mentioned studies only 

represent a small proportion of the many studies that has found a neutral and insignificant relationship 

between CSR and firm performance, where the findings are very similar.  

A reason for the inconsistent findings in the literature can largely be due to a variable omitted in some 

studies: the industry type. Several studies, such as the study by Lin et al. (2015) and Chand & Fraser (2006), 

suggests that the industry type, which is denoted as the moderator variable, is an important variable to 

consider when measuring whether CSR has a positive or neutral/insignificant effect. Chand & Fraser (2006) 

argues that industries operate in different contexts in relation to social and environmental concerns, and 

therefore stakeholders does not have the same expectations across different industries. Therefore, CSR 

mostly have a positive effect on firm performance for companies operating within environmentally sensitive 

industries and the effects of CSR is much stronger for these companies.  

Lin et al. (2015) makes the same arguments and add that the cost of CSR activities will equal the benefits 

from it for firms in environmentally non-sensitive industries. An industry is environmentally sensitive if the 

companies in that industry can affect and damage the environment heavily in their production processes (Lin 

et al., 2015). Examples of environmentally sensitive industries are oil and gas industries, while examples of 

environmentally non-sensitive industries are food and beverage industries. Furthermore, Lin et al. (2015) 

classifies the pharmaceutical industry as a non-environmentally sensitive industry, which is due to the 

production process of pharmaceutical companies not affecting or damaging the environment heavily. This 

naturally leads to the questioning of whether high performing CSR firms within the pharmaceutical industry, 

such as Sanofi, benefits in a significant way from their many CSR activities. 

 

3.4 Analysis of Sanofi’s CSR report 

In this section, an analysis of Sanofi’s CSR report will be conducted in order to get an overview of the CSR 

performance of Sanofi and what initiatives Sanofi performs that makes them receive a high CSR score. It is 

only the most important and relevant elements from the CSR reports that is included and analyzed in this 

section. 
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Sanofi’s CSR strategy is anchored around four pillars. The four pillars are ‘Patient’, ‘People’, ‘Ethics’ and 

‘Planet’ (Sanofi Integrated Report, 2017).  

Sanofi defines CSR as focusing on the patients’ needs as the main pillar. ‘People’ relates to having diversity 

in Sanofi’s workplace, developing the employees and value each one of them. ‘Ethics’ is about having ethical 

standards in clinical trials, using less animal testing and having business integrity and transparency. This also 

involves supplier management and making sure that the suppliers values are aligned with the values of 

Sanofi. ‘Planet’ is about managing emission, waste and water usage in order to protect the environment 

(Sanofi CSR Report, 2016).  

Sanofi’s definition of CSR matches to a great extent what this thesis defines as the parameters of CSR. Sanofi 

acknowledges that focusing on CSR can actually improves their business performance in some way and 

therefore creates shareholder value. 

 

Focus on making medicine accessible  

Sanofi puts great emphasis on making life better for their patients, which is their main objective as a 

pharmaceutical company. This is also reflected in their CSR strategy as patients are the center of their 

activities. Sanofi strives to make medicine accessible for as many people as possible, and is therefore in 

progress with several initiatives. For example, Sanofi is developing a new malaria therapy, with the goal of 

reducing malaria incidence and mortality rates by at least 90% by 2030 (Sanofi CSR Report, 2016). In 2016, 

over 200 million cases of malaria was reported (World Malaria Report, 2017), which highlights the unmet 

needs. Sanofi will sell their therapy at very low prices in third world countries, where malaria is most frequent. 

As of now, Sanofi is already committed to fight against malaria with the drug ASAQ Winthrop, which is sold 

for 1 dollar for adults and 0.5 dollars for children for a full three-day treatment regimen. Each year, ASAQ 

Winthrop provides more than 50 million treatments (Sanofi CSR Report, 2016). As most of the malaria cases 

occur in poor African countries, Product Development Partnership and other external mechanism, such as 

the Global Fund and public sector procurement partners procure the drug, in order to make it more accessible 

for the patients in these countries (MMV, 2017). However, the profits are very insignificant, as the main goal 

for Sanofi is to provide accessible treatment for poor people. Product Development Partnership and other 

external mechanism therefore act like “public donors” and support both the patients and the pharmaceutical 

companies.  

Polio is another area that Sanofi has ongoing activities as they aspire to lower prices for the vaccines in poor 

countries in order to make it more affordable and accessible (Sanofi CSR Report, 2016).  
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The above-mentioned areas that Sanofi works on, making medicine available for as many patients around 

the world as possible, is only three among several other initiatives.  Sanofi describes how the CSR strategy of 

making medicine available for as many as possible, while also making it affordable for poor countries, creates 

value for both stakeholders and shareholders. The value creation for stakeholders is obtained by delivering 

high quality drugs to patients, as opposed to the counterfeit drugs in poor countries. Furthermore, Sanofi 

contributes towards universal health coverage and decrease the burden on the poor countries healthcare 

systems (Sanofi CSR Report, 2016).  

Furthermore, it creates value for shareholders by increasing the number of patients treated worldwide, 

which enhances the utilization rate of the production. 

This analysis of Sanofi’s ‘Patient’ CSR pillar corresponds and aligns well with the findings in the literature 

review in this thesis. For example, the study of Orlizky et al. (2003), which stated that CSR will make firm 

utilize their resources more efficiently, as the case with Sanofi, instead of having idle capacity. Furthermore, 

making medicine available to as many patients as possible also enhances Sanofi’s reputation. Better 

reputation also attracts the best employees as reputation plays a great role for skilled employees, especially 

in the pharmaceutical industry, where a feeling self-concept is important, which is also emphasized in the 

study by Turban & Greening (1997).  

 

Focus on cost  

Sanofi has begun to focus more on cost in recent years, which they illustrate in their Integrated Report, 

however only a small part of these cost savings stems from CSR activities. For example, Sanofi has built a new 

trigeneration plant in 2015, which produces three forms of energy simultaneously; hot water, cold water and 

electricity. The plant is expected to reduce the site’s energy costs by 36% and CO2 emissions by 12% (Sanofi 

Integrated Report, 2017). This will increase Sanofi’s competitiveness, and they are furthermore in the process 

of expanding this initiative by upgrading at least 3 of their sites to have trigeneration (Sanofi CSR Report, 

2016), which will lead to small cost savings from reduced energy consumption in the near future. The usage 

of trigeneration can be seen as an innovation for Sanofi, as only few of the big pharmaceutical companies 

make use of trigeneration. The reason why Sanofi invest time and money on  trigeneration is because of their 

huge focus in CSR activities. Another closely related CSR activity that Sanofi has conducted is the installation 

of a new refrigeration unit in one of their sites. The new refrigeration unit is expected to reduce energy 

consumption as well. 
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These energy related CSR activities are consistent with the findings in the literature review. However, it is 

important to note that the cost savings from more efficient energy usage are very insignificant for Sanofi 

overall profitability as Sanofi has several billions euros in costs, and the energy savings from these 

trigenerations are only around 1 million euros at maximum (Sanofi CSR Report, 2016). Waste management 

and water management is also something that Sanofi focuses on. In this area, Sanofi wants to reduce their 

water consumption and also reduce the amount of waste from their operations, and this can lead to relatively 

small cost savings (Sanofi CSR Report, 2016). 

Furthermore, as mentioned in the literature review, King & Lenox (2002) reports that when a firm wants to 

reduce its CO2 emissions, the firm has to analyze current processes and subsequently optimize these. This 

can lead to material savings and a reduction on waste and energy consumption, which in turn can have a 

positive impact on the firm’s firm performance on the long run by increasing production-efficiency and 

reducing production costs (King & Lenox, 2002). However, it should be noted that only a very insignificant 

amount of Sanofi’s cost savings stems from CSR related activities, as majority of the cost savings are from 

simplification of the organization, operational improvement and productivity efforts, product streamlining 

and alignment of sales force in line with market dynamics (Sanofi Integrated Report, 2017). As mentioned at 

the beginning, then Sanofi has performed huge cost savings in recent years, and expects to deliver at least 

1.5 billion euros in cost savings by 2018 (Sanofi Integrated Report, 2017). This strategic cost focus is just a 

starting point for Sanofi in order to become more efficient in the future, and Sanofi will therefore continue 

to improve their operations in order to achieve more efficiency and cost savings in the future (Sanofi 

Integrated Report, 2017). The same strategy of simplifying the organization, operational improvement and 

productivity efforts, product streamlining and alignment of sales force in line with market dynamics is a part 

of the future cost strategy, and is the main contributor to improving Sanofi’s operational efficiency. 

Therefore, it is very limited how much these CSR related activities affect Sanofi’s financial performance, thus 

questioning the positive findings in the literature review. The effects of CSR therefore seem to correspond 

more with the part of the literature that advocates for a neutral/insignificant relationship.  

 

Focus on employees  

Sanofi acknowledges the importance of having, attracting, and retaining the best employees in the industry, 

which can create a competitive advantage due to the intense competition for qualified employees that exists 

in the pharmaceutical industry (Sanofi Integrated Report, 2017). This is a part of their People CSR pillar, and 

having the best employees are instrumental for the success of Sanofi’s strategy, business results and 



25 
 

operational performance, and they especially emphasis the areas of clinical development, biosciences and 

medical devices as important specialized fields to have the best employees (Sanofi Integrated Report, 2017).  

Furthermore, Sanofi reports that they are very committed to developing communities in areas which they 

operate in, while at the same time also being sustainable to the environment, and that this CSR strategy 

creates value for the society and their own business (Sanofi Integrated Report, 2017). The way it creates 

value for their own business is that Sanofi’s employee engagement makes recruitment and retention of 

especially younger generation easier (Sanofi Integrated Report, 2017).  

The effects of CSR on attracting employees is an area that a considerable part of the literature on CSR and 

firm performance emphasizes. For example, Albinger & Freeman (2000) and Turban & Greening (1997) found 

that high CSR firms’ attract and retain the best employees that are highly skilled in departments such as R&D, 

and that it can possibly give a competitive advantage in the marketplace for firms.  

However, the studies in the literature review that finds a neutral relationship between CSR and firm 

performance indicates that CSR has a very insignificant and neutral effect on firm performance, thereby also 

an insignificant effect on employee attractions and the subsequent benefits. This means that a firm will not 

benefit significantly from having a high CSR score, which again highlights the inconclusive findings in previous 

studies. Whether CSR has an effect on employee attraction and the subsequent benefits from the best 

employees for pharmaceutical companies will be elaborated in the next section, which concerns the value 

creation in the pharmaceutical industry. 

 

3.5 Value creation in the pharmaceutical industry 

In order to assess whether CSR have any effects in the pharmaceutical industry, an understanding of the 

value creating factors for the different key stakeholders are necessary. 

Payers 

The payers in the pharmaceutical industry are the most important stakeholder for the pharmaceutical 

companies, as the payers pay a large amount of the price for prescription drugs, and therefore contributes 

largely to the sales of the pharmaceutical companies’ drugs (Vellanki, 2016). Payers are typically insurance 

carriers and the government, where insurance carriers mainly earn revenue from patients paying a fee for 

their insurance, while the government’s budget derives from tax collections. As a consequence, the payers’ 

have a limited budget, and thus are not able to reimburse the full amount for all drugs. Payers therefore 

evaluate each drug based on efficacy and price and assess the proportion of the drug price they will 

reimburse, which in return reduce the price for the end-customer (the patients) will have to pay for a drug.  
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Factors that payers weigh the most are clinical outcome and level of evidence for the specific drug, and the 

total cost impact of the drug to the society (Petersen, 2017). Efficacy therefore largely determine the amount 

payers are willing to pay, however the selling price of the drug is also a deciding factor as payers have 

constrained budgets. Therefore, it is very unlikely that a firm’s CSR reputation will have any effect on payers’ 

reimbursement decisions, as payers are focusing solely on quantitative clinical data evidence. Furthermore, 

the pharmaceutical industry has for many years suffered from bad reputation mainly due to the high pricing 

of many drugs, that is contributing with increasing pressure on the payers’ constrained budgets. The most 

recent development, which stems from the pricing pressure from especially the US market, has meant that 

some pharmaceutical companies including Sanofi, have been forced to reduce their prices and increase their 

involvement of payers in the pricing before launch. The new pricing strategy by including payers in an earlier 

stage of the drug development has been adapted by many companies in order to improve the chances of 

payers covering the drugs once they are launched (Staton, 2017). However as mentioned, the covering and 

reimbursement decision overall does not depend on a firm’s CSR reputation, but rather on the efficacy and 

the safety of the drug, which the pricing pressure from payers’ around the world also indicates. No specific 

requirements or expectations exists in any country with regards to firms having a certain level of CSR or 

specific rankings on CSR indices in order to get any level of reimbursements from the payers (Petersen, 2017). 

Doctors and patients 

Another important stakeholder for pharmaceutical companies are the doctors that prescribe the drugs. This 

only concerns prescription drugs and not over-the-counter drugs. Doctors usually prescribe a drug based on 

a drug’s efficacy and what side-effects a drug can cause patients. Furthermore, insurance companies typically 

encourage doctors to prescribe drugs based on efficacy, safety and cost effectiveness, which is reflected in 

the formulary lists. Formulary lists is a list that highlight which drugs offers the most value, given the efficacy, 

safety and cost of the drug (AMCP, 2009). It is therefore used as a guiding line for practitioners prescribing a 

specific drug, and is sometimes also referred to as the ‘preferred drug list’. Thus, when a generic version of a 

branded drug exist, which has the same efficacy but cost less, the likelihood of doctors prescribing a generic 

drug will be high, and the effects of a high CSR performance by a branded company will have no effect. 

Furthermore, in numerous US states, the law mandates the pharmacists to deliver a generic version of the 

branded drug when possible, even if the doctor beforehand has prescribed a branded drug (Mishori, 2011). 

As of today, more than 70% of the prescribed drugs are generic drugs (Mishori, 2011), which reflects that 

efficacy and price are the most important factors in drug prescriptions. 

Generic drugs have the same active ingredient as a branded drug, and will therefore in vast majority of cases, 

have the same effects as a branded drug. However, other excipients may differ between a branded drug and 
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a generic drug, which can cause patients side-effects, and the efficacy level can vary to a small extent, but 

the overall function of a generic drug is identical (Morganti, 2016). Patients will as a result save a great 

amount of cost by choosing generic drugs over branded drugs. 

In addition to this, many European countries such as Finland, Sweden and Netherlands have made it 

mandatory by law for doctors to prescribe generic drugs (European Observatory, 2016). In France, doctors 

are incentivized to increase the prescription of generic drugs and if they achieve a specific quota, they will 

get compensated accordingly. This shows that doctors also have some sort of a pricing pressure when 

prescribing drugs, which minimizes the effects of CSR as doctors’ potential bias will be reduced when 

prescribing a branded drug, due to law enforcement and the compensation packages in some European 

countries that aims to promote generics over branded drugs. 

The value creating factors for patients are almost identical to those of the doctors. Patients are the “end-

customers” that use the drugs and the patients usually follows the doctor instructions in terms of the drug 

being prescribed as doctors possess a higher level of knowledge.  

An interesting element in the pharmaceutical industry is that brand-loyalty is almost non-existing for 

prescription drugs, as majority of patients and doctors switch from a branded drug to a cheaper generic drug 

when the patent expires (Anderson, 2014). This is also reflected in the sales dropping massively for branded 

drugs when the patent expires, as many patients are prescribed the cheaper generic version. Once more, this 

is a very strong indication that CSR has almost no effect when doctors and patients are choosing a drug, as 

the cheaper alternative is seen as perfect substitute in majority of the cases. Chemically, a cheaper generic 

version of a drug is perfectly similar to a branded drug, in terms of its active ingredients, meaning that 

patients receives an equivalent treatment to a drastically reduced price, and therefore heavily reduces their 

out-of-pocket costs.  

Even in the over-the-counter market, where patients are buying the drugs without any prescription, the 

effects of CSR is very minimal and insignificant as other factors and elements typically drives the sales within 

consumer healthcare. This is discussed further in the forecast section of this thesis. Therefore, there is no 

indication that CSR have any positive effects on enhancing a pharmaceutical company’s sales. 

Employees 

A last element that has been discussed greatly in the literature review is CSR’s effect on employee attraction 

and retention, and the subsequent benefits for a firm. By attracting best skilled employees, a pharmaceutical 

firm can excel in terms of having very highly qualified research and development, which is a deciding factor 

of a firm’s future pipeline and ultimately income stream. R&D includes the very burdensome clinical trials, 
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for which the requirements are ever increasing and time-consuming, and therefore by attracting better 

employees through enhanced CSR can lead to better drug development and a better showcase of a drug’s 

clinical outcome to improve chances of reimbursement that leads to reduced out-of-pockets cost for 

patients. However, with new drugs approval from pre-clinical testing to market takes on average 12 years 

(Norman, 2016), the value creation of CSR’s effect on attracting better employees is very long term and can 

be difficult to assess accurately for the foreseeable future. The effects of having and attracting the best 

employees, and the better innovation that comes with it, is therefore very hard to assess in the short term, 

compared to other industries where innovation happens to have a more immediate effect. Furthermore, a 

degree of randomness is also a part of the pharmaceutical innovation process, in terms of getting a molecule 

successfully through all phases, as the efficacy and outcome of a drug on humans are never known 

beforehand. Only 1 out of several thousands drugs that reach the preclinical trials makes it to the market 

(Medicinenet, 1999), highlighting the low success-rate that pharmaceutical companies have, even with the 

best R&D employees.  

In addition to that, the pharmaceutical industry is one of the leading industries when it comes to employee 

engagement. Research has shown that that 80% of the employees in the industry expects to continue to stay 

in the same role, compared with other industries such as health care, where only 65% of the employee 

expects to stay in the same role (O’Byrne, 2017). Furthermore, the median turnover rate and rate of 

absenteeism is significant less than the average of the industries. One of key driver is that that employees 

find purpose in their profession, which helps pharmaceutical firms to attract and motivate employees.  

The industry itself is highly regulated, and possess very qualified employees in different scientific areas and 

to prosper in drug development, it is essential for the firms to provide the great working conditions for the 

employees as every other company in the competitive industry is in queue to snatch the best possible 

employees in the industry.  As a result, companies put a lot effort to attract the best R&D employee, and 

even though the firms do not perform well in terms of CSR rankings, they are still able to attract some of the 

best employees. 

This is in contrast to the positive findings in the literature regarding CSR and employee attraction. For when 

low performing CSR firms can attract highly skilled R&D employees, it neglects the possible effects of CSR can 

have on employee attraction in the pharmaceutical industry, thus meaning CSR becomes insignificant in 

employee attraction.  
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Conclusion on CSR’s effect in the pharmaceutical industry 

With the analysis in the previous section regarding the value creation for key stakeholders in the 

pharmaceutical industry, it therefore becomes clear that there is no indication that CSR will have any 

significant positive effect on firm performance in the pharmaceutical industry. Part of the 

neutral/insignificant findings in the literature review further intensify this conclusion by highlighting 

variables that can affect whether CSR will have a positive effect on firm performance. These variables 

includes R&D as a control variable and the industry type as a moderator variable. The pharmaceutical 

industry has a very high level of R&D and when controlling for R&D in the analysis of CSR’s effect on firm 

performance, the effects of CSR becomes insignificant and neutral, which was mentioned in the literature 

review. Furthermore, according to the literature review, CSR mainly has the greatest effect in 

environmentally sensitive industries, due to stakeholder expectations. However, the pharmaceutical 

industry cannot be classified as a very environmentally sensitive industry, hence neutralizing the effects of 

CSR. 

Furthermore, the insignificance of CSR’s effect in the pharmaceutical industry were also reflected through 

the most two important stakeholders, the payers and the doctors, that did not consider a firm’s CSR 

performance when evaluating a drug, as other factors such as drug efficacy and price are more decisive 

factors. 

The enhanced brand reputation gained from a high level of CSR does not seem to benefit Sanofi, as the 

payers and the doctors does not weigh a company’s CSR performance when reimbursing and prescribing a 

drug respectively. The pharmaceutical industry therefore also differs from other industries, as it is very 

much regulated and the “end-customer”, which is the patients, are not able to choose the drugs 

themselves. As a result, the direct firm-to-customer relationship is very weak, meaning that a better brand 

equity gained through CSR will have an insignificant effect to the patients. 

Another indication that CSR has an insignificant effect in the pharmaceutical industry is by inspecting the 

different CSR indices and the performance of firms both included and excluded in the indices. The most 

well-known CSR index, the Dow Jones Sustainability World Index has included Sanofi for the past 11 years, 

as mentioned in the CSR analysis of Sanofi. However, when inspecting other large pharmaceutical 

companies such as Johnson & Johnson and Novo Nordisk (RobecoSam, 2017), it is found that both firms 

have been excluded from the World Index numerous times due to not having a satisfactory CSR score. In 

comparison with Sanofi, that achieved to be included for 11 years consecutively, the high level of Sanofi’s 

CSR performance is indisputable (RobecoSam, 2017). However, both Johnson & Johnson and Novo Nordisk 
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have outperformed Sanofi on a few selected key financial ratios, even though Sanofi has a better CSR score. 

These key ratios are illustrated and analyzed in the peer financial analysis section of this thesis.  

Therefore, having a high CSR score in the pharmaceutical industry seems to have an insignificant effect on 

firm performance. Furthermore, the effects of employees in the pharmaceutical industry is also hard to 

assess in the short term due to the year-long time the development of a new drug takes. Moreover, CSR’s 

effect on attracting the best employees in the pharmaceutical industry is also minimized as the industry in 

advance is very competitive in terms of providing great working conditions, and the investment in CSR 

might not necessarily change the possibilities of attracting best skilled employees. Hence, even if CSR might 

have a small effect on employee attraction, the effect is hard to access due to the long innovation time and 

the degree of randomness that is involved in new drug development, as only 1 out of several thousand 

drugs reach the preclinical trials. Even when a drug then reaches the preclinical trials, there is still a high 

chance that the drug do not get launches, as a high failure rate exists throughout the three phases of 

clinical trials. 

Therefore, despite the findings of many positive effects in the literature from CSR on firm performance, the 

effects in a pharmaceutical company context seems very insignificant based on the analysis.  As a result, the 

CSR’s effect on a pharmaceutical company thus lean more towards the neutral/insignificant findings in the 

literature review, especially taking the value creation in the pharmaceutical industry into consideration. 

Sanofi’s high CSR performance does therefore not create much value for their shareholders and potential 

new investors. 

As the CSR and its potential effects have been analyzed and discussed, and since it has been assessed that 

CSR has no significant effect in the pharmaceutical industry, an analysis of Sanofi’s competitive landscape is 

necessary as a first step in the valuation. This is done in order to get an in-depth knowledge and 

understanding of the environment and the industry that Sanofi operates within, and to determine how Sanofi 

is positioned strategically. This will contribute to the creation of a strong foundation for the forecast of 

Sanofi’s future earnings later in this thesis. The strategic analysis is conducted in the next section. 

4. Strategic analysis 

An important part of a valuation is the strategic analysis, in which the drivers of a company’s future 

performance is found and assessed. The strategic analysis conducted in this thesis, is split up in two 

components: Firstly, a PEST analysis of the macro environmental factors that influences Sanofi will be 

conducted, followed by an analysis of the industry attractiveness of each of Sanofi’s healthcare areas, 
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combined with the competitive position of Sanofi within each respective healthcare area. This is done by 

using the GE/McKinsey framework.  

Both the PEST and the GE/McKinsey framework gives an in-depth knowledge about the competitive 

landscape that surrounds Sanofi and by combining these, it will provide a strong foundation for the forecast 

later in this thesis.  

Legal factors are included in the PEST analysis, as these factors are very relevant in the pharmaceutical 

industry. The legal factors are merged with the political factors, as they are very similar by nature. 

