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doing
what works

CAP’s Doing What Works project promotes government reform to efficiently allocate scarce resources and
achieve greater results for the American people. This project specifically has three key objectives:

* Eliminating or redesigning misguided spending programs and tax expenditures, focused on priority areas
such as health care, energy, and education

* Boosting government productivity by streamlining management and strengthening operations in the areas
of human resources, information technology, and procurement

* Building a foundation for smarter decision-making by enhancing transparency and performance

measurement and evaluation

This paper is one in a series of reports examining government accountability and efficiency.



Introduction and summary

A few months ago I came across an annual report filed with the Securities

and Exchange Commission by a small pharmaceutical company in Maryland.
Making sense of such reports is often a challenge but this one was remarkably
simple. The company had one product and one customer. It sold a particular
type of vaccine to the federal government. But what caught my eye as an old
Appropriations Committee staffer was a table in the middle of the report that
listed previous year revenues from product sales at $217 million, and the cost of

product sales at $46 million.'

Even if you allow a generous amount for administration and overhead above the
$46 million “cost of product sales,” the $217 million in revenue from those sales
would indicate a markup in the neighborhood of 300 percent. By comparison, a
2009 study of 6,000 Army and Air Force contracts by the Institute for Defense
Analysis found that margins on such contracts typically ranged between 9 percent

and 10 percent of production costs.”

Based on my years of work in congressional oversight, a markup of even half the
size suggested by this annual report seemed mind boggling. But the company,
Emergent BioSolutions Inc., had somehow managed to win such a contract. Was
this a one time sweet deal? The answer was right there on the same page of the
company’s Form 10-K. The company had been billing the government with those

same giant profit margins for at least four years.

TABLE 1
One sweet deal

Emergent BioSystems 10- K report to the SEC, March 5, 2010 (in thousands)*

2009 2008 2007 2006 2005 Total

Revenue from product sales $217,172  $160,124  $169,799  $147,995 $127,271  $822,361
Cost of product sales $46,262 $34,081 $40,309 $24,125 $31,603 $176,380

Profit from product sales? $170,910 $126,043 $129,490 $123,870 $95,668 $645,981

* Emergent 2009 10-K filing, part 2, item 6
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Further research indicates that over the past decade the government forked over
more than $1.3 billion for doses of the vaccine, which had cost the company only
about a quarter billion dollars to manufacture—leaving more than a billion dollar

difference between revenues and the cost of product sales.*

Emergent was contacted and asked to respond to the charge that BioThrax was
being sold at exceedingly high profit margins. The company argued that they
assumed substantial risk for developing, manufacturing, and securing licensure for
the vaccine and that the price paid was fair market value and was “based on inde-
pendent negotiations with two agencies of the U.S. Government,” both of which

“determined the price to be fair and justified.”

This report attempts to examine the actual level of risk the company assumed
and whether the price the government paid and continues to pay for the vaccine
is commensurate with that risk. More importantly, it examines the lessons that
should be learned from the government’s procurement of this vaccine and the
opportunity those lessons may provide in reducing spending in the more than
half a trillion dollar portion of the annual federal government that now goes to

contract procurement.
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The Center for American Progress is a nonpartisan research and educational institute
dedicated to promoting a strong, just and free America that ensures opportunity

for all. We believe that Americans are bound together by a common commitment to
these values and we aspire to ensure that our national policies reflect these values.
We work to find progressive and pragmatic solutions to significant domestic and

international problems and develop policy proposals that foster a government that
is “of the people, by the people, and for the people.”
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