 

4.1 PEST analysis 

In the following section, the PEST-framework is used to assess the macroeconomic factors that can have a 

profound effect on the performance of Sanofi. The framework includes the political, economic, socio-cultural 

and technological factors, however with legal factors being analyzed in combination with political factors as 

these are closely linked. 

 

Political factors 

All aspects of the pharmaceutical company’s revenues and earnings are highly dependent of the 

governmental laws and regulations applied to them (Sanofi, 2018). Changes in policies can affect key 

stakeholders as payers and also affect their negotiations with the companies in the industry. Most of the 

firms’ income in the industry is dependent on the reimbursement provided by payers as previously 

mentioned in the value creation section, as many patients themselves cannot cover the drug prices mandated 

by firms.  

Healthcare costs have for a long time been outgrowing GDP mainly due to a growing elderly population in 

mature markets and growing population in emerging markets, along with an increase in life expectancy 

globally (Petersen, 2017). On average, 75% of health spending comes from public sources, either government 

or insurance companies in OECD countries (OECD, 2015) and even if drugs only make up a smaller portion of 

overall health care spending, the high margins in the industry has made it an easy target for governments 

and insurance companies to reduce costs in this area. 

Recently, the pricing pressure has intensified in the US market after years of public pressure (FT, 2016). 

Furthermore, the purchase benefit managers (PBMs) has consolidated in the market and thereby increased 
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their leverage in rebate-negotiations with companies regarding drug prices (Sanofi, 2018). The formulary list 

is a preferred drugs category, and some insurance companies does not cover drugs that are not included in 

the formulary list. This can lead to reduced sales for companies when drugs are excluded from the list as the 

firms’ access to the patient population is reduced. Furthermore, this also means increased out-of-pocket 

costs for patients and thereby limiting accessibility of the drugs.  

For instance, Sanofi increased their rebates for their Lantus drug during 2014-2016 to access the formulary 

list and thereby ensure reimbursement. However, when two large PBMs replaced them by changing to 

cheaper treatments, Sanofi’s diabetes revenue decreased by 22% the following quarter as millions of patients 

lost covering and led by having increased of out-of-pocket costs for the treatment (MedicalXpress, 2017).   

The governments globally can therefore influence the revenue of pharmaceutical firms through healthcare 

reforms, budgets to pharmaceutical spending and their cost-containment policies.  

Health authorities globally also affect the overall business as their regulatory requirements and approval rate 

has a vital impact on the firms’ performance. The US Food and Drug administration has of lately had more 

demanding requirements in the form of higher expected level of evidence, transparency and document 

handling from the clinical trials and the number of patients enrolled all have led to surging cost in R&D for 

pharmaceutical firms (Abdukadirov, 2016). Furthermore, it was demanded by law in Japan that the clinical 

trials also were performed on a large group of Japanese people as well to get marketing approval meaning 

that you have to conduct double clinical trials if you want to access the Japanese market, which naturally 

leads to higher development cost (Chiu, 2013).  

Patents or intellectual property right (IPR) in the pharmaceutical industry are vital as the drug development 

costs are very high, and in order to ensure sufficient financial return on the drugs, exclusive protections of 

drugs are granted which leads to higher revenue for drug developers. Hence, changes in patent legislation by 

governments and health authorities can therefore affect the revenue of Sanofi greatly. 

Patents present a risk for Sanofi globally, but problems have especially occurred in emerging markets. In 

these markets, there is lack of patent-protection, thus partly limiting the business in these areas (Sanofi, 

2018).   

In more mature markets as Europe, the patent-regulations concerning medicinal products are under review 

as a response to the high drug prices, as advocates of new changes argue that the patent-exclusivity duration 

of possible 20 years undermine access for generis to the market (Dionisio, 2017). Outcome of these 

regulations will affect the industry greatly as the duration of the patents are very influential on the drugs’ 

return.  
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When patents expire, pharmaceutical revenues drop drastically due to generic version of the drugs become 

available. Politicians have long sought for acceleration of generics dugs to the market to reduce health care 

expenditures. Furthermore, as mentioned in the value creation section, many European countries have 

mandated by law that doctors and pharmacists are required to prescribe generics to obtain cost-reductions, 

and as a result prescriptions suffer less exposure to patients. This development represents a challenge for 

Sanofi and other branded drug companies. 

 

Economic factors 

The pharmaceutical market is very closely linked to the economic growth globally, especially for firms as 

Sanofi as they are present in every region of the world. Slowdown or rapid grow of the global economy, big 

markets or emerging markets can significantly affect Sanofi’s growth. A slowdown in economic growth can 

lead to reductions in government and payers’ budgets, thus an increased difficulty for firms to receive 

reimbursement for the drugs (Sanofi, 2018). Furthermore, it can also enhance the pressure on drug prices, 

increased substation of generic drugs and exclude products from formularies if too expensive (Sanofi, 2018). 

Only a few selected economic factors, assessed as being most relevant, are discussed as Sanofi is globally 

present and numerous factors can affect their earnings. Therefore, the developments are inspected in a 

global perspective, as a too narrow focus in selected countries will only have a limited value adding affect.    

GDP  

According to the projections of PWC for the global economy in 2050, they expect an annual growth rate of 

average 2.6% in the World GDP in the period 2016-2050 and that the World GDP will double in size by 2042 

(PwC, 2017). The growth will be driven mainly by emerging markets and developing countries, where these 

economies is projected to have an annual GDP rate of 3.5%.  In comparison, the largest advanced economies 

will have a slower growth rate of just below 2%. The top 15 fastest growing economies over the next 34 years 

will all be developing and emerging markets countries. However, despite lower growth in advanced 

economies, their spending power will still remain higher compared with emerging markets (The Economist, 

2015). As a result, there will be a shift in power towards emerging markets, with China surpassing US in terms 

of GDP size (PwC, 2017). 

In addition to that, Sanofi may also be affected by economic factors such as wage levels and unemployment 

as these affect the patients’ accessibility to drugs, but also affect the choice of drugs as patients may switch 

to generic or cheaper drugs and also skip treatments, thus reducing revenue for Sanofi (Sanofi, 2018).  
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Wage & Labor Force Participation 

PWC projects that the wage gap between emerging and advanced economies will be drastically reduced by 

2030. The wage levels will expect increases which can be largely contributed the higher productivity growth 

and an expectation of long-term appreciation of the currencies (PwC, 2013). 

There are not many projections on labor participation projections globally, but one is available for the US. 

The overall labor participation rate in US increased from 1950 to 2000 to peak at 67.1%, but has since fallen 

to 62% in 2017 and is projected to further decrease towards 2060 to 57% due to the populations increasing 

working age (Toossi, 2016). These projections can partly also be assumed for other developed economies as 

they have the same demographic patterns such as aging population.  

Exchange rate 

Sanofi’s earnings can significantly be affected by the fluctuations in currency exchange rates against the euro 

as Sanofi reports their financial statements in euros (Sanofi, 2018). They are mostly sensitive to changes in 

the US dollar and to a less extent in currencies in emerging markets. As illustrated earlier, most of the sales 

were realized in the US, Europe and Emerging Markets. However, if some of the exchange rates depreciates 

against the euro, it reduces the sales for Sanofi, but a part of the losses caused by exchange rates is recovered 

as they incur expenses in these currencies as well. Furthermore, Sanofi tries to mitigate the risk and impact 

of the fluctuation in currencies by hedging (Sanofi, 2018). 

 

Socio-cultural factors 

The demographic changes of the population greatly influence the disease areas that Sanofi operations in, 

meaning that the underlying changes in population will affect the patient pool of Sanofi. 

Growth in population 

The world population is growing with approximately 83 million every year and is expected to increase from 

7.6 billion to 8.6 billion by 2025 (UN, 2017). Currently the developing regions totals 96.2% of the growth 

(TheGlobalist, 2017) and from 2017-2050, half of the growth in world population is expected to come from 

9 countries where as USA will be the only developed country (UN, 2017). Generally, the growth is expected 

to stem from Asia and Africa, whereas the population growth in Europe has nearly stagnated and is expected 

to decline after 2030 (EEA, 2016), thus shifting the population distribution to emerging markets. 
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In addition to the growth in the overall population, life expectancy has drastically improved globally, which 

has contributed to the increased health care expenditures around the world, but also means that the diseases 

are prevalent for a longer period of time and therefore results in potential increased revenues for Sanofi.  

With the life expectancy to increase in across all regions (EarthPolicy, 2012), changes in the age structure will 

also occur. By 2050, it is projected that 30% of population in Europe will be aged +65 compared to 19% as of 

today. In USA, the population of people aged +65 will almost double from 43.1 million in 2018 to 83.7 million 

in 2050.  

The development of the age group of +65 and older is very interesting for Sanofi as people in this group are 

more subject to chronic diseases. For example, more than 25% of the population aged +65 in the US have 

diabetes, which means that the aging population is a significant driver for the increasing prevalence of 

diabetes (Kirkman, 2012). Furthermore, the leading causes of death for older people are disease such as heart 

disease and cancer (Vann, 2016), and the increase in the age group can therefore affect Sanofi’s future 

earnings positively.  

Obesity 

The most common definition of obesity is when a patient’s BMI is greater than 30. 

Globally, obesity has been on a steady rise and almost doubled from 1980 to 2008, reaching over 500 million 

people according to WHO and 1.4 billion overweight people (WHO, 2014). More than 40 million children 

were classified as either overweight or obese. In another study, researchers have estimated that there is a 

641 million large obese population as of 2014 and if the trend continues, 18% of men and 21% of women will 

be obese by 2025 (TheLancet, 2016). Data from OECD showed that 19.5% of the adult population in OECD 

countries were obese. Furthermore, OECD estimates that obesity rates will continue to increase until at least 

2030 and is expected to be extremely high in USA, where 47% of the population is expected to be obese 

(OECD, 2017). 

Asia has surpassed 1 billion people, which equals to 40.9% of the population that are either overweight or 

obese and this has resulted in the region spending 166 billion annually. Economic growth in Asia has 

contributed to this trajectory, as food has become more accessible. With the continuation of economic 

growth in the region, an increasing prevalence of obesity is highly probable.  

China, one of the world’s biggest markets, saw an increase in overweight rates from 13.2% to 27.9% from 

1990 to 2013 (Nikkei, 2017). By 2030, estimates show that there will be an increasing prevalence of obesity 

for adults from 9% in 2018 to 11.3% in 2030 (IFS, 2017) and an obesity rate of 25% for the age group of 7-18 

(Keju, 2017). 
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Obesity is strong associated with risk factors for numerous chronic disease including cardiovascular disease 

and type 2 diabetes (WHO, 2010). One of the factors that contributes to the rising obesity is the increasing 

urbanization that can lead to more sedentary lifestyles and thus increase the risk of obesity and other related 

diseases (IDF, 2017). 

Social media 

Newest research from Global Digital reports that as of 2018, the number of internet users have surpassed 4 

billion people with a penetration rate of 53% (Kemp, 2018). Furthermore, number of mobile phone users has 

increased by 4% last year and amounts to 5.1 billion in 2018. As the technological development continues, 

internet and social media will be more accessible, especially for the developing countries as the penetration 

in technology is already present in developed countries, with rates above 85% in Northern America and 

Europe, which leaves less room for growth in these regions. In comparison, regions with fairly low 

penetration rate, such as Africa and Asia, are experiencing higher growth rates.  

The increasing role of social media platforms and technologies provides both opportunities and challenges 

for the pharmaceutical industry. An enhanced risk factor for pharmaceutical companies is increased risk of 

potential reputational damage, caused by patients through for example social media (Sanofi, 2018). 

However, pharmaceutical companies also rely more on social media to communicate about their drugs to 

patients around the world. People around the world has become more conscious as information has become 

more accessible globally, and as a result, patients have become more educated. This can contribute to 

increased self-diagnosis rates through the information they obtain themselves. As a result of the increasing 

self-diagnosis through the internet, the potential revenue for pharmaceutical companies are enhanced, 

especially within consumer healthcare where prescriptions are not a prerequisite.   

 

Technological factors 

The technological development plays a crucial role in many aspects of the pharmaceutical industry. Even 

though the industry has fallen behind other industries in terms of incorporating the newest technology, it is 

now gaining rapid speed and radical changes are undergoing (PharmaExec, 2018). However, when speaking 

about technology in pharma – there are different aspects of it and the importance hereby differs very much. 

In this section, only the most relevant technological trends within the pharmaceutical industry is included. 

Firstly, there is the technological aspect relating to the manufacturing of the drugs throughout the entire 

supply chain. One of the recent trends has been that Single-Use manufacturing platforms (SUT) is more 
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widely used due to the reduction in capital expenditures it provides through a minimized need for cleaning 

and sterilization. Furthermore, SUT provides more flexibility as firms can switch from one product to another 

and shorten set up times that ensures increased productivity and efficiency at a lower cost (Marshall, 2018).  

The other aspect that technology affects is the drug development, as scientists rely more on the latest 

technology to work more effective (Sanofi, 2018). The effectiveness of drug development is vital for how fast 

companies gets novel drugs to the market and this area therefore undergoes constantly changes. Due to the 

highly competitiveness of the industry, firms try to improve wherever possible as the average time of drug 

development and the associated costs is one of the greatest challenges for the industry currently. The drug 

development can be split in two stages; the discovery stage and the development stage. The discovery stage 

is where potential drug candidates are identified and selected, whereas the development stage is when the 

selected drugs undergo clinical trials that assess the efficacy. Artificial intelligence (AI) has gained momentum 

recently, where cloud-based AI was used for the first time in 2016 to improve drug discovery process as the 

machines detect patterns from the complex data at a higher rate. This increases the likelihood of predicting 

whether the molecules will become drug, which ultimately saves times and costs on testing (Hirschler, 2017). 

As mentioned previously under the “political factors”, the requirements from the regulatory authorities have 

resulted in drugs becoming more expensive and the handling of data more time-consuming, as there must 

be full transparency in every phase of the drug development. One example in the industry of improving the 

data handling, is Sanofi using Nature Language Generation (NLG) that automatically generates reports based 

on the data and provide recommendation of new steps and thereby streamline parts of the clinical trials that 

are necessary (Coupel, 2017). As a result, Sanofi saves two months of the process time, meaning increased 

revenue as the drug will be launched faster and utilize the patent for a longer period of time (Coupel, 2017). 

  

4.2 GE/McKinsey matrix analysis  

The following section will analyze the drug portfolio of Sanofi by assessing the attractiveness of each 

respective industry and combining with Sanofi’s internal strategic business unit (SBU) strength. 

The analysis is conducted by using the GE/McKinsey matrix model as a framework. The framework helps 

assessing the profitability of each of Sanofi’s healthcare areas, the positioning of Sanofi within each 

healthcare area, and which specific drugs that are the main drivers within some of the healthcare areas. The 

analysis is then used as a foundation for the forecast of Sanofi’s sales, where the analysis in the GE/McKinsey 

matrix model is used evaluate the expected market share for Sanofi selected drugs within each healthcare 

care.  



38 
 

Usually, the GE/McKinsey framework is used as an approach for a company’s strategic division to prioritize 

investments among business units, which is exactly what General Electrics (GE) used the framework for as 

they operated in many different business units (McKinsey, 2008). The strategic division of a company has 

three investment strategies to follow based on the analysis; Grow, Selectivity and Harvest (McKinsey, 2008). 

This is not the objective of this thesis, as this thesis only uses the GE/McKinsey framework as a tool to gain 

an in-depth knowledge of the competitive situation within each healthcare area.  

Hence, the main purpose of the GE/McKinsey framework for this thesis is to get an in-depth knowledge of 

Sanofi’s competitive position within each healthcare area, combined with an in-depth knowledge of the 

outlook of each healthcare area, so the forecast of Sanofi’s sales can be conducted with as much clarity as 

possible.   

Thus, the features of this model, in terms of getting a really in-depth knowledge of the competitive situation 

for a company with different business units, is making it a very suitable and valuable framework to use in 

connection with the forecast for a company like Sanofi, that has business units operating in different 

industries. It is therefore assessed as being a very appropriate analytical framework for the valuation of 

Sanofi. 

Another framework that is widely used in analyzing the attractiveness of an industry is Porters 5 Forces (P5F). 

Despite being frequently used, P5F has also received some critiques throughout the years, and one of the 

disadvantages of P5F is that the framework is only made for analyzing one market. Meaning that if a company 

operates within many markets, as Sanofi does, a separate analysis has to be conducted for each market, 

where some of the forces might not even differ between markets. Furthermore, P5F assumes a perfect 

market with simple market structures, whereas in a highly regulated industry like the pharmaceutical 

industry, the applicability of the model can be limited, as some of the forces might not be at work (Recklies, 

2015).   

As a consequence of the simplicity of the P5F model, it is assessed that the GE/McKinsey framework is more 

applicable to analyze the different industry attractiveness for a company like Sanofi that operates within 

many different healthcare areas, and where even some healthcare areas covers many different disease areas. 

Moreover, the GE/McKinsey framework does not only provide an analysis of the industry attractiveness as 

compared to P5F, but also the internal SBU strength is analyzed, meaning that the framework provides both 

an external and internal analysis. 

The analysis using the framework can been seen in figure 5 below. Each healthcare area of Sanofi is evaluated 

based on two variables; Industry Attractiveness and Strategic Business Unit (SBU) Strength. Industry 
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Attractiveness evaluates external factors such as market growth and size, industry rivalry and general macro 

environmental factors, whereas SBU Strength evaluate factors such as market share, growth in market share, 

drug indications and efficacy, growth in sales and patents (McKinsey, 2008). These factors are used to 

structure the analysis and evaluation of each healthcare area. 

The circles in figure 5 represents each of Sanofi’s healthcare areas, where the size of the circle illustrates the 

market size of each healthcare area. The percentage inside each circle illustrates Sanofi’s market share in 

2017 within each healthcare area. However, the market share is denoted with a “N/A” if no data regarding 

market share for a healthcare area is available. This can be due to the complexity of the healthcare area; for 

example, Sanofi’s Established Products healthcare area covers many different disease areas, which are then 

grouped under an overall SBU called ‘Established Products’.  

Lastly, the arrows in figure 5 illustrates the expected future position of Sanofi’s SBU strength and the industry 

attractiveness within each healthcare area. 

The categorization of each healthcare area in figure 5 is based on an in-depth analysis, which can be read in 

the sub-sections below. 
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4.2.1 Specialty care 

The specialty care area of Sanofi is spread in different disease areas, and the focus in the following analysis 

is therefore only on the most prominent and influential drugs and diseases, which can be a significant value 

driver of Sanofi’s future growth. The main reason for this is due to the page-limitation of the thesis, which 

makes it impossible to make an in depth analysis of all areas, as mentioned in the limitation section.  

As a consequence of the limitation, the rest of the drugs within specialty care are evaluated on an overall 

basis, I which the evaluation is based on the market conditions and Sanofi’s strengths in the analyzed diseases 

and drugs. The chosen diseases and drugs have the highest sales within Specialty Care for Sanofi and 

constitutes over 60% of the sales within Specialty care (Sanofi, 2018).  

Sanofi’s most prominent drugs within specialty care are Cerezyme/Cerdelga, Fabrazyme, 

Myozyme/Lumizyme and Aubagio/Lemtrada. These drugs are therefore also the main value drivers of 

Sanofi’s specialty care, and covers the areas of rare diseases and multiple sclerosis. 

 

Cerezyme/Cerdelga 

Cerezyme and Cerdelga are drugs for the Gaucher disease, which is a disease where an accumulation of 

glucocerebroside in certain organs and cells occurs. The consequences of this can be neurological 

complications, low blood platelet count and bone fracture (GHR, 2014). Worldwide, less than one hundred 

thousand people is estimated to be affected by this disease (NORD, 2014). Cerezyme, which was the first 

drug approved for Gaucher disease in 1994, is a form of enzyme replacement for people with Gaucher 

disease, because people subject to the disease does not have this specific enzyme to break down fatty 

materials. Cerezyme will therefore improve the condition for the patient’s liver, bones and blood cells, but it 

does not cure the disease (drugs.com, 2018). Currently, two similar treatments to Cerezyme are available, 

but Cerezyme is by far the most selling with a revenue of 730 million euros in 2017 (Sanofi, 2018). In 

comparison, the second most selling is VPRIV by Shire US with sales of approximately 280 million euros (Shire, 

2017). Pfizer, one of the world’s largest pharmaceutical companies also have a drug for Gaucher disease 

called Elelyso. However, the sales of Elelyso is nowhere near the sales of Cerezyme. The sales of Elelyso was 

under 30 million euros (PHX, 2017), which highlight that Sanofi is far ahead of the competitors in this area. 

This is further emphasized by the sales growth of Sanofi’s Gaucher disease drugs, with a growth of 

approximately 15% in 2017 and 6% in 2016. A major contributor to the 15% growth in 2017 is a new Gaucher 

disease drug, called Cerdelga that received approval in 2014, and only recently began to grow vigorously with 

sales increasing by almost 19% in 2017. The sales of Cerdelga was 126 million euros in 2017 (Sanofi, 2018). 
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Sanofi has therefore improved their market position by launching another Gaucher disease drug, which is 

also the first available oral treatment for Gaucher disease and has received patent exclusivity until 2022 

(PharmaCompass, 2017). This highlights that Sanofi is in the forefront of the competitors. Cerezyme was 

approved back in 1994 (Cerezyme.com, 2017), which highlights the strong efficacy profile that the drug has, 

since it has had such impressive sales for 23 years now, even though similar drugs are available.  

Only 5 treatments for Gaucher disease have been approved by the FDA and EMA. These treatments are 

Cerezyme, VPRIV, Elelyso, Cerdelga and Zavesca. Cerdelga and Zavesca differ from the other in the category 

by being oral medications (gaucherdisease.org, 2017). Zavesca performed sales of 88.5 million euros, 

converted from CHF (Actelion, 2017). The total market value of Gaucher disease is therefore approximately 

1,350 million euros in 2017. This equals to Sanofi having a market share of approximately a 63.5% in the 

Gaucher disease market in 2017, based on the sales of all 5 Gaucher disease treatments. 

The market of Gaucher disease is estimated to grow at a CAGR of 7.6% until 2019 with the growth declining 

moderately hereafter (Technavio, 2015), which makes the market fairly attractive considering the low 

amount of people affected globally.  

Based on the analysis of the Gaucher market, it is assessed that Sanofi will continue be a market leader in 

the future and the growth in this area will continue as Cerdelga shows promising sales growth. Furthermore, 

no threat from other pharmaceutical companies is apparent, in terms of the development of significant new 

Gaucher disease drug for the foreseeable future, and this lessen the risk of Sanofi losing the position as 

market leader. 

 

Fabrazyme 

Fabrazyme is a drug for the Fabry disease and is another area within Specialty Care that Sanofi focuses on. 

Fabry is a genetic disease that causes pain to your skin, kidneys, heart, brain and nervous system because of 

fatty substances building up in your body (WebMD, 2017). Fabry is a rare disease affecting under fifty 

thousand people. Fabrazyme is an enzyme replacement therapy, and is applicable through injection in 

patients. Fabrazyme is the first specific treatment for Fabry disease and was therefore an orphan drug in 

2001 when it was approved for sale in European countries (Evaluategroup, 2001). As of now, Sanofi is the 

primary player in this disease area in the world, and Fabrazyme is the only approved drug for Fabry disease 

in the US. Fabrazyme was approved in the US in 2003 (Evaluategroup, 2003). The only other drug in the 

market right now is Replagal by Shire US, which is only approved in some European countries but not in the 

US (Shire, 2017). Shire US actually tried to get approval for Replagal in the US market in 2012, when 

Fabrazyme had shortage of supply, but the FDA wanted more data on the drug, and Shire US pulled back the 
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application as they assessed that the necessary expenses and time consumption was not worth it (Staton, 

2012). Therefore, the US-market is competition-free for Fabrazyme, as it is the only treatment for Fabry 

disease at the moment, which means that Sanofi can continue their sales growth, especially in the US market. 

The demand for the drug is high, which the supply-shortage from 2012 demonstrates. 

The global Fabry disease market is estimated to grow with a CAGR of 6.3% until 2024 (PharmaExec, 2015), 

which can turn out to be very lucrative for Sanofi as most of the sales are achieved in the US and no other 

drugs are commercially available in the US other than Fabrazyme at the moment. However, a new drug called 

Migalastat is expected to launch in the US by 2020, after being rejected by the FDA at first. This new drug is 

not seen as a great threat for Sanofi, as its indication only makes up 35% to 50% of the patient population 

(Shanley, 2018), and Sanofi will therefore continue to be market-leader within Fabry disease with a very 

minor decrease in market-share after 2020. The Fabry disease market is thus expected to grow, which can 

be largely contributed to the doctors’ increasing awareness of the disease and consequently higher diagnosis 

rates (PharmaExec, 2015). Sales from Fabrazyme was 722 million euros in 2017 (Sanofi, 2018), and the growth 

rate of Fabrazyme sales has also been increasing for the past many years, with an average sales growth of 

27% from 2013-2015, while the growth has slowed down slightly to 13.9% in 2015-2016 and 7.1% in 2016-

2017.  

 

Myozyme/Lumizyme 

Myozyme/Lumizyme is a drug for the Pompe disease. Pompe disease especially affects muscle cells because 

the body is unable to make an enzyme that breaks down a sugar called glycogen (Mohney, 2017). When the 

body does not break down glycogen, it can lead to disability or death. The reason why both Myozyme and 

Lumizyme is mentioned is because it is the same drug, but Myozyme is indicated for patients under 8 years 

old and Lumizyme is indicated for patients over 8 years old (Guo et al., 2012). It is the only enzyme 

replacement therapy approved in the world. Myozyme was granted approval in 2006, while Lumizyme 

granted approval in 2010 (Genzyme, 2010). Similar to the Fabry disease, the Pompe disease affects under 

fifty thousand people worldwide (Genzyme 2008). However, the market is still lucrative from a financial 

standpoint, where the market is estimated to grow at a CAGR of 11.4% by 2020 and have a market value of 

around 1.3 billion dollars in 2020 (Technavio, 2016). Based on the market report and the lacking competition, 

the sales growth of Myozyme/Lumizyme is expected to continue with approximately 10% for the foreseeable 

future, the same growth of the previous four years. The sales of Myozyme/Lumizyme increased to 789 million 

euros in 2017 (Sanofi, 2018).  In addition, Sanofi actually has a new treatment for Pompe disease in clinical 

trials phase 3 called neoGAA. This treatment has showed great results with a higher glycogen reduction 
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(Genzyme, 2016). This will make it even harder for other companies to launch Pompe disease treatments 

because Sanofi will be far ahead in terms of expertise, and also have patents for many years to come.  

The growing Pompe disease market will thus benefit Sanofi financially, especially because they possess the 

only approved enzyme replacement therapy, and therefore have the full market-share. 

The reason why Sanofi has a high profitability on their rare specialty drugs, such as Fabrazyme, Cerezyme 

and Myozyme/Lumizyme, even though under one hundred thousand people are affected, is because the 

price on drugs for rare diseases is much higher compared with the prices on drugs for non-rare diseases. For 

example, a single treatment of Fabrazyme costs on average 5,000 dollars, and the annual cost per patient for 

Fabrazyme or Cerezyme can easily exceed over 200,000 dollars, while the cost for Myozyme/Lumizyme is 

over 300,000 dollars. Furthermore, the prices of the treatments is not getting cheaper (Herper, 2012). 

Specialty drugs for rare diseases are typically hard to administer and it may require special handling, such as 

being shipped with dry ice in order to keep it cool (Tobias, 2017).  

 

Aubagio/Lemtrada 

Aubagio was approved by the FDA in 2012 (Genzyme, 2012) and is a drug for multiple sclerosis. Multiple 

sclerosis is a disease where parts of the nervous system is damaged and can cause problems such as double 

vision, muscle weakness and trouble with coordination. Aubagio does not cure multiple sclerosis, but reduces 

the number of relapses. The number of people affected by multiple sclerosis worldwide is estimated to be 

more than 2.3 million people and 400,000 in the US (NMSS, 2010), which is a larger patient population 

compared with diseases of Fabry-, Pompe- and Gaucher. Even though Aubagio is the highest selling drug for 

Sanofi within Specialty Care, with sales of 1,567 million euros in 2017 (Sanofi, 2018), the competition is also 

greatest in this market. There is also other companies, such as Teva Pharmaceuticals, Novartis and Biogen, 

that have treatments for multiple sclerosis, exceeding sales above 1 billion euros. The most prescribed 

multiple sclerosis treatment is Copaxone by Teva Pharmaceuticals. This drug achieved sales of 4,223 million 

dollars in 2016, an increase of 5% compared to 2015 (Teva, 2017). However, it is Biogen that have had the 

highest sales from multiple sclerosis in 2017, with total sales of 9 billion dollars stemming from their six 

multiple sclerosis drugs (Gatlin, 2017). Their drug Tecfidera is the world’s top selling oral multiple sclerosis 

drug with sales of 3,968 million dollars in 2016, while their top injection multiple sclerosis drugs, Avonex and 

Tysabri, sold approximatly 4,300 million dollars combined (Biogen, 2017). Biogen is thus the market leader 

within multiple sclerosis treatments. In comparison, Sanofi had sales of 2 billion euros for their two multiple 

sclerosis drugs; Aubagio and Lemtrada. Lemtrada was approved in 2014 and is injectable, while Aubagio is a 

pill (Drugs.com, 2014). However, the sale of Lemtrada was only 474 million euros in 2017, however with a 
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11.5% growth in sales. Aubagio experienced a 21% sales growth from 2016 to 2017 in comparison. As 

mentioned, then Biogen is market leader within multiple sclerosis, but Sanofi still has a decent market share 

of approximately 15% in 2017 (Sanofi, 2018).  

The reason why several companies have multiple sclerosis drugs with sales over 1 billion euros is because the 

market is considerably big and grows every year. This growth is mainly due to more patients being diagnosed 

and patients living longer. Multiple sclerosis is a lifelong disease and the different companies make 

innovations to the area by reducing the patient burden and increasing patient adherence, thus making life 

easier for patients. However, the efficacy and side effects are different for each drug (Anderson, 2018). More 

than 9 major pharmaceutical companies have treatment for multiple sclerosis demonstrating a competitive 

market (BusinessWire, 2018). 

Sanofi’s position in this attractive market is relatively good as of now, which is also reflected in the sales trend 

of Aubagio. Since Aubagio was approved in 2012, an explosive increase in sales have been experienced within 

the first two years with the sales-growth rate gradually declining; 161% from 2013-2014, 101% from 2014-

2015, 49% from 2015-2016 and 21% from 2016-2017. Aubagio is the fastest growing oral multiple sclerosis 

drug, and a sales growth is expected in the coming years, especially due to Aubagio being an oral drug as oral 

drugs are preferred by patients (Sanofi, 2018).  

In terms of new competitors within the multiple sclerosis market,  Roche’s new drug Ocrevus, was approved 

in 2017 and is expected to take a great amount of market-share from Biogen’s big-seller Tysabri over the next 

3-4 years, which also mean that this new drug can potentially slow down the sales growth of Sanofi’s Aubagio 

and Lemtrada sales. Ocrevus has showed a really good benefit-risk profile and high efficacy in clinical trials 

(Roche, 2018), and is seen as an important new treatment within multiple sclerosis. However, Ocrevus’ 

clinical results is almost on par with Aubagio’s clinical results, and the effects on Aubagio’s sales are therefore 

not so massive. Aubagio has demonstrated very high efficacy and safety in clinical trials, and is proven to be 

a very good long-term treatment for multiple sclerosis (O’Connor, 2016), and therefore, an increasing 

growth-rate is still expected for Aubagio.  

Therefore, even though Sanofi is not a market leader within multiple sclerosis, Aubagio can still secure Sanofi 

satisfactory profits in the coming years, as Sanofi has multiple patents on Aubagio that runs until 2026 and 

2034 respectively (PharmaCompassB, 2017). This can secure a stable growth in sales in the coming years, 

despite the tough competition in the multiple sclerosis market, exactly because Aubagio is an oral treatment 

and has shown high efficacy and safety in clinical trials. The multiple sclerosis market is estimated to grow at 

a CAGR of 6.3% from 2017-2025, reaching an estimated market value of 20 billion dollars in 2020 and 27.4 

billion dollars in 2025, thus making it a very lucrative market (ResearchAndMarkets.com, 2017). Multiple 
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sclerosis drug prices have also been increasing each year, with average price increase of 10%, which make 

the multiple sclerosis market the most attractive within Specialty Care (Tobias, 2017).  

Based on the analysis of Sanofi’s different drugs within Specialty Care, it is evident that Sanofi has a very 

strong positioning within the Specialty Care area, and is the leading company in several financially profitable 

diseases, while being top 5 in others. Therefore, Sanofi is placed in box 4 in the GE/McKinsey Matrix, where 

their business unit strength to be high and market attractiveness is medium. The fact that many specialty 

care diseases have a low patient population does not affect the profitability negatively for Sanofi, because 

the price of the treatments are much higher, and therefore make up for the low population. Furthermore, as 

the market for the different diseases within specialty care are expected to grow further, there is a possibility 

that Specialty Care can move to box 1, where the market attractiveness is high. The reason why the industry 

attractiveness can be classified as high is also due to the lack of generic competitors, which means that 

companies like Sanofi will get much higher revenue, even though the market size is lower. Therefore, the lack 

of competitors, combined with an increasing growth rate, can make the Specialty Area attractive from a 

financial perspective. The revenue from Specialty Care has increased every year the past 5 years, with an 

average growth of approximately 20% (Sanofi, 2018). 

As of now, Specialty Care is Sanofi’s third largest area, measured on revenue, with a revenue of 6.7 billion 

euros in 2017 (Sanofi, 2018). The increasing growth therefore makes it an even more important area in the 

future.  

 

4.2.2 Established products  

The Established Products area of Sanofi are spread in different disease areas as the case with Specialty Care, 

and the focus in the following analysis is therefore only on the most prominent and influential drugs and 

diseases, which can be a significant value driver of Sanofi’s future growth.  

Sanofi’s most prominent drugs within their established products area are Lovenox, Plavix, and Avapro. 

Lovenox 

Lovenox is a drug for the disease thrombosis. Thrombosis is also known as blood clot, and the blood clots are 

formulated inside blood vessels. Many people are affected by this disease each year, and in the US alone are 

around 1 million patients affected by thrombosis each year (WorldThrombosis, 2018). There are several 

similar blood thinning drugs in the market with Eliquis by Bristol-Myers Squibb and Pfizer being the highest 

selling, with sales of 4.87 billion dollars in 2017 (Sagonowsky, 2018). Xarelto is the second highest selling drug 

within thrombosis. Xarelto is a joint drug by Johnson & Johnson and Bayer, which had sales of around 3.4 
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billion dollars in 2017 (Weintraub, 2017). In comparison, Sanofi’s Lovenox had sales of 1,636 million euros in 

2016, with a 3.7% decrease in sales in 2017 to 1,575 million euros. Other big drugs within thrombosis are 

Pradaxa from Boehringer Ingelheim, which had sales of 1.4 billion euros in 2016 (ThePharmaLetter, 2017), 

with the sales increasing the last 3 years. Therefore, Sanofi is clearly not market leaders in thrombosis, and 

the competition is strong. Furthermore, Sanofi has also had a decrease in sales of 4.8% between 2015 and 

2016, which shows a negative trend in sales. This trend may continue in coming years, with a decrease in 

sales between 2-4%, as experts estimate that the new generation of blood-thinning drugs, known as oral 

anticoagulants will gain more sales in the coming years. The new generation of blood-thinning drugs are 

Xarelto, Eliquis and Pradaxa (Scott, 2017). These are all oral medications, while Sanofi’s Lovenox is injectable. 

With injectable treatments, patients’ need regular blood tests which is not necessary for oral medication, 

that makes the whole process easier for both patient and doctor. However, only Pradaxa has an antidote that 

can stop bleeding caused by the blood thinning (Terry, 2017), which can slow down the sales growth of 

Xarelto and Eliquis. Doctors’ say that the ability to reverse the effects of blood thinning medications, by 

thickening the blood in order to stop patients from bleeding uncontrollably, is a very important factor 

(Hilzenrath, 2015). It therefore become obvious that Sanofi’s Lovenox faces a lot of competition, and high 

growth-rates in terms of sales seems unlikely, unless Sanofi presents new indications. However, Lovenox still 

has a great amount of market share, with sales being over 1.5 billion euros in 2017, but is far of eing market 

leader since several other drugs have higher market share and better sales-growth prospects. Nevertheless, 

the global thrombosis market is expected with a CAGR of 4.4% from 2016 to 2024 (GlobalMarketInsight, 

2016). However, even though the thrombosis market is estimated to grow even faster in the future, Sanofi 

and other big pharmaceutical manufacturers also faces competition from generic brands within the 

Established Products area. This is clearly reflected in Lovenox falling sales-trend from 2013 to 2017, where 

sales have fallen by approximately 5% per year. The biggest drop in sales came in 2010, when Lovenox’s 

patent expired and a generic version of Lovenox by Sandoz was introduced in the United States, which 

lowered the sales with 22.7% in 2010 (Sanofi, 2011). This demonstrates how much sales of a flag-ship drug 

like Lovenox drops when patent expires.  

 

Plavix 

Plavix is a drug for treatment of atherothrombosis, which is a formation of blood clot within an artery, which 

in turn can cause heart attacks for patients. Plavix is very much related to Lovenox, as both deal with blood 

clot treatments, but Plavix is focused on preventing blood clots after a heart attack. A difference between 

these two drugs is that Plavix is an oral medication while Lovenox is injectable. Besides that, Plavix faces same 

issues as Lovenox in terms of competition, both from branded drugs and generic drugs. However, Plavix is 
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still a strong selling drug within atherothrombosis, with sales of 1,471 million euros in 2017, a decrease of 

4.7% compared to 2016. However, the biggest decrease in sales were experienced in 2016, where sales 

decreased with 20% because of the intensified generic competition, especially in Japan. This decrease was 

greater than the decrease in sales that found place in 2012 when the patent expired and sales dropped by 

10% to 1,544 million euros. Hence, many generic drugs are available within the treatment of 

atherothrombosis, for example different generic versions of aspirin that all are treatments for preventing 

heart attacks (Drugs.com, 2017). The most noticeable branded drug is Brilinta by AstraZeneca, with sales of 

almost 1.08 billion dollars in 2016 and a strong revenue growth of over 15% the last three years (Patrick, 

2017). A recent phase 3 study of Brilinta showed that Brilinta matches Plavix’ safety for high-risk heart attack 

patients and the drug can therefore also be used in tandem with other clot-busting drugs (Helfand, 2018). 

This can slow down the future sales growth of Plavix. The market value of the atherothrombosis market is 

also increasing, with an estimated value of over 40 billion dollars by 2022, where the growth is driven by a 

higher post-stroke survival, more people being diagnosed with atherothrombosis and an aging population 

(ThePharmaLetter, 2014).  

This estimated value of the atherothrombosis market incorporates add-on therapies for coronary heart 

disease, peripheral arterial disease and ischemic stroke. Hence, no huge sales growth for Plavix is expected, 

mainly because of the newly phase 3 results from Plavix largest branded competitor drug Brilinta. Even 

though there is strong competition from generic atherothrombosis drugs, such as different variations of 

aspirin, Plavix is still preferred by some doctors and patients. The main reason behind this is that some 

patients cannot tolerate these drugs because of the side effects and allergies. Some doctors even prescribe 

Plavix together with a generic aspirin, because the combination can be more effective for some patients 

(PlanetDrugs, 2014).   

Therefore, both Plavix and Lovenox have experienced great competition from generic brands, besides the 

competition from other large branded drugs. The Established Product area is generally characterized by a 

high degree of competition from generic drug manufacturers, because the markets are very lucrative and the 

patents of the drugs for the different diseases have expired. The sales of both Plavix and Lovenox is therefore 

expected to decrease moderately in the near future, due to the intense competition in both markets. Even 

though both Plavix and Lovenox have huge sales of over 1 billion dollar, the generic competition is putting a 

pressure on prices and thereby also sales.  
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Avapro 

Avapro is the last drug within Established Product area that will be analyzed. Avapro is a drug for treatment 

of hypertension, which is a disease also known as high blood pressure. Hypertension can damage the 

patients’ heart, kidneys, brain and arteries. Globally, over 1 billion people lives with high blood pressure 

(BloodPressureUK, 2017), which is a very appealing population for pharmaceutical companies from a financial 

perspective. However, the competition is also very intense in the hypertension market with many branded 

and especially generic drugs. Several hundred generic drugs treatments for high blood pressure exists 

(Drugs.com, 2016), and many branded drug treatments from big pharmaceutical companies also exists. For 

example, Novartis’ drug called Diovan is one of the top selling drugs within the hypertension market with 

sales of 1,073 million dollars in 2016 (Novartis, 2017). In comparison, Sanofi’s Avapro had sales of 681 million 

euros in 2016, with sales increasing 1.5% to 691 million euros in 2017. Other examples are Merck & Co’s drug 

called Cozaar with sales of 511 million dollars in 2016 (Merck, 2017) and Pfizer’s Norvasc with sales of 300 

million dollars in 2016 (Pfizer, 2017). Norvasc was once one of the world’s best-selling drugs, with sales of 

almost 5 billion dollars, but after the patent expired in 2007, the sales have decreased strongly (Jenei, 2007). 

This again shows the power of patents and generics drugs and how once the patent is expired, the sales of a 

drug decreases massively. Sanofi’s patent for Avapro expired in 2012, which resulted in the sales of Avapro 

decreasing by almost 44% in the span of 3 years after patent expiring, but with an increase in 2017 by 1.5% 

that stems from sales growth from emerging markets. Even though Sanofi is one of the key vendors in the 

hypertension market, which is estimated to reach a market value of 32 billion dollars by 2020 due to an 

increase in the population of older people (Technavio, 2016), the market is very genericized. This will make 

it harder for the branded drugs to grasp the full value of the growing market.  

The Established Products area can therefore be described as a lucrative market with a very positive outlook 

for the future, but also with fierce competition both from branded drugs and from generic drugs. In addition, 

Sanofi has no significant advantage over competitors in terms of a blockbuster drug having a long patent-life. 

Therefore, Sanofi does not have a high position in business unit strength, and even though the established 

product market is moving towards being more lucrative in the near future, the market will still be in the 

medium industry attractiveness due to the strong competition, which makes it hard for even big 

pharmaceutical companies to be strong market leaders. Thus, Established Products are placed in the box 5 

with a small arrow to box 6, as it is assessed that the market will have the same attractiveness in the future, 

and Sanofi’s SBU strength will be slightly worsened. Consecutively, Sanofi’s business unit strength is expected 

to be weaker in the future, which is reflected in the decreasing sales for the past 4 years, and it is therefore 

expected that Sanofi will lose more market share within their Established Products area.   
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4.2.3 Consumer Healthcare 

Sanofi’s Consumer Healthcare area is analyzed as a whole. It would not add any value to analyze each area 

separately, as the sub categories within Sanofi’s Consumer Healthcare do not differ greatly. The treatments 

are very similar, and Sanofi has numerous different consumer healthcare drug-brands, meaning that the 

majority of each specific drug-brand makes up a very small amount of the total sales within Consumer 

Healthcare. Therefore, based on these considerations, it is assessed that it would be more fitting and value-

adding to analyze Sanofi’s Consumer Healthcare as a whole. 

Sanofi’s Customer Healthcare area include over-the-counter (OTC) drugs that ccan buy. This means that 

consumers can buy these OTC drugs without a prescription from a doctor. Sanofi has put more emphasis on 

the consumer healthcare area  recently, and it all culminated in January 2017, when Sanofi officially swapped 

their Animal Health Divison with Boehringer Ingelheim’s Consumer Healthcare Divison (Sanofi, 2018). This 

resulted in Sanofi receiving all of Boehringer Ingelheim’s former OTC drugs as part of their own portfolio, and 

also got the highly skilled consumer healthcare employees from Boehringer Ingelheim and thus the 

corresponding know-how. Sanofi wants to enhance their strategic position and geographical presence in a 

promising Customer Healthcare market. The Consumer Healthcare market has actually begun to show a 

higher growth-rate in recent years due to consumers wanting to be in more control of their own health and 

wellness (Clifford, 2017).  

Moreover, this new acquisition and expansion of Sanofi’s Consumer Healthcare has made Sanofi among one 

the market-leaders within Consumer Healthcare with a market-share of 4.2%. Only Bayer and 

GlaxoSmithKline have a higher market-share of respectively 4.4% and 4.3% (Sanofi, 2018). These market-

share numbers illustrate how fragmented the Consumer Healthcare market is, with the top 3 companies only 

having around 13% market-share combined. The market has many generic manufacturers with local 

presence, which makes the competition intense. However, the OTC drug market is also very lucrative with 

market-value hitting 107 billion euros in 2015 (Dabney, 2016), which means that even low market-share 

percentage equals a reasonable amount of sales. As for Sanofi’s Consumer Healthcare area, the sales have 

been increasing since 2013 from 3 billion euros to 4.8 billion euros in 2017. However, the sales in 2017 

includes the new acquisition, which contributes considerably to the overall sales. Excluding the new 

acquisition, the sales from consumer healthcare has increased by approximately 5% each year since 2013, 

with the biggest increase being in 2014 by 11.1%, driven by strong sales in the US and Emerging Markets. 

Furthermore, great synergies in advertising and promotional activities between Sanofi’s products and the 

acquired Boehringer Ingelheim products is expected. For example by Sanofi’s sales force supporting 

Boehringer Ingelheim’s brands and pipeline and vice versa, which can enhance new product-development 
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that in return can increases market share even further. A bigger global platform in the consumer healthcare 

is now available for Sanofi, and they expect sales growth to increase accretive from 2018, when the 

integration is fully done and the full benefits of the synergies of this acquisition can be grasped. A key issue 

of the acquisition of Boehringer Ingelheim’s consumer healthcare is that if the integration of the products 

takes longer than expected and key employees leave, which will make prolong the time for Sanofi to grasp 

the growth benefits of the integration. Furthermore, Sanofi also acknowledges that trade channels and 

promotional efforts are different in consumer healthcare from their traditional prescription areas (Sanofi, 

2018).  

In terms of the future lucrativeness of the OTC drug market,  the market is estimated by Global Market Insight 

to reach a value of approximately 150 billion euros by 2024 with a growth-rate of around 4% after 2024 

(GlobalMarketInsight, 2017). GlobeNewswire, which is a subsidiary of NASDAQ OMX, makes a similar 

estimate of the OTC drug market, estimating that the market value will hit approximately 147 billion euros 

by 2024 (GlobeNewswire, 2018). This growth is characterized by a growing tendency of people turning 

towards self-medication, which is the same outlook that Sanofi has.  

Allergy, Cough and Cold is an area that constitutes around 30% of the OTC market, and especially this area 

will experience a substantial growth in the coming years. The reason is that people are experiencing  

increased cases of catching a cold or having an allergy multiple times in a year, and the increased awareness 

through TV and social media about these diseases and the available treatments makes more people buying 

self-medication and taking care of themselves (GlobeNewswire, 2018). The effects of social media are also 

mentioned under the PEST analysis.  These trends can be seen in Sanofi’s Allergy, Cough and Cold products, 

where especially the drug Allegra has had a strong growth rate. Allegra is a treatment for different allergy 

symptoms such as urticaria and hay fever. Allegra has experienced 70% increase in sales since 2013, with 

sales hitting 423 million euros in 2017, and the overall Allergy, Cough and Cold increased by 55% in 2017. 

Biggest competitor for Sanofi’s Allegra is Zyrtec by Johnson & Johnson and Claritin by Bayer, both with sales 

of over 350 million euros globally in 2016 (Statista, 2016).  

Despite the market being a lucrative multi-billion dollar market, it is characterized by many generic 

companies, which decreases Sanofi’s industry attractiveness as the market is very fragmented. Furthermore, 

no patents exist within the Consumer Healthcare area meaning high level of competitiveness as there are 

many similar drugs present from competitors, which ultimately means that the Sanofi’s business unit 

strength can be classified as medium despite being market leader due to their relatively low market share of 

4.2% and many generic manufacturers with local presence. However, even though the competition is tough, 

Sanofi has still managed to grow their sales the past couple of years.  
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With all these above mentioned developments and factors being considered, Consumer Healthcare is placed 

in box 5 with medium industry attractiveness and medium SBU strength. Furthermore, no arrows are placed, 

as Sanofi’s strength and the industry attractiveness are not expected to change significantly. Even though the 

Consumer Healthcare has a very high industry rivalry, it is evened out by the great and increasing market 

size, meaning that a company within Consumer Healthcare, even with a small market share, can achieve high 

level of sales.  

 

4.2.4 Diabetes  

Sanofi has been one of top performing companies within diabetes for many years. The market-leader within 

diabetes area has been Novo Nordisk for the past many years closely followed by Sanofi being number 2. In 

2016, Sanofi’s market share within the diabetes market was approximately 18.5%, while Novo Nordisk had a 

market share of 29.7%. Number 3 and 4 was Merck and Eli Lilly with market shares of 14.1% and 11.8% 

respectively (IgeaHub, 2017). Despite not being market leader, Sanofi has had bestselling drug called Lantus 

since its approval in 2000 and sold for 6.390 million euros at its peak in 2015. Lantus is a diabetes drug for 

both type 1 and type 2 diabetes, and is the most studied basal insulin with 16 years of clinical data and 

therefore possess a good safety profile (Sanofi, 2018). Other top selling diabetes drugs in the insulin drug 

class includes Levemir by Novo Nordisk and Humalog by Eli Lilly. Levemir is a Long-acting insulin drug which 

Lantus also is, while Humalog is a Rapid-acting insulin. The difference between these two insulin types is that 

Long-acting insulin remains in patients’ blood for 24 hours and begins to work after 1 hour, meaning that 

only one injection per day is needed. Rapid-acting insulin only remains in patients’ bloods for a few hours but 

starts to work after 10-15 minutes (WebMD, 2016). Currently, 4 types of Long-lasting insulin are available in 

the market; 2 from Sanofi (Toujeo and Lantus), and 2 from Novo Nordisk (Levemir and Tresiba). Sanofi’s 

Toujeo was approved in 2015. Toujeo is 300u/ml, while Lantus is 100u/ml, which means that the patients’ 

needs to inject smaller volumes of insulin with Toujeo to reach their targeted blood sugar level. However, 

the number of units injected is the same, as it is a 1:1 conversion. Furthermore, Toujeo has a more gradual 

onset in terms of when the insulin will start to work, meaning that Lantus works a slightly faster, but Toujeo 

has a longer duration of action as Toujeo works for a few hours longer than Lantus (FDA, 2015). 

In field off Rapid-acting insulin Sanofi offers Apidra, which is in competition against Eli Lilly’s Humalog and 

Novo Nordisk’s Novolog. Apidra has had a stable growth since 2010, with sales increasing from 177 million 

euros in 2010 to 377 million euros in 2017 (Sanofi, 2018). 

Overall, there is a strong competition between especially Eli Lilly, Novo Nordisk, Merck and Sanofi within the 

diabetes market. There are almost none generic companies, due to the complexity of insulin production and 
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insulin being a biological product. Biological drugs are made of living cells and is therefore different from the 

chemical-based drugs (Ramsey, 2016). As a result, it is very difficult to produce a quality drug that FDA will 

grant approval. This is the main reason that around 95% of the diabetes market is shared between 10 of the 

world biggest pharmaceutical companies, with Novo Nordisk, Sanofi, Merck and Eli Lilly comprising almost 

75% of the market share together (IgeaHub, 2017). In addition, there is no rivalry between branded and 

generic companies exists within the market opposed to other markets such as the Consumer Healthcare 

market and the Established Products. However, the rivalry is strong among the branded companies in the 

diabetes market, which is reflected by Eli Lilly launching a biosimilar version of Sanofi’s Lantus in 2015 in 

Europe and 2016 in the US, after the patent of Lantus expired. Eli Lilly marketed the drug under the name 

Abasaglar in Europe and Basaglar in the US. Before the launch of the biosimilar version of Lantus, the sales 

of Lantus was increasing with an average of 13% from 2010 to 2015. In 2016, the sales of Lantus decreased 

with 10.6% to 5,714 million euros, and in 2017 the sales decreased even further with 19.1% to 4,622 million 

euros. However, other factors did also play significant role in the decrease of Lantus’ sales in 2016 and 2017; 

such as the pricing pressure in the US market and patients’ switching over to Sanofi’s other diabetes drug 

Toujeo. The sales of Toujeo increased with 295.7% in 2016 to 649 million euros (Sanofi, 2018). Toujeo 

continued its impressive growth in 2017 with sales increasing by 25.7% to 816 million euros (Sanofi, 2018). 

Furthermore, Sanofi expects that the sales of their Diabetes Healthcare area will have a negative growth rate 

of 6% to 8% in 2018, mainly caused by decreasing sales of Lantus, with the negative growth rate stabilizing 

the coming years (Sanofi, 2018). The sales of Toujeo is expected to offset the decreasing sales of Lantus by 

continuing its the impressive growth rate as it is the only one besides Tresiba that has the ability to work 

more than 24 hours, compared with other long-acting drugs that only works for 24 hours.  

Overall, this will increase the sales of the Diabetes Healthcare area in the coming period even though that 

Lantus will face a stronger competition by Novo Nordisk’s Tresiba, approved late 2015. Furthermore, Toujeo 

has shown in studies that it is just as effective as Tresiba in reducing blood sugar levels (Woodfield, 2017), 

thus indicating that it might be Sanofi’s new flagship drug in the future. Toujeo has a patent ranging until 

2031, and high sales-growth of Toujeo is expected to continue (Sanofi, 2018).  

The global diabetes market had a market value of approximately 40 billion euros in 2016, while Newswire 

forecast that the market will grow with a CAGR of 6.1% until 2021 (PRNewswire, 2017). Generally, increased 

life expectancy and more people being overweight due their non-active lifestyle and unhealthy eating habits 

drive these increases in the diabetes market value (PRNewswire, 2017), as described under PEST analysis 

also.  
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In terms of Sanofi’s diabetes drugs in their pipeline, Sotagliflozin stands out as the one with the greatest 

market potential that can lead to reasonable amount of increased sales for Sanofi’s diabetes area. 

Sotagliflozin is a dual SGLT1- and SGLT2 inhibitor, and the first oral treatment for patients with type-1 

diabetes. The function of the SGLT1 is to postpone glucose from being ingested by a person’s vitals after a 

meal, and results in reduced blood sugar levels (Ryan & Kwon, 2017), while the SGLT2 supports the kidneys 

to urinate surplus glucose, thus reducing the blood sugar levels even more (Ryan & Kwon, 2017). The dual 

inhibitor ultimately reduces the variability of patients’ blood sugar levels and enhances glucose control 

(ScienceDaily, 2017). Furthermore, clinical studies have shown that Sotagliflozin has also helped patients lose 

weight and control blood pressure, which is mainly due to less insulin needed (Caffrey, 2017). 

Therefore, Sotagliflozin can have a reasonable market potential as a supplement treatment for regular insulin 

injections. Sotagliflozin is currently in phase 3 clinical trials, and the trials has shown great results and an 

overall great efficacy (Medscape, 2017). Especially the weight loss from Sotagliflozin is important, as many 

diabetes patients are gaining weight when injecting insulin (MayoClinic, 2017). EvaluatePharma, a trusted 

and premier source for pharmaceutical analysis and forecasts, projects that Sotagliflozin will have sales of 

950 million eurosby 2022 based on consensus forecasts (ThePharmaLetter, 2017). It should be noted that 

Sotagliflozin is an in-licensed drug from Lexicon Pharmaceuticals, meaning that Sanofi and Lexicon 

Pharmaceuticals has a partnership and Lexicon Pharmaceuticals is entitled to royalties on the total net sales 

(PRNewswire, 2015). However, Sanofi will still receive vast majority of net sales, as they obtained exclusive 

license to commercialize the drug in return for a big upfront payment in 2015. As a result, based on the 

analysis of the insulin and forecasts, it is assessed that Sotagliflozin will contribute greatly to Sanofi’s overall 

sales and profitability, especially due to the high estimated market potential. 

The success-rate of phase 3 clinical trials is approximately 50% (Liu, 2008). However, it is assessed that 

Sotagliflozin chance of approval is 70% chance because of the strong clinical data as mentioned above. 

Furthermore, Sanofi expect to file for approval in the beginning of 2018 (Sanofi, 2018). Therefore, it is 

estimated that sales from Sotagliflozin will begin in 2019, with a risk adjustment of 70%. Sotagliflozin has a 

patent until 2028 in the US and until 2027 in Europe (Sanofi, 2018). 

As no other oral treatments are available for type-1 diabetes, Sotagliflozin will have a fairly strong position 

in the market in terms of earnings once it is launched. However, another oral drug for type-1 diabetes, called 

Farxiga, is currently undergoing clinical trials. Comparing the two drugs, Sotagliflozin will have a competitive 

advantage over Farxiga, which is a single SGLT2 inhibitor (AstraZeneca, 2017), while Sotagliflozin is dual 

inhibitor. 
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Sanofi’s current market share corresponds to a medium SBU strength within diabetes. It can be discussed 

whether Sanofi’s SBU strength should be classified as high or medium, but since the diabetes market is 

dominated by very few key players and the fact that Novo Nordisk is by far the market leader, a medium 

classification can be justified, although with the business unit strength being close to high as well. Another 

reason for the medium classification is Sanofi’s decreasing sales and decreasing market share within diabetes 

after Lantus lost its patent, where their market share has dropped with approximately 5% since 2015. 

Toujeo’s sales therefore has to reach the levels of Lantus while more blockbuster diabetes drugs need to be 

launched in order for Sanofi to maintain their position in the market.  The diabetes market is very lucrative 

with increasing growth-rates and with few competing companies, making the industry attractiveness high.  

Lastly, no arrows are placed, meaning that Sanofi is expected to maintain a medium SBU strength with a high 

industry attractiveness. Sanofi is still expected to be among the top 3 companies within diabetes in the future 

with the rise of Toujeo, and with almost no biosimilar competition due to insulin production being so 

complex, Sanofi will still have a strong position due to their know-how.  

 

4.2.5 Vaccine 

Sanofi’s vaccine healthcare area is analyzed as a whole as each of their vaccine areas are very similar, with 

the same reasoning as within the consumer healthcare. Furthermore, the competition within each vaccine 

area is almost the same due to the dominance of four companies in the vaccine industry, which will be 

discussed further in this section.  

Vaccine has a total revenue of 5,101 million euros in 2017 (Sanofi, 2018). This is an increase of 11.4% 

compared to 2017. The most selling vaccines are Polio/Pertussis/Hib vaccines and Influenza vaccines, which 

together makes up 65% of the total vaccine sales. Sales from Sanofi’s overall Vaccine Healthcare area has 

increased every year since 2013, which highlights an increasing demand for vaccines around the world. 

Especially Sanofi’s influenza vaccines have experienced rapid growth in sales since 2013, with sales growing 

by 14.7% on average per year, reaching sales of 1,589 million euros in 2017. Polio/Pertussis/Hib vaccines has 

experienced similar growth since 2014, with sales growing by 16.6% on average per year, reaching sales of 

1,827 million euros in 2017. These impressive growth-rates are due to a rising demand for vaccines, both 

from Europe and US, but also from the Emerging markets with more people needing these vaccines (Sanofi, 

2018).  
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Four companies, referred to as the Big Four; Merck, GlaxoSmithKline, Pfizer and Sanofi, dominate the Vaccine 

market. This is due to vaccines being a biological drug, and almost no generic competition exists, similar to 

the described diabetes market above. Vaccines are complex biological drugs that requires huge know-how 

and sophisticated manufacturing due to the large biological molecules that are expensive to make (WHO, 

2010). A generic version of a biological drug is therefore called a ‘biosimilar’, and it is hard for generic 

companies to copy these drugs because of the high costs associated, which gives companies as Sanofi a great 

advantage. Therefore, the vaccine industry and the diabetes industry, have a very high entry barrier that 

keep generic companies away. 

In 2017, converted to euros, GlaxoSmithKline had the biggest market-share with sales of 5.8 billion euros, 

while Merck had sales of 5.3 billion euros. Sanofi had sales of 5.1 billion euros and Pfizer is number four with 

sales of 4.8 billion euros, where the total vaccine market sales reached approximately 24.5 billion euros in 

2017 (Sagonowsky, 2018). The dominance of the big four companies are clearly shown in the market as they 

account for more than 85% of the market share while also having very similar market share, with Sanofi 

having 21% 

Sanofi is world-leader within Polio vaccines, while the competition within Influenza vaccines is slightly more 

intense (Sanofi, 2018). Several times, the demand for vaccines has actually been higher than the supply, but 

Sanofi and GlaxoSmithKline have proven in these situations to have the most effective processes to scale up 

and meet the demand (ATMI, 2017).  

The growth of the vaccine market is therefore also estimated to continue in the coming period. Transparency 

Market Research estimate that the Vaccine market will reach a value around 39 billion euros by 2025, with a 

CAGR of 6% from 2017 to 2025 (TransparencyMarketResearch, 2017), and it is expected that Sanofi will 

maintain a market-share of 20%-23%. Transparency Market Research’s forecast for the vaccine market 

matches other analysts’ forecasts and market data, such as firms’ market shares (WHO, 2016). This growth 

is driven by the factors such as the rising prevalence of diseases and increasing government funding for 

vaccine development. For example, the expansion of immunization programs in newly industrialized and 

emerging countries like China is a big factor (Ward, 2016). Furthermore, middle-income countries that does 

not have an immunization program drives the growth, together with the focus on disease prevention in rich 

developed countries that leads to more use of vaccines (Ward, 2016). 

Therefore, Sanofi’s Vaccine Healthcare area is placed at box 4 with a high business unit strength and medium 

industry attractiveness. Sanofi has had increasing sales and increasing market share within their Vaccine 

Healthcare area every year since 2013, which justifies a high business unit strength. Furthermore, an arrow 

to box 1 is made because the industry is expected to grow with a relatively high CAGR, and there will be a 
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higher demand for vaccine in the coming years, combined with the dominance of four companies. Sanofi 

themselves emphasizes that they will focus even more on their Vaccine Healthcare area in the future, as they 

see great potential in enhancing their sales as they have a very strong position in a fairly lucrative market. 

Sanofi will focus on enhancing their sales and position in all their big markets, which includes Europe, 

Emerging Markets and the US (Sanofi, 2018). 

Besides having a high profitability in their Vaccine area, Sanofi also has a pricing strategy that stems from 

their CSR focus. Sanofi ensure that their vaccine prices are sustainable and equitable for poor countries, and 

they also give UNICEF the best terms when they procure vaccine from Sanofi (ATMI, 2017). Sanofi therefore 

take countries ability to pay for vaccine into consideration when pricing it, making vaccines more accessible 

in poor countries. 

 

5. Financial analysis 

In this section, a financial analysis of Sanofi is conducted in order to get an in-depth knowledge of their 

historical financial performance and the different factors that drives this performance. The financial analysis, 

combined with the strategic analysis, will support the forecast of Sanofi’s future earnings.  

Before the financial analysis can be conducted, two things must be done beforehand. First, the length of the 

analysis period has to be established. Second, the income statement and balance sheet of Sanofi has to be 

reformulated for analytical purposes (Petersen & Plenborg, 2012). 

To decide the length of the time-period examined in the financial analysis, a look into Sanofi’s business cycle 

is necessary. Below, the revenue growth are used to determine Sanofi’s business cycle.  

 



57 
 

As illustrated in figure 6, no clear pattern can be drawn on Sanofi’s growth in revenue. However, a business 

cycle of approximately 5 years seems most apparent. After a year of declining sales, for example in 2013, two 

years with growing sales follows, where sales again declines slightly and increases hereafter.  

Therefore, based on what seems as the most reasonable estimation of a business cycle, a business cycle of 5 

years is chosen, as it is assessed that choosing a longer time-period will not add more value. Petersen & 

Plenborg (2012) does recommend a time-period of three to seven years, which means that the chosen 

business cycle for Sanofi falls within this range (Petersen & Plenborg, 2012). 

 

5.1 Reformulation of the Income Statement and Balance Sheet 

In this sub-section, the income statement and balance sheet need to be reformulated for analytical purpose. 

By reformulating the Income Statement, the operating measures Earnings Before Interest, Taxes, 

Depreciation and Amortization (EBITDA), Earnings Before Interest and Taxes (EBIT) and Net Operating Profits 

After Tax (NOPAT) are found. 

These measures are measures of core earnings, meaning that they are separated from non-operating 

earnings and transitory items. This separation is important, as a company’s operating earnings are the 

primary driving force behind value creation. Thus, operating earnings is a key performance measure, as it 

shows a firm’s earnings from its core business regardless of how it has been financed (Petersen & Plenborg, 

2012). 

By reformulating the Balance Sheet, Invested Capital is found, which shows how much money is invested in 

a company’s core operations, and therefore isolates operating assets and liabilities from financing assets and 

liabilities. Again, the analyst then gets an indication of a company’s operating performance, isolated from 

non-operating items. 

 

5.1.1 Reformulated Income Statement 

The reformulated income statement can be found in appendix 1. Below, relevant items are discussed, in 

terms of whether they have been classified as operating or non-operating in the reformulated income 

statement. 

Other revenue: This item includes royalty payments to Sanofi and income from Sanofi’s vaccine distribution, 

both which are a part of Sanofi’s operations, and therefore also a part of NOPAT. 
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Amortization of intangible assets: Sanofi recognizes some of its amortization of intangible assets by function, 

meaning that amortization cost is a part of cost of sales, R&D, selling expenses and other operating expenses. 

Therefore, the amortizations has been subtracted from the above items and added to the item ‘Amortization 

of intangible assets’, as amortizations are not a part the measure EBITDA. 

Depreciation of property, plant and equipment: Similar to the amortizations, Sanofi recognizes some of the 

depreciation as an expense by function, and is therefore a part of cost of sales and restructuring costs. The 

depreciations are therefore subtracted from cost of sales and restructuring costs and added to the item 

‘Depreciation of property, plant and equipment’ after EBIDTA.   

Other operating income and expenses: Other operating income and expenses are in relation to alliance 

agreements that Sanofi has, however these two items also include foreign exchange losses, which is part of 

financial expenses and income. These foreign exchange losses are therefore subtracted from other operating 

income and expenses.  

Fair value re-measurement of contingent consideration liabilities: This item has been classified as non-

operating, because it contains future earnings that Sanofi has to pay to Bayer related to an acquisition made 

by Genzyme in 2011. These future earnings are discounted back. 

Share of profits/loss from investments and joint ventures: This item has been reclassified as being part of 

core operation, as these investment and joint ventures are strategic investment that Sanofi has made with 

other pharmaceutical companies, in relation to drug developments.  

Restructuring costs: This item is assessed as being a part of NOPAT, as it includes elements such as 

impairment of property, plant and equipment and employee-related expenses, which are recurring every 

year and a part of Sanofi’s core operations. 

Other gains and losses, and litigation: This item is assessed as being a transitory item, as it is mainly litigations. 

This item has also only been apparent in 2017 and 2016, making it transitory in nature. 

Effective tax rate: In order to get the measure NOPAT, you need to deduct the tax expense from EBIT. The 

effective tax rate is calculated as: Corporate tax/earnings before tax. This effective tax rate is also used to 

calculate the tax shield on the net financial expenses, as financial expenses are tax deductible (Petersen & 

Plenborg, 2012). 

The effective tax rate for Sanofi can be seen in table 2 below. 
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From table 2 it become obvious that the effective tax rate is especially high in 2017. This is due to the new 

US tax reform, which will be discussed further in the Profitability Analysis. 

 

5.1.2 Reformulated balance sheet 

The reformulated balance sheet can be found in appendix 2. Once again, relevant items are discussed, in 

terms of whether they have been classified as operating or non-operating in the reformulated balance sheet. 

Investments accounted for using the equity method: This item is classified as an operating asset as it relates 

to the “Share of profit/losses in investments and joint ventures” in the income statement, where it was 

categorized as part of core operations. The reasoning for the categorization as operating is the same as the 

“Share of profit/losses in investments and joint ventures” under the income statement reformulation. 

 

Other non-current assets: This item mainly includes Available-for-sale financial assets, which are temporary 

investments that Sanofi has made with intent of selling it, thus making it a non-operating asset. Furthermore, 

long-term loans, financial assets and derivative financial instruments are also a part of this item, all which are 

to be classified as non-operating assets. 

 

Deferred tax assets and liabilities: Classified as operating asset, because deferred tax asset is the difference 

between valuing tax assets for accounting purposes versus tax purposes, which are directly related to 

operations in most cases (Petersen & Plenborg, 2012). The same reasoning is used with regards to deferred 

tax liabilities. 

 

Other current assets: Looking at the note, this item includes financial elements, such as currency derivatives 

and interest rate derivatives. These non-operating elements have been deducted from the “Other current 

assets” and added to non-operating assets. 

 

Cash and cash equivalents: Normally, majority of the cash and cash equivalents can be classified as excess 

cash, as firms do not distinguish between operating cash and excess cash in their balance sheet (Petersen & 

Plenborg, 2012). However, some cash is also needed in day-to-day operations and making the business run, 
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and estimating operating cash can therefore be necessary. A rule of thumb, according to Koller et al. (2015), 

is that we assume a company needs about 2% of their net revenue as operating cash, where the rest of the 

cash and cash equivalents is considered as excess cash (Koller et al., 2015). Therefore, operating cash is 

calculated by taking 2% of Sanofi’s net revenue.  

 

Assets/liabilities held for sale or exchange: This item is related Sanofi’s Animal Health business unit that they 

swapped with Boehringer Ingelheim’s Consumer Healthcare unit, thus making it both a non-operating asset 

and liability as it is not a part of Sanofi’s core operations anymore. 

 

5.2 Profitability analysis 

Now that the income statement and balance sheet have been reformulated for analytical purposes, a 

profitability analysis can be conducted. Profitability analysis is one of the key areas of financial analysis and 

is used to define future expectations for a company (Petersen & Plenborg, 2012). The profitability analysis is 

therefore an important element of a valuation, and it will be used as a reference point in the forecast section 

of this thesis.  

The following profitability analysis starts with a key-ratio analysis, followed by a trend analysis and common 

size analysis of Sanofi’s profit margin and turnover rate of invested capital. Lastly, a ratio analysis of selected 

peers is conducted, in order to get a sense of how Sanofi performs compared to its peers.  

 

5.2.1 Key-ratio analysis 

The following key-ratio analysis is based on the DuPont model, which can be seen in figure 7 below.  
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The DuPont model can be decomposed even further, where NOPAT for example can be decomposed in each 

operating expense and Invested Capital can be decomposed in each operating asset and operating liability, 

which is exactly what will be conducted in this section. 

The DuPont model centers around the important measure Return On Invested Capital (ROIC). ROIC measures 

how well a company generate return from its invested capital, and thus shows a company’s overall 

profitability (Petersen & Plenborg, 2012). ROIC is calculated by Average Invested Capital turnover rate * Profit 

Margin, where Turnover rate of Invested Capital is a measure of how efficiently a company uses its invested 

capital in generating revenue. In other words, Turnover rate of Invested Capital measures how much revenue 

is generated for each euro the firm has invested in operations (Petersen & Plenborg, 2012). 

Table 3 shows Sanofi’s ROIC from 2013-2017, calculated after tax by using NOPAT. The two components of 

ROIC, Profit Margin and Invested Capital, and their sub-components are also decomposed and analyzed. 

 

 

As it can be seen from table 3, Sanofi’s ROIC has increased every year from 2013 to 2016, by a total of 1.93 

percent point. This is mainly due to increasing profit margin and turnover rate of invested capital. In 2015 

when profit margin decreased almost 1 percent point due to a big increase in operating expenses, the 

turnover rate of invested capital increased from 0.52 to 0.57, which offset the decreasing profit margin and 

caused ROIC to increase. When the turnover rate of invested capital is increasing every year for Sanofi, it 

indicates that Sanofi is operating more efficiently and that more sales is generated for each euro invested in 

Sanofi’s operations. However, even though the turnover rate for invested capital has increased every year 

since 2013, ROIC decreased for the first time in 2017 with 1.49 percent point. This is due to a great decrease 
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in the profit margin after tax in 2017. Net Sales for Sanofi actually reached 36.2 billion euros in 2017, which 

is 1.5 billion euros higher than in 2016, but was offset by an even higher increase in operating expense. 

Therefore, the higher operating expenses in 2017 was the main cause of the deceasing ROIC, since Sanofi’s 

turnover rate of invested capital increased in 2017. 

Sanofi’s revenue has increased every year since 2013, with exception of 2016 where sales decreased with a 

minor 0.4%, and in 2017 reached a record amount of 36.2 billion euros in net revenue. This is despite their 

top-selling drug, Lantus, has had decreasing sales the past two years with a combined decrease of 30% in 

sales since 2016, which was also mentioned in the GE/McKinsey analysis. However, other drugs and 

healthcare areas have driven the net sales of Sanofi, despite Lantus’ decreasing sales. Examples of drugs that 

have begun to show their potential are Toujeo and Aubagio, both analyzed in the GE/McKinsey analysis.  

 

It becomes obvious from figure 8 that from 2014, when Lantus’ sales started to decrease, Aubagio sales 

increased greatly. Furthermore, when Lantus started to have negative sales growth rate in 2016, the sales 

growth of Toujeo increased with 296%, which is partly due to the drug’s efficacy and partly due to Lantus 

patients switching over to Toujeo (Sanofi, 2018).  

Toujeo and Aubagio had combined sales of almost 2.5 billion euros in 2017, which is still less than Lantus 

sales of 4.6 billion euros in 2017. However, with the sales growth-rates that Toujeo and Aubaigo have 

experienced, they can definitely become important drugs for Sanofi’s revenue in the coming years.  

Other drivers of Sanofi’s sales growth, besides Toujeo and Aubagio, are the healthcare areas Vaccine and 

Customer Healthcare. Both have had high sales-growths since 2014, as illustrated in figure 9. 
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Sanofi’s Vaccine area has had an average sales growth of almost 12% between 2014 and 2017, which is mainly 

due to the high demand for vaccines around the world. The total sales from Sanofi’s Vaccine area amounted 

to 5.1 billion euros in 2017, and a continuing growth of Sanofi’s Vaccine Healthcare Area is also expected in 

the future due to the increasing demand for vaccines and Sanofi’s strong position. 

Concerning Consumer Healthcare, Sanofi’s acquisition of Boehringer Ingelheim’s consumer healthcare 

division is the main reason for the great increase in sales-growth in 2017. Sanofi swapped their Animal Health 

division, in order to enhance their position within Consumer Healthcare. This expansion of Sanofi’s Consumer 

Healthcare area illustrates Sanofi’s high commitment within this area, with Sanofi now being one of the 

market-leaders, even though their market-share is only 4.2%. The Consumer healthcare market is very 

lucrative and growing, meaning it will be an even more important area in the future. 

In order to get a deeper understanding of the drivers behind the changes in the profit margin and the 

turnover rate in invested capital, a trend analysis and common-size analysis is necessary (Petersen & 

Plenborg, 2012). A trend analysis and common-size analysis helps to explain the drivers behind the 

development in the profit margin and turnover rate of invested capital. Therefore, the two ratios have to be 

decomposed even further (Petersen & Plenborg, 2012).  

In the following section, a separate trend analysis and common-size analysis of the income statement and 

balance sheet is conducted. 
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5.2.2 Trend analysis and common-size analysis of the Income Statement 

A trend analysis based on the reformulated income statement is conducted, and the results can be seen in 

table 4 below. 2013 is used as a baseline for the trend analysis. 

 

 

It becomes clear from the trend analysis that Sanofi’s gross profit have actually increased with approximately 

18% since 2013, mainly due to the net revenue increase since 2013. This increasing net revenue is a positive 

sign for Sanofi, since it shows that they are able to continuously grow their topline through increasing sales 

of drugs and keep their position as one of the world’s biggest pharmaceutical companies. Lantus mainly drove 

this increasing net revenue in 2013 and 2014, with net revenue increasing afterwards also, even though 

Lantus patent expired. This is a good sign, since it illustrates that Sanofi’s performance is not so dependent 

on one single drug, but several drugs and healthcare areas. Especially their Vaccine Healthcare area has had 

increasing sales the last 4 years, and is expected to continue this growth. 

Furthermore, the trend analysis also reveals that some operating expenses, such as R&D expenses and Selling 

and general expenses, have had a higher growth-rate than the revenue since 2013, and therefore can be the 

main drivers behind the decreasing NOPAT from 2016 to 2017. Cost of sales has also experienced a higher 

growth than net revenue in 2017, with cost of sales growing by 9%. This indicates that Sanofi needs to control 

these expenses more tightly. However, this problem is most profound in 2017, and the development from 

2013 to 2017 has generally been positive, which also is reflected in the increasing EBIT and NOPAT from 2013 

to 2016, showing Sanofi’s improvement in generating money from their core operations. In addition, EBIT 

had a relatively high level in 2017 despite these increases in expenses, and is the second highest EBIT in the 

5-year period, only surpassed by 2016. NOPAT is however at a very low level in 2017, compared with 2014 
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and 2015, with a decrease of 20% from 2016. This is mainly due to the tax expense being at an extraordinary 

high level in 2017, causing the large decrease in NOPAT. Therefore, if the tax expense was normalized 

throughout the 5 years, NOPAT in 2017 would look more reasonable and stable, just like EBITDA and EBIT. 

Tax expenses in 2017 is 30% higher than 2016 and over 140% higher than 2015. The reason for this increase 

in the tax expense is the new 2017 US tax reform that affected many foreign companies, and thereby also 

Sanofi, as a great amount of Sanofi’s business is in the US (Sanofi, 2018). However, the effective tax rate, and 

thus the tax expense, is expected to be lower in the coming years, as the high tax expense in 2017 was a one-

time write-down due to the new reform that many companies experienced (Petroff, 2017). The future 

effective tax rate for Sanofi is expected to lower than the 2017 effective tax rate of 31.1% (Sanofi, 2018). 

However, in order to understand the effects of each item in the income statement on the total profitability, 

a common-size analysis is necessary. Common-size analysis scales each item as a percentage of revenue 

(Petersen & Plenborg, 2012), thus making it possible to determine whether a certain trend is likely to have a 

great impact or not.  

As it can be seen from table 5, Cost of sales, R&D expenses and Selling and general expenses are the three 

expenses that have the biggest relative size in relation to the net revenue. Selling and general expenses 

include all expenses related to sales, and the reason for the 0.6% increase in relative share of revenue in 2017 

was launch cost of some new drugs and investments in marketing and sales effort in the vaccine business 

(Sanofi, 2018). This again indicates that Sanofi’s Vaccine Healthcare area is an important area for the future 

profitability.  
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The R&D expenses have almost been constant since 2013 with an average percentage of revenue of 

approximately 14.5% from 2013 to 2016. However, R&D expenses had a small increase in 2017, meaning that 

the R&D expenses make up roughly 15% of revenue in 2017. The increase in 2017 was caused by the 

integration of the new Consumer Healthcare division products and the progress in the phase 3 drug 

Sotagliflozin (Sanofi, 2018). 

The fact that R&D expenses make up such a large percentage of net revenue is not a surprise, since Sanofi is 

a pharmaceutical company and R&D is important for future revenue. This is both in relation to new drugs in 

pipeline, but also for existing drugs, where new indications and usage forms are being developed. Therefore, 

it is not worrying that the R&D expenses has increased slightly more than sales, since it is an instrumental 

part of Sanofi’s operations. Even though R&D expenses has increased with 3% more than net revenue from 

2013 to 2016, and 1% more than net revenue from 2016 to 2017, EBIT has still increased with 32% since 

2010. Therefore, this increase in R&D expenses is not worrying. The same reasoning can be used with Selling 

and general expenses, as this element is also instrumental to pharmaceutical companies. It includes 

marketing and sales effort, in order to create awareness of newly launched drugs and existing drugs, and 

other elements such as distribution costs of drugs.  

The most striking development is the Cost of sales, as it is the most influential expense since it makes up 

28.2% of net revenue in 2017. In the trend analysis from table 4 it became clear that from 2016 to 2017, cost 

of sales increased with 9%, while net revenue only increased with 5% meaning that the cost of sales’ growth 

rate was almost the double of net revenue’s growth rate in 2017. Therefore, a great cost saving potential lies 

within cost of sales, which in return can increase EBIT and NOPAT even more than they already have, if the 

cost of sales is managed more efficiently, as it was in 2014 and 2016 where cost of sales decreased and made 

up a lower percentage of revenue. A contributor to this increase in cost of sales can most likely be the 

acquisition and integration of Boehringer Ingelheim’s Consumer Healthcare Division, which had some 

integration and production costs the first year (Sanofi, 2018). As the new division gets more integrated with 

Sanofi, the cost levels should gradually decrease again and match previous years. Thus, a good cost saving 

potential are available for Sanofi, which in turn can increase their margins. 

Depreciation, amortization and impairment increased in relative size in 2017 mainly because of the swap and 

acquisition of Boehringer Ingelheim’s Consumer Healthcare Division (Sanofi, 2018). However, a Depreciation, 

amortization and impairment percentage of around 10% seems reasonable, thus the increase in this item is 

not raising any concerns. 

Lastly, the tax expenses also represents great share of 5.7% in 2017, and the reason for this is explained 

earlier with the new 2017 US tax reform. 



67 
 

5.2.3 Trend analysis and common-size analysis of the Balance Sheet 

Similar to the income statement, the following trend analysis is based on the reformulated balance sheet and 

the results can be seen in table 6 below. The analysis shows the operating side of invested capital, the net 

operating assets (NOA).  

 

From table 6, it is possible to see that what elements have caused the positive development of capital 

utilization. Invested capital has almost been at the same level as 2013 every year, with the exception of 2014 

and 2017. In 2017, invested capital increased with 4% compared to 2013 and 2016. However, this should be 

seen in conjunction with the net revenue increasing by 5% in 2017, which was analyzed in the trend analysis 

of the income statement. This higher growth of net revenue compared to the growth of invested capital has 

therefore caused the turnover rate of invested capital to increase. In other words, Sanofi is giving a higher 

return, in terms of higher sales, on each euro invested in their operations. 

Even though the turnover rate of invested capital has increased in 2017, the value of the invested capital 

itself has also increased, meaning Sanofi has more money invested in its operations. The main drivers behind 
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this increase in invested capital in 2017 is ‘other intangible assets’ increasing with 14% from 2016 to 2017. 

The main reason for the increase in ‘other intangible assets’ is mainly due to Sanofi’s acquisition of 

Boehringer Ingelheim’s consumer healthcare division, and therefore the amount of especially software 

licensees and development projects have increased (Sanofi, 2018). All other non-current assets has 

decreased compared to 2016, and especially ‘Property, plant and equipment’ is at the lowest value in 2017 

since 2013. Property, plant and equipment is an important asset for all types of companies, as it is the 

resources that is directly producing a company’s products, and therefore it is interesting that Sanofi’s 

Property, plant and equipment have decreased with 6% since 2013, while the net revenue have increased 

with 16% since 2013. This can indicate that Sanofi has some excess production capacity, since they can 

increase their net revenue by 16% and at the same time decrease their property, plant and equipment with 

6%. If we look at the current assets, both ‘inventories’ and ‘accounts receivables’ have increased with 

respectively 7% and 6% since 2013, however the net revenue has increase with 16% since 2013, which means 

that Sanofi has less money tied up in inventory and accounts receivables. This is very positive for Sanofi. 

Another positive sign for Sanofi is that their ‘accounts payables’ have increased every year since 2013, with 

a total increase of 53% from 2013 to 2017. An increase in accounts payables will benefit Sanofi’s cash flow, 

and it indicates a good relationship with their suppliers. 

‘Other current assets’ consists of prepaid expenses to suppliers and taxes recoverable, and this item has also 

decreased in 2017, which is good for Sanofi’s invested capital.  

With regards to the item ‘investments accounted for using the equity method’, this item comprises Sanofi’s 

associates and joint-ventures (Sanofi, 2018), and the reason it has increased so much is because the baseline 

value (2013) was very low, whereas it has been more stable from 2014 to 2017.  

However, in order to understand the importance of each item, a common-size analysis is needed again. 

Petersen & Plenborg (2012) recommends a variation of common-size analysis when analyzing the balance 

sheet, where the number of days on hand for each item making up the invested capital is calculated. This will 

give both the relative importance (weight) and the trend of each item (Petersen & Plenborg, 2012). The 

number of days on hand is calculated by the following ratio: 

 

When calculating the days on hand, the analyst will get information on the number of days that an accounting 

item is consuming cash (Petersen & Plenborg, 2012). 
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Days on hand shows how well the components of invested capital have been managed. However, it becomes 

clear that even though invested capital has increased with 4% from 2016 to 2017, as analyzed in table 6, the 

days on hand for invested capital has decreased from 623 to 607 days. This means that Sanofi has invested 

capital is consuming cash for 607 days in 2017 versus 623 days in 2016, and therefore the overall invested 

capital has become more efficient, which resonates well with the turnover ratio of invested capital increasing.  

Moreover, almost the same conclusions as the trend analysis can be drawn in this common-size analysis of 

the balance sheet, where the days on hand for all operating assets has either remained at 2016 level or 

decreased in 2017. In addition, if the development from 2013 to 2017 is compared, then again almost every 

operating asset have had a positive trend, resulting in investing capital also having a positive trend. The only 

items having a negative trend in relation to the days on hand for invested capital from 2013 to 2017 is non-

current provisions and deferred tax liability, which is very impressive as it shows how well Sanofi is managing 

their invested capital, and that the invested capital has become more efficient over time. 

For example, in 2017 accounts receivables were 72 days, compared to 76 days in 2016. This means that 

Sanofi, on average, was offering customers fewer days of credit. This improvement is decreasing working 

capital and invested capital. On the other hand, accounts payables has increased from 42 days in 2016 to 44 

days in 2017, meaning that Sanofi on average obtains 2 more days of credit from its suppliers. 
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Conclusively, the invested capital has had a positive development for Sanofi since 2013, and the decreasing 

ROIC in 2017 mainly stems from some negative developments in NOPAT, such as increasing cost of sales, 

selling and general expenses, but also a high tax expense in 2017 due to the new US tax reform. 

 

5.2.4 Return on equity 

In the above profitability analysis, the focus was on operating profitability, where ROIC was based on 

operating earnings and net operating assets (invested capital). However, an analysis of the effect of financial 

leverage on profitability can also be conducted with the return on equity (ROE) measure. ROE measures the 

profitability taking into account both financial and operating leverage (Petersen & Plenborg, 2012). ROE can 

be calculated by: Net earnings/Book value of equity. ROE can be decomposed even further, in order to 

understand which effect the different elements of ROE have. ROE can be decomposed into ROIC, net 

borrowing cost (NBC) and financial leverage (NIBD/BVE), because the following relationship always apply for 

ROE: 

 

, where NIBD is the net interest bearing debt, which can be found in the reformulated balance sheet, and 

BVE is book value of equity. 

The ROE and its components can be seen below. 

 

ROE has increased since 2013, with a minor decrease in 2015. However, the reason why ROE is so high in 

2017 is due to a large payment that Sanofi received from Boehringer Ingelheim, when Sanofi swapped its 

Animal Health division with Boehringer Ingelheim’s Consumer Healthcare division (Sanofi, 2018). The deal 

was officially finalized in 2017, and Sanofi was paid the difference between the values of the two divisions 

since Sanofi’s Animal Health division had a higher value than Boehringer Ingelheim’s Consumer Healthcare 

division. This is also why NBC is negative with a value of 123.3% in 2017, as the net profits from the swap of 

Sanofi’s Animal Health division is not classified as operating earnings and therefore placed after NOPAT in 

the reformulated income statement. The profits from non-core activities shall therefore be added to the net 
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financial expenses when calculated the NBC, as the liabilities are also classified as non-operating (Petersen & 

Plenborg, 2012). Besides 2017, then the reason why NBC has a high value every year is due to the net financial 

expenses having a relative high value. Net financial expenses includes costs such as interest costs related to 

employee benefits, discounting of provisions and foreign exchange losses. Approximately half of the net 

financial expenses every year it relates to the cost of debt. 

Nevertheless, it becomes obvious that Sanofi’s financial leverage (NIBD/BVE) is very low all of the years. This 

is good for Sanofi, as the effects of financial leverage on overall profitability is only positive if the difference 

between ROIC and NBC (spread) is positive. However, as spread is negative for Sanofi every year, excluding 

2017, financial leverage will have a negative impact on ROE. Otherwise, if Sanofi’s spread was positive, it 

would maybe be more value creating if the financial leverage was higher, as it then would have a positive 

effect on ROE. The reason why a higher financial leverage can be better is because debt is cheaper than 

equity and the interest expenses are tax deductible. Therefore, a higher financial leverage can be used to 

grow the business even further. 

A reason for the low financial leverage may be that Sanofi and other branded pharmaceutical companies 

typically have high margins, as mentioned earlier, and can therefore to a certain extent use their own profits 

to grow the company, instead of having high amounts of long-term debt.  

 

5.3 Peer comparison analysis 

The profitability analysis conducted in the previous section looked isolated on Sanofi only. In order to get a 

sense of whether Sanofi’s performance is above average, a comparison with peers is necessary. The peers 

that Sanofi will be compared to are described below, and common for all peers is that they are all within the 

top 20 pharmaceutical companies based on revenue, and are therefore well-recognized companies. All the 

chosen peers have competing drugs in Sanofi’s different healthcare areas. 

5.3.1 Peers 

Johnson & Johnson is chosen as a peer because they are a big player within the consumer healthcare area, 

but also have a diversified portfolio of drugs, just like Sanofi. Furthermore, Johnson & Johnson is the world’s 

biggest pharmaceutical company in 2017, measured on revenue. 

Merck & Co., Eli Lilly & Co. and Novo Nordisk are Sanofi’s main competitors within the diabetes area, which 

is why they are chosen in the following peer comparison. Novo Nordisk is very specialized within diabetes , 

where they have the biggest market-share, with Sanofi being number two.  
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Merck & Co. is also a strong competitor for Sanofi in the established products area, but especially also in the 

vaccine area, where Merck & Co. is one of the Big Four companies in terms of market-share, as described in 

the GE/McKinsey analysis. 

Pfizer Inc. also have a diversified portfolio like Sanofi, where they especially have drugs within the established 

products area. Pfizer is also one of the Big Four companies within vaccine. The last two Big Four companies 

in the vaccine area is Sanofi and GlaxoSmithKline. This is also why GlaxoSmithKline is chosen as a peer in the 

following analysis. Furthermore, GlaxoSmithKline is the second biggest company in terms of market-share 

within consumer healthcare, as described in the GE/McKinsey analysis. 

Lastly, Novartis is chosen as a peer due to their great presence within the specialty care area and established 

products area. 

All the chosen peers are mentioned and analyzed in the GE/McKinsey analysis. 

When conducting the following analysis, a comparison from 2012 to 2017 is conducted, as Merck has not 

released their 2017 annual report at the time of the analysis. Therefore, we are able to see at least a 5-year 

development from Merck also, while a 6-year development for rest of peers will be visible.  

The following three measures are used to compare the peers: ‘Change in revenue’, ‘Cost of sales/revenue’ 

and ‘ROE’. As this thesis has a limited number of pages, it not possible to make a more in-depth comparison 

of the peers’ income statement and balance sheet, and the three chosen measure are therefore evaluated 

to give a broad and reasonable picture of the peers performance in different dimensions. Other measures, 

such as ROIC and NOPAT-margin, would also give valuable information. However, that would require a 

reformulation of all the peers’ income statements and balance sheets, and it was not possible to reformulate 

all the peer’s income statements and balance sheets due to the limited page- and time-frame for this thesis. 

  

5.3.2 Change in revenue 

Change in revenue is chosen as a measure because it can show if some of the peers have had a higher sales-

growth than the others, despite all of the peers being at the same maturity level and among the biggest 

pharmaceutical companies in the world, all with yearly revenues of over 15 billion dollars. 
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It becomes clear from table 9 that Sanofi has performed relatively well in terms sales-growth from 2012 to 

2017. Sanofi have almost had a positive sales-growth every year since 2012, with the exception of 2013, 

where sales decreased with 4.40% and 2016 where sales decrease with 0.4%. Other peers that have 

performed very well is Johnson & Johnson and Novo Nordisk, who both have had stable growth rates almost 

every year. Especially Novo Nordisk has had an impressive sales-growth from 2012 to 2016, where sales grew 

with 11.2% on average, compared to Sanofi’s 1.23% on average. Therefore, Novo Nordisk, who is Sanofi’s 

biggest competitor within diabetes, has outperformed Sanofi by far in terms of sales growth. However, 

comparing Sanofi to the rest of the peers, then Sanofi has had a more stable growth-rate from 2012-2017. 

For example, Eli Lilly & Co. has had big spikes in their sales-growth, where sales grew with 6.11% in 2016 and 

7.90% in 2017, but with sales dropping with 6.95% in 2012 and 15.09% in 2014. Another example is 

GlaxoSmithKline, who has had impressive average sales-growth of 9.6% the last 3 years, however with their 

sales decreasing with 3.49% in 2012 and 13.2% 2014. Sanofi sales have only had one big decrease in 2013, 

whereas the rest of the period has had a more or less stable sales growth, expect 2016 where sales decreased 

with 0.4%. 

The rest of the peers have had many year with decreasing sales, which is also reflected in the mean value of 

the change in revenue. The mean is negative from 2012 to 2015, with the mean being 5.13% in 2016 and 

3.86% in 2017. These increases in mean values are mainly due to GlaxoSmithKline’s sales-growth of 16.58% 

in 2016. This huge sales growth was due to new pharmaceutical and vaccine drugs added to their portfolio 

(Benson, 2017). In 2017, GlaxoSmithKline, Johnson & Johnson and Eli Lilly & Co. high sales-growths were the 

main reason for the high mean value.  

Overall, compared to the peers, then Sanofi has performed relatively well on growing their revenue every 

year, which is important in the pharmaceutical industry. 
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5.3.3 Cost of sales/revenue 

Cost of sales/revenue is used as a measure because it shows how efficient each company operates in their 

production-process. Cost of sales is the direct production and material costs, and seeing what percentage 

the direct costs represent of revenue can therefore be an indication of efficient firm performance. 

In order to make Sanofi’s cost of sales numbers more comparable with the peers, Sanofi’s reported cost of 

sales is used, and thus not the reformulated cost of sales that was conducted earlier in this thesis.  

 

As it can be seen from table 10, then even though it is the reported cost of sales for Sanofi, it is the same 

pattern as the reformulated cost of sales, where an improvement is experienced, until 2017 where cost of 

sales/revenue increases slightly.  

Nevertheless, it becomes clear that Novo Nordisk and Pfizer have a relatively low cost of sales/revenue. 

Especially Novo Nordisk has an impressive performance, as their sales grow greatly almost every year, which 

became clear from table 9, and their cost of sales/revenue at the same time has decreased from 17.26% in 

2012 to 15.79% in 2017. 

Sanofi’s cost of sales/revenue is very much in line with Johnson & Johnson, GlaxoSmithKline and Novartis, all 

with cost of sales/revenue above 30% from 2013 to 2017. Both Sanofi and Johnson & Johnson has 

experienced a positive development in their cost of sales from 2013-2016, where Sanofi’s cost of 

sales/revenue decreased by almost 2.20 percentage points, which of course increases the gross profit margin. 

On the other hand, then Novartis cost of sales/revenue has increased from 2013-2016, with a small 

improvement in 2017.  

Conclusively, Sanofi’s cost of sales/revenue is much in line with most of the peers, with Novo Nordisk and 

Pfizer performing best, with Eli Lilly & Co. also having a very good performance. Therefore, based on the cost 



75 
 

of sales/revenue comparison, Sanofi does not a superior operational performance compared to its peers, 

and has been outperformed largely by Novo Nordisk, Pfizer and Eli Lilly & Co.  

 

5.3.4 ROE 

ROE is chosen as a measure as it is a measure that shows the return a company generates with money 

invested by shareholders (Petersen & Plenborg, 2012). It is therefore a good measure of a firm’s profitability. 

 

 

From table 11 it becomes clear that Sanofi’s ROE is well below the peers’ ROE. Sanofi is not creating as high 

as a return with the amount of equity that they have, compared to their peers. Again, Novo Nordisk is 

performing best from 2012 to 2017, with an impressive ROE every year. In 2017, Johnson & Johnson and 

Pfizer was heavily affected by the new US tax reform, as described earlier in this thesis, and this new tax 

reform had different effects on these two firms. Johnson & Johnson was affected negatively (Johnson & 

Johnson, 2018), whereas Pfizer was affected positively by this tax reform (Pfizer, 2018), which is reflected in 

their respective ROE changes from 2016 to 2017.  

Nevertheless, Sanofi’s ROE is relatively low compared to their peers, and the only peer who has a ROE 

comparable with Sanofi is Merck & Co. Merck & Co. had a ROE of 24.43% in 2014, but this was mainly to 

Merck & Co. selling their consumer care business to Bayer AG for 14.2 billion dollars (Wasserman, 2014). 

Sanofi’s ROE in 2017 for Sanofi was 14.5% due to a payment that Sanofi received for their Animal Health 

division, as described earlier in the profitability analysis. Thus, the reason why both Sanofi and Merck & Co. 

have had high ROE in 2017 and 2014, respectively, is due to payments received for disposals of their divisions. 

Therefore, based on the above ROE comparison, Sanofi does not have a superior performance compared to 

their peers, rather on the contrary Sanofi’s ROE performance is the worst among the selected peers. 
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6. SWOT 

A SWOT analysis is conducted in order to summarize the most important characteristics in the strategic- and 

financial analysis. The SWOT provides an overview of Sanofi’s current strengths, weaknesses, opportunities 

and threats.   
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7. Forecast 

In this section, a forecast of Sanofi’s income statement and balance sheet is conducted. The forecast is based 

on all the previous analyzes conducted, meaning that all estimations are based on the knowledge gained 

throughout the thesis. The forecasts will create the foundation in the final valuation. 

However, before the forecast can be conducted, two elements must be established beforehand; the forecast 

period and the forecasting method.  

 

Forecast period 

Koller et al. (2015) recommends using an explicit forecast period of 10 to 15 years, as using a too short 

forecast period will typically lead to undervaluation of a company (Koller et al. 2015). In addition, a 

forecasting period should be long enough for a company to reach steady state. Steady state is reached after 

the explicit forecast period and is referred to as the terminal period. When a company reaches the terminal 

period, it grows at a constant rate (Koller et al. 2015). An important implication when using a terminal period 

is that the long-term growth rate for a company cannot exceed the long-term growth in the economy as a 

whole (Koller et al. 2015). Furthermore, the reason why a terminal period is used is because the cash flows 

cannot be estimated forever, and therefore a terminal value is estimated to capture the value after the 

explicit forecast period (Koller et al. 2015).  

Therefore, for this valuation, a forecast period of 10 years is chosen as it is assessed that it 10 years is enough 

to cover at least two business cycles for Sanofi, which was mentioned in the financial analysis. Furthermore, 

it is assessed that after 10 year, Sanofi will generate a stable cash flow, and therefore a longer forecast period 

is not necessary, as Sanofi is generally a mature company. This is demonstrated in the financial analysis in 

this thesis, in which Sanofi’s ROIC and ROE have been relatively stable with relatively small annual changes. 

The explicit forecast period is therefore in the period from 2018 to 2027, with the terminal period starting 

from 2028 where Sanofi reaches steady state. 

Forecasting method 

There are several ways to design a pro forma statement, and two methods that is often used are the ‘line 

item’ approach and the sales-driven forecasting approach (Petersen & Plenborg, 2012). The ‘line item’ 

approach is when each accounting item is forecasted separately without reference to the expected level of 

activity (Petersen & Plenborg, 2012). The sales driven forecasting approach is when the different accounting 

items are driven by the expected level of activity, i.e. as a percentage of revenue (Petersen & Plenborg, 2012). 

In this thesis, the sales-driven forecasting approach will be used, as the ‘line item’ approach typically require 
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in-depth knowledge about each line item, and thus a great amount of company insight is needed in order to 

forecast each line item reasonably. The authors of this thesis do not have a deep enough company insight 

about Sanofi in order to make a ‘line item’ approach, as only publicly available information about Sanofi and 

the market has been used. 

 

7.1 Income statement forecast 

The following forecast section is divided into two chapters in which a budget for Sanofi’s sales within the 

different healthcare areas is conducted first, followed by a cost forecast for Sanofi. 

7.1.1 Sales forecast  

In this section, a sales forecast for Sanofi’s drugs and healthcare areas will be performed. The sales forecast 

will then be the main reference-point for the rest of the pro forma statement. The entire forecasted sales 

are derived from the estimated market share of each respective drug/healthcare area, in relation to the 

estimated market value of the treatment areas. The forecast is based on analyzes made earlier in this thesis, 

and the estimations and budget factors therefore stem from a well-analyzed fundament. The full forecast 

can be seen in appendix 3.  

7.1.1.1 Specialty care 

A sales forecast for the drugs that were analyzed in the GE/McKinsey analysis will be conducted, followed by 

a sales forecast for the rest of the drugs within specialty care. The sales forecast for the rest of the drugs 

within specialty care will be based on the overall market trends and Sanofi’s position in the drugs that are 

analyzed separately.  

CSR is assessed to have no effect on the sales within specialty care, as it includes rare diseases and other 

chronic incurable diseases that patients have a limited treatment options for, and the treatments that they 

use are based on individual side-effects from the different drugs.  

 

Cerezyme and Cerdelga 

Sanofi’s market share within the Gaucher disease market expected to increase as Cerdelga’s high sales 

growth is estimated to continue, due to Cerdelga being a unique oral Gaucher treatment, where only two 

oral treatments are available and Cerdelga was the first launched. Therefore, the market share will increase 

from 63.4% in 2017 to 66% by 2019 and keep this market share throughout the forecast period, meaning 
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that Sanofi will have sales slightly below 1.5 billion euros at the end of the explicit forecast period from their 

two Gaucher drugs. Besides Cerdelga being the main reason for this increase in market share,  Cerezyme is 

estimated to continue keeping its high level of sales. Cerezyme has had high sales for over 20 years now 

meaning it most likely will not lose sales in the future, especially due to Gaucher disease being such a small 

niche market. Furthermore, no other big Gaucher disease treatment are included in pipelines of competitors 

that can conquer market share from Sanofi in the future, which is why a 66% market share is estimated 

throughout the forecast period. Therefore, even though Cerdelga’s patent expires in 2022, it is not expected 

to affect sales negatively, as no generics or new competitors is expected to enter the Gaucher disease market.  

The Gaucher market is expected to grow with a CAGR of 7.6% until 2019, and the growth rate is expected to 

decrease slightly annually afterwards reaching a growth rate of 2% before the terminal period. The reason 

for the annual increase in market for the Gaucher disease is the increasing awareness by doctors, and 

therefore more people are being diagnosed and treated. The increasing awareness of doctors which leads to 

higher diagnosis rates and increased market value is also the case for the rest of the rare disease within the 

Specialty Care area. 

Fabrazyme  

Fabrazyme currently dominates Fabry disease market in terms of sales and market-share, as the only other 

competitor is Replagal. Replagal sales are added to Fabrazyme sales in order to calculate the total market 

size and market-share for Fabrazyme. Majority of Fabrazyme’s sales comes from the US, where the drug has 

its large presence. In 2017, Fabrazyme had a market-share of 67.6%, and the market share has increased with 

5.2% since 2015. The market-share is estimated to reach 72% by 2020, due to the continuing sales-growth 

that Fabrazyme has experienced the last 3 years. Furthermore, it was also in the GE/McKinsey section that a 

new drug called Migalastat is expected to launch in the US in 2020, which will affect Fabrazymes market-

share. However, describer earlier, the effect will only be minor as Migalastat’s indication only makes up 35% 

to 50% of the population, and the projected effect of Migalastat is low as it has not yet gained approval. 

Fabrazyme’s market-share from 2020 is therefore estimated to only decrease slightly to 65% in 2025, due to 

Migalastat’s possible presence in the US market. However, Sanofi will still be market leader within Fabry 

disease, with sales surpassing 1.2 billion euros by 2027. The CAGR of the Fabry disease market is expected to 

decrease to approximately 2% after 2024 before the terminal period. 
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Myozyme/Lumizyme 

As described earlier Myozyme/Lumizyme is the only treatments for Pompe disease as well as there are no 

drugs in the pipeline of the competitors. This is very positive for Sanofi, as the Pompe market is estimated to 

grow by 11.4% by 2020 in which Sanofi will have a 100% market share. Sanofi’s total sales within Pompe 

disease is therefore estimated to surpass 1.7 billion euros in the forecast period, which also aligns with the 

last 4 years impressive sales growth. As with the Fabry disease and Gaucher disease, the Pompe market 

growth is estimated to decrease as it reaches the end of the explicit forecast period. In addition, the market 

growth for the Pompe disease, the Fabry disease and Gaucher disease is driven by more patients being 

diagnosed and treated.  

Furthermore, another thing mentioned in the GE/McKinsey analysis was that Sanofi has a new Pompe disease 

treatment in phase 3 clinical trials. This new treatment is called neoGAA and has shown promising results 

and efficacy so far,with a higher glycogen reduction. The phase 3 trials are expected to end in 2020, where 

Sanofi then files for approval.  

However, the sales of neoGAA will not be not incorporated in the forecast as the neoGAA drug will make no 

difference in Sanofi’s overall sales in the Pompe disease area. Myozyme/Lumizyme are the only treatments 

available currently and neoGAA only take some market-share from these Sanofi drugs, meaning that the 

overall sales from Sanofi within Pompe disease will total the same amount, but with a different distribution 

of market share between these drugs. Due to no other significant competitors having Pompe disease 

treatments in their pipeline, Sanofi is therefore estimated to continue having full market share during the 

forecast period.  

Aubagio/Lemtrada 

The global multiple sclerosis market was valued at 13.07 billion euros in 2016 (BusinessWire, 2018), which 

gives a market share of 13.2% for Aubagio and Lemtrada in 2016. The market share increased to 14.7% in 

2017 due to imprresive 21% sales-growth of Aubagio.  

However, Sanofi’s market-share within multiple sclerosis is expected to decrease slightly, due to the 

intensified competition and more drugs are expected to enter the market. As mentioned in the GE/McKinsey 

analysis, Roche received approval of Ocrevus in 2017, and it is expected to perform well in the market, 

capturing great amount of market-share from Biogen’s top-selling drug Tysabri over the next 3-4 years. 

Besides Roche’s newly approved drug, 5 more drugs are currently in phase 3, which illustrate that the unmet 

needs within multiple sclerosis still exists (Baghzouz, 2017). The fact that 5 drugs are in phase 3 makes it 
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more likely that 1 or 2 of them will be granted approval, and thus capture market-share from existing drugs. 

Therefore, the market-share of Aubagio and Lemtrada is expected to decrease to around 11% throughout 

the forecast period, with the market-share decreasing in 2018 from 14.7% to 13.5% due to Roche’s new drug 

Ocrevus entering the market. Sanofi’s market share within multiple sclerosis is mainly sustained by Aubagio 

expected continuous sales growth, especially in the US from which the vast majority of the sales stems from. 

Aubagio being an oral treatment, compared to Tysabri and Ocrevus being injectable treatments, is 

contributing to its increasing sales as some patients prefer oral treatments, combined with good clinical 

results. Sanofi’s sales from multiple sclerosis is therefore estimated to reach 2.7 billion euros in the explicit 

forecast period, as Lemtrada and especially Aubagio’s sales will still increase, but at a lower rate due to 

increased competition. 

As mentioned in the GE/McKinsey analysis, the global multiple sclerosis market is estimated to grow at a 

CAGR of 6.3% from 2017 to 2025, and this growth rate is expected to gradually decrease throughout the 

forecast period when approaching the terminal period.  

Other specialty care products 

Other specialty care products have had very stable growth-rates historically. In 2015 the sales within this 

category were 1,989 million euros, in 2016 the sales were 1,977 and in 2017 the sales were 2,270 million 

euros. The reason for the increasing sales in 2017 is due to Sanofi’s launch of Dupixent and Kevzara, that 

combined had sales of 230 million euros.  

The ‘other specialty care products’ category includes over 25 drugs within different specialty care areas, and 

therefore each drug separately is not contributing substantially to Sanofi’s overall sales. For this reason, a 

separate analysis and forecast of each drug is not made, but it is also due to the page limitation as mentioned 

in the limitation section. 

However, sales for the ‘other specialty care products’ category is estimated to grow at a low and stable rate 

of approximately 1% yearly, following the historical sales development. Furthermore, this small increase in 

yearly sale is also based on the general growing market trend of the overall Specialty Care market. Sanofi has 

no competitive advantage within this broad category of ‘other specialty care products’, which is reflected in 

the average drug having sales of under 100 million euros, which means that other companies have the 

majority of market-share in the respective drug areas. Hence, high sale-growth is expected, and a growth-

rate before the terminal period is estimated to 1%. A large contributor to this growth is the drug Jevtana, 

which is a drug for prostate cancer and represents the biggest share within the ‘other specialty care products’ 

category, with a share of approximately 17%. It has experienced a stable growth rate the past 5 years, and is 



82 
 

expected to continue at a stable growth rate based on the overall specialty care market growth, and will 

therefore contribute greatly to the overall ‘other specialty care products’ category.   

However only approximately 30% of Sanofi’s revenue within Specialty Care stems from the ‘other specialty 

care products’, which means that Sanofi’s future position within specialty care is still positive, as they are 

among the market-leaders in financially attractive disease areas. 

7.1.1.2 Established Products 

A sales forecast for the drugs that were analyzed in the GE/McKinsey analysis will be conducted, followed by 

a sales forecast for the rest of the drugs within Established Products.  

Similar to the situation described under Specialty Care, the effect of CSR on sales are non-existing in Establish 

Products also as drugs are primarily prescribed based on efficacy, side-effects and price. Generic drugs have 

the same effectiveness, safety and quality as branded drugs, which is why generic drugs intensifies 

competition greatly. This is also reflected in Sanofi’s sales within Establish Product category as the sales have 

declined since 2012.  

Lovenox 

As mentioned in the GE/McKinsey analysis, the global blood preparation market is expected to grow with a 

CAGR of 4.4% from 2016 to 2024 to reach a value of over 51 billion euros by 2024. In 2017, the blood 

preparation market was valued approximately to 38 billion euros, meaning that Sanofi had a market-share 

of 4.11%. The reason for the increase in the blood preparation market value is due to more people being 

overweight and a higher proportion of older people in the future, which both increases the chance of blood 

clots. These developments were also analyzed in the PEST analysis and aligns well with the market forecasts. 

Lovenox market-share has decreased with 0.73% since 2015 and is expected to decrease further due to the 

intensified competition from both generics and branded drugs. The strong competition from generics is 

illustrated by Lovenox large drop both in sales and market-share since 2010 when its patent expired and 

generic versions of Lovenox became available in the market. 

Furthermore, as mentioned in the GE/McKinsey analysis, the experts estimate that the new generation of 

blood-thinning drugs, known as oral anticoagulants, will gain more sales and capture more market share in 

the coming years. As Lovenox is not among the new generation of blood-thinning drugs, market share is 

expected to decrease even more. Ultimately, the market share of Lovenox is estimated to decrease to 2% 

down from 4.11% throughout the forecast period due intensified competition, and the fact that Sanofi is not 
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market-leader and has no significant competitive advantage with Lovenox as new innovative blood-thinning 

drugs will enter the market and capture market share. 

The strong competition is also reflected in Lovenox performance since 2011, where sales has dropped from 

2.1 billion to 1.6 billion in 2017 largely due to patent expiration. Lovenox sales is therefore estimated to 

decrease further and reach approximately 1.1 billion euros in sales throughout the explicit forecast period 

equaling 2% of the above estimated market share. 

Plavix 

The atherothrombosis market is expected to reach a value of 38 billion euros in 2022.The reason for this 

increase in market value is the same as for global blood preparation market. In 2017, Plavix had a market 

share of 4.7%, declining from market share of 5.2% in 2016. Furthermore, the market share is estimated to 

decrease in the coming period due to the intensified competition in the atherothrombosis market. Even 

though Plavix has had decreasing sales the last 2 years, the market share is not estimated to drop as much 

compared to Lovenox due to the lack of competitive high-profiled branded drugs with better indications and 

the fact that some doctors still prefer to use Plavix together with generics. Therefore, a market share of 

around 3% is estimated, with sales in 2027 being almost 100 million euros lower than in 2017. Thus, Plavix 

faces the same conditions as Lovenox, in terms of intense competition and decreasing market share, but 

Plavix is estimated to have a better position in the market than Lovenox in the future. 

Avapro 

The high blood pressure market is estimated to reach a market value of 26 billion euros by 2020.  As the case 

was with the blood clot market, the increasing market value for the high blood pressure market can be 

contributed an increase in the population of older people over the age of 60, who have an enhanced risk 

getting high blood pressure. Another factor for the increasing market value is the growing patient awareness 

of high blood pressure which results in earlier diagnosis and treatment of the disease.  

Besides Avapro, Sanofi also has the drug Tritace and Lasix for high blood pressure, and these two drugs faces 

same situation as Avapro in terms of generic competition and future sales growth. Sanofi’s total market share 

within the high blood pressure market was 4.6% in 2017, which was a 0.1% decline from 2016 and 0.6% from 

2015. This decrease in market share mirrors the competition within the high blood pressure market, where 

the market is both very genericized and competitive between branded drugs. Besides the generic 

competition, other branded drugs are also more popular and ahead of Sanofi’s brands, and the market share 

is therefore estimated to decrease even further to 2.6%, meaning that Sanofi’s sales for its three high blood 

pressure drugs will drop below 850 million euros at the end of the explicit forecast period. The estimated 
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market share primarily reflects Sanofi’s strong presence in emerging markets, which will support them in 

retaining some of their decreasing market share in the future in the competitive market.   

Other Established Prescription Products 

Sanofi’s ‘other established products’ can be characterized in the same matter as above mentioned analysis, 

in terms of great competition from both generics and branded drugs. Within this category, it is reflected in 

the sales as it has decreased with approximately 4% on average for the last 4 years, and a decrease in sales 

are also expected throughout the forecast period, even though the markets are estimated to have modest 

growth rates. It is not expected that Sanofi can grow their market share within ‘other established prescription 

products’ due to the strong generic and branded competition, which consequently will decrease sales, and 

Sanofi also expects to put more focus on their other healthcare areas which has experienced impressive 

growth the past years (Sanofi, 2018). Other established products have much of its sales in emerging markets, 

which will help them maintain the small market share that they will have left in the future despite decreasing 

sales for the last 4 years due to their great presence in the emerging markets.   

7.1.1.3 Vaccine 

In regards to Sanofi’s sales within the Vaccine Healthcare Area, the CSR activities of Sanofi contributes to 

their vaccine sales, though at a very low level. Sanofi had vaccines sales in low and middle-income African 

and Middle Eastern countries for under 25 million euros in 2017 (Sanofi, 2018), and this extra sales stems 

from Sanofi’s CSR focus, which is also mentioned earlier in the CSR analysis of Sanofi. However, it should be 

noted that this is only some additional sales within their vaccine area, which Sanofi receives because they 

want to make vaccines more accessible throughout the world. CSR is therefore not enhancing Sanofi’s 

existing vaccine sales. As mentioned in the CSR analysis section, Sanofi is highly ranked in the Access To 

Vaccine Index due to their efforts in making vaccine accessible to as many people as possible in low and 

middle-income countries. Naturally, this increases the number of patients that Sanofi is treating massively, 

and it also gives them more sales. Again, referring back to the CSR analysis, it is typically Product Development 

Partnership and other external mechanism, such as the Global Fund and public-sector procurement partners 

helps making these vaccines accessible, by procuring them from Sanofi to a very cheap price. Sanofi therefore 

earns a very insignificant profit in these CSR related vaccine sales, as the main purpose is to make the 

medicine accessible to poor patients. These CSR related sales are very low compared to the overall vaccine 

sales. The total sales within Sanofi’s Vaccine Healthcare area equals 5.1 billion, meaning that under 1% of the 

sales within vaccine stems from low and middle-income countries. This means that the direct contribution 
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from Sanofi’s CSR related activities in low and middle-income countries to their overall profitability is very 

insignificant and non-existing. 

As mentioned earlier in the GE/McKinsey analysis, four companies dominate the vaccine market, and Sanofi 

is one of these four companies with a market share of approximately 21%. The vaccine market was valued at 

around 23 billion euros in 2016 and estimated to have a CAGR of 6% from 2017 to 2025, reaching a value of 

almost 39 billion euros in 2025. The reason that the vaccine market value is increasing is due to the increasing 

prevalence of influenza and infectious diseases around the world, and also the fact that countries are taking 

preventive actions by vaccinating people. Furthermore, the expansion of immunization programs in newly 

industrialized and emerging countries like China is also driving this growth. 

Sanofi is expected to maintain their market share, and it is estimated that their market share will increase 

with 1% throughout the forecast period, due to Sanofi’s focus and growth in the vaccine market in the recent 

years. This is also reflected in Sanofi’s sales increasing by almost 1 billion euros between 2015 to 2017. 

Sanofi’s total vaccine sales are therefore, based on the market forecast and market share estimate, 

forecasted to surpass 9 billion euros by the end of the explicit forecast period. The reason why Sanofi’s 

market share is not estimated to increase more is due to one of the other large vaccine companies, 

GlaxoSmithKline. GlaxoSmithKline became the new market leader in 2017, and they are expected to improve 

their vaccine area significantly in the future (Sagonowsky, 2018). Furthermore, Sanofi already has a big 

portion of the vaccine market share, and the other three big competitors will naturally also focus on the 

vaccine market, because the market is very lucrative due to the lack of generic competition. As mentioned in 

the CSR analysis, Sanofi is one of the top companies in being able to supply the high demand for vaccines, 

which make it possible for them to grasp the increasing demand.  

The vaccine market is therefore assessed to be very lucrative and profitable for Sanofi in the future as the 

demand and market value is increasing with Sanofi having a very strong position. 

7.1.1.4 Consumer Healthcare 

As mentioned earlier, Sanofi will be focusing more on their consumer healthcare area, which is reflected in 

their acquisition of Boehringer Ingelheim’s consumer healthcare division. For the last 5 years, sales from 

Sanofi’s consumer healthcare area has increased overall, however with decreasing sales in 2016. In 2014 and 

2015, sales increased following the launch of new formulations and launch in new markets such as Japan 

(Sanofi, 2016).  
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The effects of CSR on the consumer healthcare sales are assessed as being non-existing, which is also 

mentioned in the value creation section. The reason for this is that the growth in sales is largely due to new 

formulations and entrances in new markets. For example, in 2012 the sales from Sanofi’s consumer 

healthcare area increased with almost 13% mainly due to the acquisitions made in 2011, which strengthened 

their position in China and India (Sanofi, 2013). Sanofi’s sales within consumer healthcare decreased with 

4.6% in 2016 due to an increased competitive environment (Sanofi, 2017), highlighting that the strong 

competition is the same within consumer healthcare as with other prescription drugs areas and a high CSR 

score will not have an impact. Therefore, it is assessed that Sanofi’s high CSR score has a very insignificant 

effect on the Consumer Healthcare sales. 

Furthermore, as mentioned in the GE/McKinsey analysis, the consumer healthcare market is expected to 

reach a value of approximately 150 billion euros in 2024, with a moderately increasing growth rate. This 

growth is mainly due a growing tendency of people towards self-medication and the increased awareness 

through TV and social media regarding these diseases and the available treatments makes more people buy 

self-medication and taking care of themselves, which were described more detailed in the PEST analysis.  

In 2017, Sanofi’s market share increased to 4.2%, due to the acquisition of Boehringer Ingelheim’s consumer 

healthcare division, and therefore became one of the market leaders. Sanofi expects this acquisition to 

strengthen their position within the market even further, as they have acquired some strong performing 

drugs in their portfolio that can complement their existing drugs, while also having achieved critical scale in 

key geographical areas (Sanofi, 2018). Furthermore, the synergies between Sanofi’s existing employees and 

Boehringer Ingelheim’s talented employees that now belongs to Sanofi will also be an important factor in 

creating new formulations and enhancing Sanofi’s consumer healthcare drugs further. Koller et al. (2015) 

describes how an acquisition like Sanofi’s, where the company’s product offering is extended, can create 

value and growth for the company’s sales (Koller et al., 2015). The reasoning behind is that distribution 

systems can complement each other, and the product synergies can absorb additional sales. Furthermore, 

valuable resources, in terms of know-how, is added to the acquiring company. 

Boehringer Ingelheim consumer healthcare division has performed well financially the last three years, where 

total sales have increased (Boehringer Ingelheim, 2017). Therefore, Sanofi has added a strong unit to their 

business, and with all the above elements taking into consideration, it is therefore forecasted that Sanofi’s 

market share within Consumer Healthcare will increase to 4.5% throughout the forecast period. It is assessed 

that Sanofi will create synergies between their own OTC drugs and Boehringer Ingelheim’s OTC drugs, which 

will benefit their market share. Sanofi’s sales within Consumer Healthcare is thus forecasted to surpass 7 

billion euros throughout the forecast period. 
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The reason why a higher increase in market share is not forecasted is because of the strong generic 

competition. The Consumer Healthcare market is very fragmented with many generic companies who has a 

local presence. Therefore, no major increase in Sanofi’s market share is plausible, which the historical market 

shares within Consumer Healthcare also reflects. 

7.1.1.5 Diabetes 

The sales of Sanofi’s Diabetes Healthcare Area is mainly driven by Lantus and Toujeo, where these two drugs 

alone comprise over 85% of Sanofi’s total sales within diabetes.  

Sanofi’s overall sales within diabetes have decreased the last two years, which is mainly due to Lantus 

decreasing sales after its patent expired and a biosimilar version of Lantus was launched. Lantus’ sales 

decreased sharply by 19.1% in 2017, which has resulted in Sanofi’s market share within diabetes to decrease 

with over 3% in 2017. The decreased sales within diabetes equaled almost to 1 billion euros in 2017, even 

though Toujeo’s sales increased with 25.7% in 2017. Sales of Lantus in 2017 decreased mainly due to the 

tougher competition from the biosimilar version of the drug, but also due to pricing pressure from payers, 

which resulted in lower average net price. Furthermore, many patients have also switched from Lantus to 

Toujeo (Sanofi, 2018), which has lowered the sales of Lantus. T the diabetes market is expected to growth 

with a CAGR of 6.1% from 2017 to 2021, with the growth rate decreasing slowly hereafter until the terminal 

period. This growth can mainly be contributed to people’s increasing unhealthy lifestyles in especially 

developed countries, which will raise their BMI levels leading to an increase in the number of people being 

overweight, as these are more likely to get type-2 diabetes as mentioned in PEST analysis.  

Sanofi’s diabetes market share was approximately 18.5% in 2016 and 15% in 2017, and the market share with 

their existing diabetes drugs is estimated to decrease slightly more more throughout the forecast period. 

Sanofi expresses in their annual report that they expect the total sales of their diabetes healthcare area will 

decrease with a CAGR of 6% to 8% from 2015 to 2018 (Sanofi, 2018), which almost stems with this thesis 

CAGR from 2015 to 2018 of -5.9%. The decrease in Sanofi’s total sales within diabetes the first years in the 

forecast is mainly due to Lantus sales decreasing more. This is caused by the biosimilar version of the drug 

gaining more market share, but also because of the continuous pricing pressure. Payers continuously want 

better prices in relation to real life outcomes (Sanofi, 2018), and with a biosimilar version of Lantus, this 

reimbursement and pricing pressure gets further enhanced. However, the most important reason for Lantus 

decreasing market share in the forecast is patients switching over from Lantus to Toujeo, and it is estimated 

that many more patients switch over to Toujeo in coming years, which is something that Sanofi is actively 

and aggressively trying on (Taylor, 2015). This means that the pressure of Lantus biosimilar version will not 
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be as significant, since Toujeo is more long acting and more steady. Therefore, in 2022, it is forecasted that 

the sales of Toujeo will surpass the sales of Lantus and slowly become Lantus successor as a new generation 

of longer acting insulin. 

Furthermore, Toujeo will also be competing with Novo Nordisk’s drug Tresiba in the future, as both Toujeo 

and Tresiba is a more long acting insulin than other long acting insulins, where Toujeo has shown the same 

efficacy in reducing blood sugar as Tresiba, as mentioned in the GE/McKinsey analysis. Tresiba had sales of 

approximately 950 million euros in 2017(Novo Nordisk, 2018). Therefore, both Toujeo and Tresiba will be 

huge flagship drugs within long acting insulin in the future, and the sales of both drugs is expected to 

accelerate in the coming years, due to both drugs getting a stronger foothold in the diabetes market by more 

patients recognizing and switching over to these improved long acting insulins. Furthermore, the increasing 

diabetes market value also contributes to the increasing sales. 

Sanofi's 'other diabetes products’, where the sales are under 100 million euros for majority of each drug, 

have had stable sales historically, and their market share is forecasted to decrease slightly to 1.7%. The reason 

the small market share decrease is due to the patent expiration of Apidra’s compound in 2018 (Sanofi, 2018), 

which will make it more likely that a biosimilar version of the drug will be made from one of the other big 

pharmaceutical companies.  

Lastly, it is assessed that Novo Nordisk will still be the market leader within diabetes in the future also, due 

to expected strong performance of their existing portfolio of diabetes drugs. Especially their new diabetes 

drug, Semaglutide, which recently was approved in the US has a huge blockbuster potential (Philippidis, 

2017). Therefore, Sanofi will not be market leader within diabetes, but will maintain their position as number 

two. 

Sotagliflozin 

As mentioned in the GE/McKinsey analysis,  this thesis will only incorporate the drug Sotagliflozin in the 

forecast from the pipeline. Sotagliflozin is a supplementary drug for type-1 diabetes, and it is expected to 

have significant sales. There is a need for an add-on treatment for insulin that can help type-1 diabetic 

patients to better control their blood sugar levels, which is why Sotagliflozin is estimated to have a modest 

market potential (Sanofi, 2018). As mentioned earlier, analysts estimate that Sotagliflozin, once approved, 

will reach sales of approximately 950 million euros in 2022. This estimate is based on a consensus forecast 

from analysts and experts who have evaluated the potential of Sotagliflozin.  

Furthermore, a 70% chance of approval is estimated due to the good clinical results, meaning that the 

forecasted sales have to be risk adjusted with 70%. As Sanofi is expecting to file for approval in the first half 
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of 2018, it is estimated that sales will be available from 2019. Sales in 2019 is estimated to be at a low level 

of 300 million euros, as it is a new type of oral drug within type 1 diabetes, and patients and doctors lack 

knowledge and experience with Sotagliflozin. However, the sales will increase steadily as more patients and 

doctors become aware of this add-on treatment for type-1 diabetes and its benefits, and sales will peak at 

980 million euros, after being adjusted for the risk from 1,400 million euros. The sales are estimated based 

on the overall increasing value of the diabetes market, and the fact that no other oral add-on treatments for 

type-1 diabetes exists.  

7.1.1.6 Other drugs in Sanofi’s pipeline 

The reason that the rest of the four phase 3 drugs in Sanofi’s pipeline are not assessed is due to their limited 

sales and market-potential, meaning that their impact on the valuation will be minimal. Furthermore, no 

analysts nor Sanofi have expectations of these drugs to have huge sales potential. 

Moreover, the drug neoGAA for Pompe disease, which is in phase 3 clinical, is not taking into consideration 

in the forecast as Sanofi already have 100% market share, and it would not make a difference in Sanofi’s total 

sales in this market. 

Examples of new drug launches with minimal sales that Sanofi has had in recent year includes Lyxumia, a 

drug for diabetes, that was launched in 2013. The drug had sales of 9 million euros in the first year, and sales 

of 26 million euros in 2017. Another example is the drug Zaltrap, which is a drug for colorectal cancer, and 

was launched in 2012 with sales of 25 million euros, and in 2017 sales were only 75 million euros (Sanofi, 

2018). This is just two examples, and it just shows that some of Sanofi’s launches have really minor sales 

compared to Sanofi’s overall sales of over 30 billion euros. It furthermore also illustrates Sanofi’s broad 

portfolio of different drugs, as they have many more drugs compared to companies such as Novo Nordisk. 

Furthermore, in relation to the drugs that Sanofi has in phase 1- and 2, then these drugs have even lower 

probability of approval, and no major blockbuster potential drugs in the early phases are apparent by now. 

They are therefore assessed as being insignificant for the valuation currently.  

Lastly, besides the drugs having little impact in terms of Sanofi’s total sales, it would also be impossible to 

incorporate all the drugs in the pipeline, due to the time-limitation and page-limitation of this thesis. 

7.1.2 Cost forecast  

In the following section, the most influential costs are described and the reasoning behind the estimations 

are made. The full forecast for all costs can be found in appendix 4.  
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7.1.2.1 Cost of sales 

In the financial analysis section, it became clear that Sanofi’s cost of sales as a percentage of revenue have 

decreased nearly every year since 2013 and reached a level of 27.1% in 2016, despite an increase in 2017. A 

contributor to this hike in cost of sales in 2017 was most likely the acquisition and integration of Boehringer 

Ingelheim’s Consumer Healthcare Division, which had some integration and production costs the first year, 

as mentioned in the financial analysis. As the new division accomplish more integration and Sanofi grasps the 

synergies, cost levels should decrease. Therefore, it is estimated that the cost of sales as a percentage of 

revenue will decrease in the forecast, and it will stabilize at 26%. A reason for the improved cost of sales in 

the forecast is Sanofi’s focus on cost savings. Sanofi expects to deliver at least 1.5 billion euros in accumulated 

cost savings from 2015 to 2018, which shows their focus on improved efficiency in their operations. The focus 

on cost is also something that Sanofi expects in the future, beyond 2018. CSR’s contribution to these cost 

savings are very minimal and insignificant, as it is only around 1 million euros in energy savings. The cost 

savings mainly stems from simplification of Sanofi’s organization in Global Business Units, where global 

franchises are integrated, operational improvement and productivity efforts, product portfolio streamlining 

and resizing of sales force to match market dynamics (Sanofi, 2018). Therefore, a cost of sales of 26% seems 

reasonable, especially due to the past 5 years trend, where cost of sales has decreased with 2.3 percentage 

point from 2013 to 2016, and Sanofi’s focus on becoming more efficient. The cost of sales forecast also 

incorporates the royalty payments in relation to Sotagliflozin that Sanofi has to pay from 2019 to Lexicon 

Pharmaceuticals, as mentioned in the GE/McKinsey analysis. However, the royalty payments are small 

compared to the estimated cost savings, which is why the cost of sales as a percentage of revenue is 

decreasing to 26%.  

7.1.2.2 Research and development expenses 

Sanofi’s research and development expenses have been very stable at an average of 14.5% of revenue from 

2013 to 2016, with a small increase in 2017. However, it is estimated that Sanofi’s research and development 

expenses as a percentage of revenue will be 14.5% throughout the forecast, as this level is assessed as being 

a reasonable estimate, when looking at previous years’ levels and as no indications of major increase or 

decrease in their research and development as a percentage of sales is apparent.  
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7.1.2.3 Selling and general expenses  

In the financial analysis section as mentioned earlier in this thesis, it was found that selling and general 

expenses as a percentage of sales has increased since 2013 and reached 27.4% in 2017, showcasing that 

Sanofi is increasing spend on marketing and sales effort, especially in their vaccine business, as mentioned 

earlier in this thesis. This expense also includes launch cost for drugs and the cost of pharmaceutical sales 

representatives. However, due to Sanofi’s cost saving focus with regards to resizing their sales forces and 

being more efficient as mentioned in the forecast of cost of sales, selling and general expenses as a 

percentage of revenue is forecasted to increase marginally from 2017. It is forecasted that selling and general 

expenses will gradually increase to 27.7%, following the increasing trend and Sanofi’s focus on marketing 

especially their vaccine and consumer healthcare areas, especially after the acquisition of the new consumer 

healthcare division.  Therefore, the reason for the limited increased is due to Sanofi’s strategic cost focus in 

the future, as mentioned before. 

7.1.2.4 Restructuring costs 

Restructuring costs is another line item that makes up a small percentage of total revenue. In 2017, 

restructuring cost as a percentage of revenue was 1.6%, compared to 2.4% in 2016 and 2.0% in 2015. In 2014 

it was 1.0% and 0.6% in 2013, meaning that no apparent trend is visible. Therefore, based on the past 5 years, 

an estimation of 1.5% in the forecast seems reasonable, as that is what the average of the past 5 years is. 

7.1.2.5 Depreciations, amortizations and impairments 

This line item is estimated as a percentage of non-current assets, which can be found in the forecast of the 

balance sheet. Depreciation, amortizations and impairments as a percentage of non-current assets have been 

5.5% on average the past 3 years, as illustrated in the financial analysis section, and this level is assessed as 

being a reasonable estimation in the forecast also. 

7.1.2.6 Income tax expense 

As discussed in the financial analysis section of this thesis,  the effective tax rate was unusual high in 2017 

due to the new US tax reform, and a lower effective tax rate is expected in the future. Sanofi’s effective tax 

rate from 2013 to 2017 was calculated in the reformulation of the income statement. Sanofi reports the same 

effective tax rates in their annual reports. Excluding the effective tax rate from 2017, then the average 
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effective tax rate from 2013 to 2016 has been approximately 18.5%, which is assessed as being a reasonable 

estimate and will therefore be used throughout the forecast-period.  

7.1.2.7 Net financial expenses before tax 

Net financial expenses before tax is calculated by multiplying the net borrowing rate with Sanofi’s Net 

Interest-bearting Debt (NIBD). The net borrowing rate is found as an approximate average of previous years, 

and the NIBD values are forecasted in the balance sheet forecast section. 

 

7.2 Balance Sheet forecast 

In the following section, a forecast of Sanofi’s balance sheet is made. The balance sheet forecast is on an 

aggregate level, as most balance sheet items has been fairly stable, with the most influential items having no 

huge fluctuations since 2013, as analyzed in the financial analysis. Therefore, forecasting each of Sanofi’s 

approximately 20 balance sheet items separately has not been assessed as necessary. The full balance sheet 

forecast can be seen in appendix 5. The approach of Petersen & Plenborg (2012) is used, which is the 

approach used in the entire forecast. 

 

7.2.1 Non-current assets 

This line item, which includes intangibles and tangible operating assets, is calculated as a percentage of 

revenue. Historically, non-current assets as a percentage of revenue has been around 195%, although with a 

slight improvement to 193.6% in 2017. Therefore, it is estimated that non-current assets will be 195% 

throughout the forecast, taking into consideration the last 5 years and the slight improvement in 2017. 

 

7.2.2 Net working capital 

The net working capital is calculated by following the approach of Petersen & Plenborg (2012), where current 

assets are added and subsequently subtracts current and other operating liabilities. Net working capital is 

then calculated as a percentage of revenue, and the net working capital as a percentage of revenue is 

estimated to be 22% in the forecast-period, following the development from the previous years. 

When adding non-current assets and net working capital, Sanofi’s invested capital (NOA) is found. 
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7.2.3 Equity 

Sanofi’s equity is calculated by taking the equity from the beginning of the period, adding this period’s net 

income and subtracting dividends. When this periods equity is calculated, it should be added with the NIBD, 

which is forecasted below, and the sum of these two equals invested capital, which should match the 

invested capital (NOA) calculated above. 

 

7.2.4 Net interest bearing debt (NIBD) 

NIBD is calculated as a percentage of invested capital, and has fluctuated between 10% and 2.9% from 2013 

to 2017, therefore indicating no trend or pattern. Therefore, it is assessed that the value of 2017 will be used 

in the forecast-period. This value is fair to assume, because the reason for the low NIBD as a percentage of 

invested capital in 2015 and 2016, which was 2.9% and 4.0% respectively, was due to Sanofi having a great 

amount of assets held for exchange in relation to their asset swap with Boehringer Ingelheim’s consumer 

healthcare division. As this deal was finalized in 2017, no more assets held for exchange will be in Sanofi’s 

balance sheet, and the value of NIBD will therefore be higher, which is why NIBD as a percentage of invested 

capital was 6.1% in 2017. 

 

7.3 Budget control 

A budget control is conducted in order to assess the realism of the forecast. The budget control includes the 

measures ROIC, ROE and sales growth, and can be found in appendix 6. It becomes apparent that this thesis’ 

estimations in the forecast does not fluctuate greatly compared to historical performance, meaning the 

forecast seems realistic and not too optimistic nor too pessimistic. 

 

8. Valuation 

In this section, the final valuation of Sanofi will be conducted. This section also includes the estimation of 

WACC, which is essential in a valuation, and a sensitivity analysis of the estimated share price. 
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8.1 WACC 

Before the valuation of Sanofi is possible, WACC needs to be estimated. WACC is the weighted average of 

the required rate of return, also known as the cost of capital, for each type of investor (Petersen & Plenborg, 

2012). WACC will be used as a discount factor in the valuation. The formula for WACC is: 

 

, where rd is the cost of debt and re is the cost of equity (Petersen & Plenborg, 2012).  

However, the first step is a determination of the capital structure.  

 

Capital structure 

When valuing a company, a constant capital structure is typically assumed, and Petersen & Plenborg (2012) 

advocates using market value of equity and market value of NIBD.  

Calculating the market value of equity for listed companies is fairly straightforward, as the market value of 

equity is found by multiplying the number of outstanding shares with the share price. This is done for 2013 

to 2017, and the calculations can be found in appendix 7. Next, the market value of NIBD needs to be 

calculated. However, the market value of NIBD is not as straightforward to calculate as the market value of 

equity. Damodaran (2016) suggest that assuming the book value of NIBD is equal the market value of NIBD 

is a very reasonable approximation. Therefore, the book value of NIBD is used in calculating Sanofi’s capital 

structure. The capital structure for Sanofi from 2013 to 2017, which can be seen in appendix 7, has been 

approximately 97% equity and 3% NIBD on average from 2013 to 2017, and it is therefore assessed that it is 

reasonable to assume that this also will be Sanofi’s long term capital structure. 

Cost of equity 

Cost of equity, which is investors required rate of return, can be computed by using the CAPM: 

 

, where rf is the risk free rate, (rm - rf) is the market risk premium and beta is the systematic risk on equity 

(Petersen & Plenborg, 2012).  
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Risk free rate 

First variable to estimate in the CAPM is the risk free rate. Both Petersen & Plenborg (2012) and Damodaran 

(2016) suggest using a government bonds when estimating the risk free rate. In reality, nothing is completely 

risk free as we have no guarantees; however, government bonds are the best proxy (Damodaran, 2016). The 

next step is then to choose either a 10-year government bond or a 30-year government bond (Damodaran, 

2016). In this thesis, a 30-year French government bond is chosen, as it assessed that it will be representative 

for the long-term risk-free interest rate, and the 30-year French government bond has also been more stable 

the last 3 years compared to the 10-year government bond. As of February 7 2018 the interest rate on a 

French 30-year government bond was approximately 1.8% (MarketWatch, 2018), which thus will represent 

the risk free rate in the CAPM calculation. 

Market risk premium 

The next variable to estimate in the CAPM is the market risk premium. The market risk premium is the 

difference between the market return and the risk free rate (rm - rf). The market risk premium is therefore 

the additional return an investor expects to receive from holding a market portfolio that is more risky than 

the risk free rate (Petersen & Plenborg, 2012). 

The market risk premium can be determined in two ways; an ex-post approach and an ex-ante approach. The 

ex-ante approach is based on analysts’ earnings forecasts, while the ex-post approach examines the 

difference between the historical returns of the market and the risk free rate (Petersen & Plenborg, 2012). 

Petersen & Plenborg (2012) concludes that there is no consensus on which method to use when determining 

the market risk premium, while there is also uncertainty about the level of the market risk premium. 

In this thesis, the market risk premiums estimated by Damodaran (2018) will be used. Damodaran (2016) 

advocates that when estimating the market risk premium for a company, we need to look at where the 

company generates its revenue, instead of just looking at the market risk premium at the country in which 

the company is incorporated in (Damodaran, 2016). Damodaran (2016) argues that this is because when 

valuing a company, the market risk premium has less to do with a company’s nation-roots and more to do 

with where a company does business.   

As mentioned in the ‘Introduction’ section of this thesis, approximately 33.8% of Sanofi’s revenue stems from 

US, 29.2% from Emerging Markets, 27.3% from Europe and 9.7% from Rest of the world. Sanofi’s sales has 

shown an increasing amount of sales from Europe the last 3 years, with the sales from US dropping slightly 

in 2017. Rest of the world, which includes countries such as Japan, South Korea and Australia, has stayed 
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almost constant. Therefore, a long-term sales distribution of 33% from US, 29% from Emerging Markets, 

28.5% from Europe and 9.5% from Rest of the World is estimated for Sanofi. 

Damodaran (2016) then advocates that we should weigh the market risk premium of each geographical 

region with the percentage of sales from the respective geographical region. After taking the market risk 

premium of each of Sanofi’s sales region and weighing them, a market risk premium of 6.22% is estimated 

for Sanofi. The calculation can be found in appendix 8, and is based on Damodaran’s estimation of market 

risk premium for each region, which was last updated on January 1 2018 (Damodaran, 2018). 

 

Beta 

The last element of the CAPM is the beta. Beta is the volatility, or systematic risk, of a stock relative to the 

market as a whole (Koller et al., 2015). Beta therefore measures a specific stock’s risk compared to the overall 

market.  

When beta = 1, the stock has the same systematic risk as the market. When beta < 1, the stock has less 

systematic risk than the market, and when beta > 1, the stock has greater systematic risk than the market 

(Petersen & Plenborg, 2012). 

Therefore, the value of beta is dependent on the market portfolio. When calculating beta, the returns of a 

stock is regressed against the returns of the market portfolio. Koller et al. (2015) highlights three important 

areas that you should consider when estimating beta. 1) The choice of the market portfolio, 2) the frequency 

of the stock measurements and 3) the duration of the measurement period. 

Choice of market portfolio: Koller et al. (2015) advocates that a company’s stock returns should be regressed 

against a well-diversified market-portfolio. In estimating beta for this thesis, the NYSE Composite Index is 

used as a proxy for the market portfolio, as it is a well-diversified index with over 2,000 stocks, combined 

with Sanofi also being a part of this index (NYSE, 2018). 

Frequency of stock measurements: Koller et al. (2015) advocates using monthly returns, as using more 

frequent return periods, such as weekly, will lead to systematic biases. Therefore, a monthly return period 

for Sanofi’s stock and the NYSE Composite Index is used. 

The duration of the measurement period:  Koller et al. (2015) advocates that using a five years measurement 

period with monthly returns, which gives 60 data point, is sufficient when estimating beta.  
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Beta for Sanofi’s stock can now be estimated by a linear regression, which gives a beta of 0.893. The linear 

can be found in appendix 9. Another way of calculating beta, which of course gives the same result, is by 

using the formula: (Koller et al., 2015).  

However, Petersen & Plenborg (2012) also mentions that there is a lack of homogeneity in beta estimates, 

due to different methods of computation. In order to get a solid estimate for beta, Petersen & Plenborg 

(2012) propose using the average of different beta estimates, in order to minimize measurement errors. 

Therefore, different beta estimates for Sanofi from different analysts is compared against the beta estimated 

in this thesis. 

 

It becomes obvious from table 12 that the beta from the different sources do not differ greatly, and the 

calculated beta of 0.893 falls nicely in the range of the other betas. The average of collected betas and the 

calculated beta in this thesis is 0.894, which therefore will be the beta used for CAPM. 

 

Liquidity premium 

A last element of the CAPM is a liquidity premium. Investors typically wants a liquidity premium when there 

is problems associated with converting a stock for cash (Petersen & Plenborg, 2012). However, the liquidity 

premium for Sanofi is estimated to be 0%, as the stock has a very high trade-volume and is therefore a very 

liquid stock (Bloomberg, 2018). 

Now that all elements of the CAPM is estimated, the cost of equity can be calculated: 

 



98 
 

Cost of debt 

To calculate the cost of debt after tax, the following formula is used:  (Petersen & Plenborg, 

2012), where rs is the credit spread (risk premium on debt) and t is the corporate tax rate. rf is the same risk 

free rate that was estimated when calculating the cost of equity. 

 

Credit spread 

The first step in estimated the required rate of return on debt is estimating the credit spread. 

Since Sanofi is a public company, the credit spread can usually be found in their annual report, based on their 

interest rate on debt. In both 2017 and 2016, Sanofi weighted average interest rate on debt was 

approximately 1.4%, which is the value for the credit spread that will be used. This fairly low interest rate on 

Sanofi’s debt stems well with the credit ratings that they have received by two of the biggest credit rating 

agencies Standard & Poor’s (S&P) and Moody’s. In 2017, they received a credit rating of AA by S&P and A1 

by Moody’s (Sanofi, 2018). These ratings classify Sanofi with very strong capacity to meet financial 

commitments, where Bloomberg and S&P suggest a credit spread from 0.7% to 2.4% for companies with 

similar credit rating as Sanofi (Petersen & Plenborg, 2012). Therefore, Sanofi’s average interest rate on their 

debt falls nicely in-between this range. 

 

Corporate tax 

The last element to estimate is the corporate tax. Petersen & Plenborg (2012) recommends to use the 

corporate tax rate and not the effective tax rate, as the effective tax rate is affected by different tax 

depreciations schemes for different types of assets. The standard tax rate for Sanofi was 34.4% in 2017, and 

the same standard tax rate is expected in the future also (Sanofi, 2018). 
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8.2 Terminal growth rate 

Before the valuation of Sanofi can be finalized, an important area in valuation-context needs to be 

determined. As mentioned earlier in the forecast section, a terminal period is necessary in valuation-context, 

as it is not possible to estimate the cash flows forever. We therefore assume that a firm is going concern at 

the time of the terminal period. The terminal value, and therefore the terminal growth rate, has a high 

importance, as it usually accounts for the majority of the value in a valuation, and the importance of the 

terminal growth rate should therefore not be overlooked. Damodaran (2002) mentions that many analysts 

alter the terminal growth rate to reflect their biases, exactly because the terminal value has such a great 

impact on the valuation. He therefore discusses some points to consider when estimating the terminal 

growth rate. First, if a firm is a multi-national company and operates in many countries, the growth rate in 

the countries that it operates within will be the limiting value. Second, Damodaran (2002) notes that the 

terminal growth rate can be either equal or less than the growth rate in the economies in which a firm 

operates. Assuming a company’s growth rate will be lower than the economy’s growth rate can therefore be 

a reasonable assumption to make, as it just means that a company will become a smaller part of the economy 

in the future, and other high-growth companies will contribute more to the economy’s overall growth 

(Damodaran, 2002). However, Damodaran (2002) emphasizes that a firm’s growth rate in the terminal period 

cannot exceed the growth rate of the economy as a whole, as no company can grow forever at a higher rate 

than the overall economy in which a firm operates within. Lastly, Damodaran (2002) also suggest that the 

risk-free rate used in the calculation of the cost of equity can be used as a growth rate in the terminal period, 

as in the long term, the nominal risk free rate will approach the nominal growth rate of the economy.  

Looking at the GDP growth rate, which was analyzed in the PEST analysis, the GDP growth rate for emerging 

economies, in which Sanofi has almost a third of its sales from, is estimated to be around 3.5% to 2050. In 

comparison, the GDP growth rate in the world’s largest advanced economies is estimated to be just under 

2% to 2050. WorldBank have similar estimates for the GDP growth rate, though in a shorter timeframe 

(WorldBank, 2018). Comparing these GDP growth rate estimates of the economies in which Sanofi has 

majority of its sales in with the risk-free rate used in calculating Sanofi’s cost of equity, it is assessed to be 

reasonable to estimate that Sanofi’s growth rate in the terminal period will be equal to the risk-free rate of 

1.8%.  
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8.3 Estimation of share price 

The following section will estimate the value of Sanofi’s shares by applying the Discounted Cash Flow model 

(DCF) model and the Economic Value Added (EVA) model. This valuation is based on all analyzes and 

subsequent forecasts and estimations conducted in this thesis. 

In a valuation, the DCF and EVA models shall yield the same results, as they are theoretically equivalent 

(Petersen & Plenborg, 2012). Therefore, both models are used to value Sanofi in order to ensure that the pro 

forma statements articulates and thereby no technical errors are made in the forecast. Furthermore, the DCF 

model and EVA models shows different measures of Sanofi forecasted performance. The DCF model shows 

how much money will be attributable to the shareholders, whereas the EVA model shows how much 

shareholder value Sanofi creates, where shareholder value is generated if ROIC is greater than WACC.  

DCF valuation 

When using the DCF approach, it is necessary to prepare a cash flow statement, as the free cash flow to the 

firm’ (FCFF) is needed as an input in the DCF model. The full cash flow statement for Sanofi can be found in 

appendix 10. The valuation of Sanofi, using the DCF model, can be seen in table 13 below. 

 

 

The estimated enterprise value (EV) is made up from the present value (PV) of the FCFF from the explicit 

forecast period and the PV of the FCFF from the terminal period. The terminal value is calculated as:  

 

The FCFF in the terminal period is therefore discounted with a discount factor of 0.50, using 10 years and not 

11 years, as it is an annuity in perpetuity, which already discounts back the cash flow by one period (Petersen 

& Plenborg, 2012).  
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In this DCF valuation of Sanofi, the terminal value makes up approximately 67% of the enterprise value, which 

stems with the suggestions of Damodaran (2002), Koller et al. (2015) and Petersen & Plenborg (2012) who 

all suggests that the terminal value in a DCF valuation accounts for the majority of the enterprise value.  

Nevertheless, after the EV is estimated by discounting the FCFF from the explicit forecast period and the 

terminal period, NIBD has to be deducted from the EV in order to get the market value (MV) of equity. Finally, 

to obtain the price per share, the estimated MV of equity has to be divided by number of outstanding shares. 

As of December 31 2017, Sanofi had approximately 1.254 billion outstanding shares (Sanofi, 2018). 

Therefore, the valuation of Sanofi yields a price per share of 70.1 euro on 7th of February 2018, which is the 

valuation date of this thesis. 

In comparison, Sanofi’s market share price was 66.7 euro as of 7th of February 2018 (Bloomberg, 2018), 

indicating that Sanofi’s stocks were undervalued by 5.1% at the time of this valuation. 

In order to assess if the estimated share price of 70.1 euro is realistic, a comparison with other investment 

banking analysts’ price targets for Sanofi is insightful. Data from 28 of the world’s largest investment banks, 

such as Goldman Sachs and JP Morgan, shows that the mean target price for Sanofi’s shares is approximately 

75 euro (Business Insider, 2018), showcasing that the estimated share price in this thesis is based on realistic 

assumptions.  

EVA valuation 

As mentioned before, a valuation using the EVA approach is also conducted to ensure that the pro forma 

statement articulates, and no technical errors has been made in the forecast.  

The valuation of Sanofi, using the EVA model, can be seen in table 14 below. As expected, the EVA approach 

yields the same price per share as the DCF approach, confirming that no technical errors have been made in 

the budgets of this thesis. 
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EVA is calculated by the following formula: EVA = (ROIC – WACC) * Invested capital, where the estimated 

values for the Invested capital are from the balance sheet budget. An interesting element of the EVA model 

is that it shows if Sanofi is creating shareholder value throughout the forecast period and thereby also shows 

if Sanofi is traded below or above its book value of invested capital (Petersen & Plenborg, 2012). A company 

is destroying shareholder value if it fails to generate a ROIC that is greater than WACC, and it is clear from 

table 14 that Sanofi is creating shareholder value every year in the forecast, as ROIC is greater than WACC.   

 

8.3.1 Sensitivity analysis 

Since different assumptions and estimations builds the foundation of a valuation, it naturally means that the 

estimated share price will be sensitive to the inputs. Therefore, a sensitivity analysis is necessary in order to 

ensure validity of the estimated stock price, and to see how sensitive the share price is to changes in selected 

input-variables. A sensitivity analysis also gives a great insight to other investors, where the investors can 

assess the realism and reasonability of the assumption behind the valuation and compare them to 

expectations of their own.  

Therefore, the effects of changes in selected variables are analyzed, where these changes are compared to 

the base scenario made in this valuation of Sanofi.  

The first two variables that will be analyzed are WACC and the terminal growth rate (g). The reason why these 

two variables are analyzed is due to their importance in the valuation. WACC is used as a discount factor in 

the valuation, while also being a key element in calculating the terminal value, which makes it relevant to see 

how sensitive the estimated share price is to changes in WACC.  
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The terminal growth rate is a key input in calculating the terminal value, which in the DCF valuation makes 

up the majority of the estimated enterprise value, thus making the potential impact of the terminal growth 

rate interesting also.  

The impact of WACC and the terminal growth rate on the estimated share price can be seen in table 15 below. 

 

It is apparent that especially WACC has a great impact on the estimated share price of the valuation. A very 

great range exists, where even a small 1-percentage point change in WACC affect the share price greatly, 

meaning that the share price is highly sensitive to changes in WACC. For example, a small 0.8-percentage 

point increase in our base level WACC of 7.2% to 8% decreases the share price to 59.8 euros, meaning that 

Sanofi’s shares would be overvalued instead of undervalued. Table 15 also shows that the share price is 

sensitive to changes in the terminal growth rate, though with a lower sensitivity compared to changes in 

WACC. For example, if the terminal growth rate changes with 1-percentage point, from 1.0% to 2.0%, with a 

WACC of 7%, the share price increases with 3.5 euros. In comparison, if the terminal growth rate is 1.0% and 

WACC changes from 7% to 6%, the share price increases with approximately 7 euros. This shows that the 

share price is mostly sensitive to changes in WACC, however with both variables being able to affect the 

estimated share price. The estimated share price is more sensitive to WACC as it is used to discount all cash 

flows and EVA’s. Furthermore, WACC also affects the terminal value, whereas the terminal growth rate only 

affects the terminal value. Therefore, WACC affects many more variables, and the share price is thus also 

more sensitive to changes in WACC. Moreover, the sensitivity of changes in WACC increases as the terminal 

growth rate increases, and the sensitivity of changes in the terminal growth rate increases as WACC 

decreases. This is because of the denominator from the terminal value formula, “WACC-g”, which enhances 

the influence of the terminal value when abovementioned changes in WACC and the terminal growth rate 

happens.   

Nevertheless, the underlying elements of WACC is the source of WACC’s variations, and it is therefore 

interesting to analyze how sensitive the share price is to changes in WACC’s underlying elements. First, 
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changes in the market risk premium (MRP) is analyzed. Changes in the MRP affects the cost of equity, which 

then affects WACC.  

 

From table 16 it becomes obvious that even small changes in the MRP leads to a great impact on the share 

price. For example, by decreasing the MRP with 0.7-percentage point from the base scenario, which has a 

MRP of 6.2% and a terminal growth rate of 1.8%, the share price increases with almost 10 euros. A more 

interesting element from table 16 is comparing the actual market price for Sanofi’s shares on 7th of February 

2018 with the range of possible share prices given specific mixes between two the variables. A small decrease 

of 0.3-percentage point in the terminal growth rate to 1.5% and a small increase of 0.3-percentage point in 

the MRP to 6.5%, a share price of 66.4 euros is estimated, which is very close the actual market share price 

of 66.7 euros on 7th of February 2018. Therefore, the market might assign a lower terminal growth rate and 

higher MRP to Sanofi, indicating that the assumptions of this thesis might be a little bit too optimistic. 

However, investors have different perceptions of future performance, and as discussed in the WACC section 

of this thesis, then there is no consensus on which method to use when determining the market risk 

premium, while there is also uncertainty about the level of the market risk premiums. This can lead to 

different MRP’s being estimated and used, ultimately resulting in different estimated share prices.  

Furthermore, another underlying element of WACC that can lead to its variation is beta. Therefore, an 

analysis of the changes in beta is also conducted. 
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The same conclusion as for the MRP sensitivity analysis can be drawn for beta; small changes in beta results 

in great variation of the share price, again indicating high sensitivity. For example, if the beta were decreased 

by 0.09 from the base scenario, the share price would increase to 80.2 euros. This means that for a 10.1% 

decrease in beta, the share price increases with 14.4% in the mentioned example. 

The same sensitivity analysis can also be conducted with the last element of the cost of equity, the risk-free 

rate. The results and pattern will be the same as with the MRP and beta, indicating high sensitivity when the 

underlying elements of WACC changes. 

The elements of the cost of debt are not considered here, since 97% of Sanofi’s capital structure is equity, 

which was discussed in the WACC section. Therefore, the cost of debt has little impact on WACC. 

Nevertheless, another interesting area to conduct a sensitivity analysis on is the cost side, more specifically 

the Cost of Sales and the Selling & General expenses, as these two costs combined totals 54%-55% of the 

revenue each year in the forecast. The Cost of Sales are forecasted to decrease to 26% due to Sanofi’s 

strategic cost focus in recent years, which was discussed earlier in this thesis.  

Furthermore, the Selling & General expenses are only forecasted to increase marginally in the forecast, again 

due to Sanofi’s strategic cost focus. However, it is relevant to analyze the effects of a potential increase or 

decrease in the two cost categories, compared to the forecasted values. A permanent 1-percentage point-, 

1.5-percentage point- and 2-percentage point increase and decrease throughout the whole forecast period 

has been analyzed, and the impact on the estimated share price can be seen in table 18. 

 

Once again, the sensitivity analysis in table 18 shows that the valuation is very sensitive to the assumption 

sand estimations made in the forecast. A small 1-percentage point permanent increase or decrease 

throughout the forecast period has a great impact of almost 10 euros on the estimated share price, while a 

1.5-percentage point and 2-percentage point change has an impact on the estimated share price of 14.8 

euros and 19.7 euros, respectively. It is relevant to analyze the impact of changes in Cost of Sales and Selling 

& General expenses, as the forecasted base scenario of this thesis assumes that Sanofi will improve their Cost 

of Sales, while their Selling & General expenses will only increase marginally, both due to Sanofi’s strategic 
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cost focus. Therefore, in a worst-case scenario where Sanofi is not able to keep a low cost level, the 

forecasted Cost of Sales and Selling & General expenses might increase with 1.5-percentage point or 2-

percentage point, thereby having a great impact on the estimated share price. On the other hand, in a best-

case scenario, the two cost categories might even decrease more than what has been forecasted, and have 

great positive impact on the estimated share price. Both Cost of Sales and Selling & General expenses are 

two of the most influential drivers for the NOPAT margin, which is also reflected in the great impact they 

have on the valuation and thus the estimated share price. The valuation is therefore also very sensitive to 

changes in these two forecasted variables. 

The R&D expenses has not been included in the above sensitivity analysis, as this cost category has not had 

such a great variation the last 5 years, which was analyzed in the financial analysis section of this thesis, and 

therefore forecasted to stay constant at 14.5%. However, if it was included in the sensitivity analysis, the 

valuation impact would of course be even greater, enhancing the sensitivity. 

A last variable analyzed in this sensitivity analysis is in relation to the drug Sotagliflozin that currently is in 

phase 3 clinical trials, where this thesis assesses it to have 70% chance of getting approved and launched. It 

is interesting to analyze the impact of a best-case scenario where Sotagliflozin has a 100% chance of approval 

and a worst-case scenario where Sotagliflozin has a 0% chance of approval. This analysis has been conducted 

and can be seen in table 19 below.  

 

It thus becomes obvious that the inclusion of Sotagliflozin in the forecast has a very small impact on the 

valuation, where an exclusion of Sotagliflozin only decreases the estimated share price with 0.5 euro. This is 

exactly because Sanofi has a very large portfolio of drugs, and besides Lantus, their sales performance is not 

dependent on single drugs.  

Even though Sotagliflozin has been assessed as having a reasonable market potential and therefore also a 

reasonable amount of sales, Sotagliflozin amounts to only around 1.5% of total sales throughout the majority 

of forecast-period, after being risk adjusted.  

This just illustrates that an inclusion of the rest of Sanofi’s phase 3 drugs, which has a much lower market 

potential than Sotagliflozin, will have an even lower impact on the valuation. This is also the reason why they 

have not been incorporated in the forecast of this thesis.  
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9. Conclusion 

The purpose of this thesis was to answer the research question: “What is the estimated intrinsic value of 

Sanofi’s shares as of 7th of February 2018?”. The intrinsic value of Sanofi’s shares were estimated through a 

comprehensive strategic- and financial analysis, followed by a forecast of Sanofi’s future performance. Based 

on Sanofi’s forecasted performance, the final valuation was conducted by using the DCF and EVA model.  

In addition to the strategic- and financial analysis, the potential effects of CSR on firm performance were also 

analyzed and assessed by reviewing the existing literature within this field. The findings in the literature 

showcased inconclusiveness, as majority of the studies found either a positive or a neutral relationship 

between CSR and firm performance due to methodological inconsistencies and omitting of variables. The 

common positive findings of CSR in many studies includes better reputation, cost savings and attraction of 

more skilled employees, which all leads to enhanced firm performance. However, when examining 

specifically whether CSR is value creating for key stakeholders in pharmaceutical industries, it becomes 

apparent that a high CSR performance has a very insignificant effect on firm performance. As a consequence, 

having a high CSR performance in the pharmaceutical industry will not enhance a firm’s ordinary 

performance, meaning that the CSR performance is irrelevant for the valuation of a pharmaceutical company. 

Sanofi will therefore not gain any significant benefits in a valuation context for being a high CSR firm. 

Nevertheless, the strategic analysis highlights that Sanofi has a strong competitive position in majority of 

their healthcare areas. Sanofi especially has a strong position within their Specialty Care and Vaccine areas, 

where they have experienced high sales-growth the last 3 years. Consumer Healthcare and Diabetes is also 

two areas where Sanofi has a strong position. In relation to Consumer Healthcare, Sanofi made an acquisition 

of Boehringer Ingelheim’s consumer healthcare division in 2017, which resulted in Sanofi becoming one of 

the market leaders within Consumer Healthcare. This also emphasizes Sanofi’s strong focus on grasping sales 

within the growing and lucrative Consumer Healthcare market.  

Within the diabetes market, Sanofi’s overall sales has decreased in the last 3 years due to the expiration of 

Lantus’ patent, which is Sanofi’s top-selling drug. However, Sanofi’s new drug Toujeo has had impressive 

sales growth the last 3 years and is expected to become the new diabetes flagship drug and carry Sanofi’s 

future sales within diabetes.  

Sanofi’s Established Products area is where they have their weakest competitive position, which is also 

reflected in the decreasing sales for the past 4 years. This is mainly due to the very tough generic competition 

within the Established Products healthcare area and Sanofi not having any significant competitive advantage.  
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Furthermore, the market value for all of the healthcare areas that Sanofi operates within are estimated to 

grow, which is mainly due to socio-cultural factors, such as an aging population, increased prevalence of 

obesity and increased self-diagnosis rates. However, the pharmaceutical industry has undergone drastically 

changes, as there has been an increasing pricing pressure, which challenges the reimbursement-levels for 

pharmaceutical companies.  

In addition to the strategic analysis, the financial analysis showed that Sanofi has improved their performance 

on several areas throughout the last 5 years, where especially their revenue reached a record amount of 36.2 

billion euros in 2017. Sanofi’s ROIC has also increased every year from 2013 to 2016, though with a decrease 

in 2017. This decrease was mainly due higher costs, which partly stems from the integration of their newly 

acquired consumer healthcare division, but also because of a significantly higher tax expense in 2017 due to 

the new US tax reform. In terms of Sanofi’s capital utilization, the turnover rate of invested capital has 

increased every year, which is a positive sign. 

Ultimately, based on all the analyzes conducted, Sanofi’s performance was forecasted and the valuation 

yielded an estimated share price of 70.1 euro, indicating that Sanofi’s shares were undervalued by 5.1% as 

of 7th of February 2018. However, the estimated share price is very sensitive to changes in selected variables, 

such as WACC and its underlying elements, where a wide range of possible outcomes is present. For example, 

if WACC increases with 0.8 percentage-point, the estimated share price decreases with 14.7%, which 

highlights that the estimated share price in this thesis relies heavily on the assumptions made and that the 

assumptions needs to be profound and well-considered.  
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11. Appendices 
 

Appendix 1. Sanofi Reformulated Income Statement 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



130 
 

Appendix 2. Sanofi Reformulated Balance Sheet 
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Appendix 3. Sanofi sales forecast 
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Appendix 4. Sanofi Income Statement forecast 

 

 

 

 

Appendix 5. Sanofi Balance Sheet forecast 

 

 

 

 

 



133 
 

Appendix 6. Budget control 

 

 

 

 

Appendix 7. Sanofi capital structure 
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Appendix 8. Sanofi MRP 

 

 

 

Appendix 9. Sanofi Beta 

 

 

 

Appendix 10. Sanofi Cash Flow Statement 
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Appendix 11. Sanofi Balance Sheet trend analysis 

 

 

Appendix 12. Sanofi Balance Sheet common-size analysis 

 

 


