
 
	 	 	 	

	

	

CVS Health Corporation is an integrated pharmacy health care provider. The 
Company's offerings include pharmacy benefit management services, mail order, 
retail and specialty pharmacy, disease management programs, and retail clinics. The 
Company operates drugstores throughout the U.S., the District of Columbia, and 
Puerto Rico. 

 
BUY @ $70.00 
 
Current Price: $74.09 
 
Target Price: $101.44 
 
Market Cap:       95B 
  
ROIC:                         8.89 
 
Debt/Market Cap:       65% 
 
WACC:                       8.2% 
 
 
 

 

 
 

 

Thesis:  
CVS is currently underperforming in 
the industry along with their 
competitors because of the falling 
market. With a good viewpoint of the 
future CVS looks to be a powerhouse in 
the coming years. They increased cash 
and are expected to jump in size of free 
cash flow this is due to their merger with 
Aetna. This merger was $69 billion and 
is a major key for CVS in the future of 

Catalysts:  
• Short Term(within the year): Merger with 

Aetna 
• Mid Term(1-2 years): same store sales 

growth in the future 
• Long Term(3+):   
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the drugstore business because Aetna is 
the number 3 U.S. health insurer with 
around 22 million members. This 
merger along with the coming growth 
are two very important components to 
boost CVS price in the market and give 
substantial growth to the company 
overall. 
 
 
 
 

 

Earnings Performance: 
CVS revenue growth percentage year over year went from an average of 12% from 2014-
2016 and from 2016 to present it has been around 3%. They have kept EBITDA margin a 
steady 7% year to year and are still producing a gross profit margin of approximately 16-
17%. Over the last 12 months they increased cash from repayment from negative $598 
million to $37 billion which helped in their growth of cash from financing activities from 
negative $6.7 billion to $35.5 billion. Looking at the income statement CVS currently has 
revenue of $188 billion with a cost of goods and services of 158.7 billion (84% of revenue), 
which gives them a gross profit of around $29.3 billion (16% of revenue) 
 
 
 

 
 
 
 
 



 
	 	 	 	

	

 

The images above show CVS income statement and Key Stats from Bloomberg. These show 
CVS cash has significantly increased from the merger with Aetna. This also shows the 
importance that the merger held for future revenue and cash flow for CVS. Looking at their 
earnings trends they have beat estimates the last 5 quarters for EPS and have beat 6 of the 
last 8 periods for revenue and EBITDA 
 

 
 
 
 
 
 

 

 



 
	 	 	 	

	

 

Debt 

CVS took on about $35 billion more dollars in debt after the Aetna deal which is the deal 
that would combine CVS’ drugstore and pharmacy benefits manager platform with 
Aetna’s insurance business hoping to lower costs. According to preliminary results more 
than 98% of CVS shareholders and 97% of Aetna’s shareholders were in favor of the deal. 
CVS health CEO Larry Merlo stated, “The combined company will be well positioned to 
reshape the consumer health care experience, putting people at the center of health care 
delivery to ensure they have access to high-quality more affordable care where they are, 
when they need it,” The debt that CVS got from this deal in a sense is good debt because it 
is focused on lowering costs. Health spending equals about 18 percent of the nation’s gross 
domestic product and that is expected to reach 20% by 2025. CVS and Aetna have 
combined to try and use CVS’ retail stores to help rein in health care costs. Hoping that 
they will get more people in their walk in clinics at drugstores and keep them out of more 
expensive sites like emergency rooms. Within the next year or so, CVS and Aetna expect 
MinuteClinics to perform about 90 percent of services provided in primary care facilities, 
up from about 40 to 45 percent now 

  

Strategy: 

CVS started a Retail Pharmacy Store Development plan which is focused on entering new 
markets, adding stores in existing markets and relocating stores to more convenient sites 
this has been a very key growth driver for CVS and continues to be a  growth driver. They 
acquired Target’s pharmacies in late 2015 which in turn carried them past Walgreens in 
terms of annual revenue making them the big dogs around their competitors. In addition to 
adding new stores CVS has made an effort to increase sales in their current stores. Their 
sales are comprised to more than two-thirds prescription drug sales and the retailer is 
attempting to grow revenues from OTC medications and general merchandise through its 
private label product offering. Finally their acquisition of Aetna for 70 billion was a power 
move more for a defensive purpose because of the big players like Amazon eying a move 
into the prescription drug market. 

 

 

 



 
	 	 	 	

	

 

Ownership 

 

 

Comparing CVS ownership summary from a year ago to now it is clear to see that the 
number of buyers has increase by 54% and the change in insider positions has increased by 
36%. The number of sellers recently has increase but this may be because of the overall 
decrease in the market. You can see from the chart on page 1 that CVS almost perfectly 
follows the Consumer index and that has also been on its way down along with the market 
itself. This should bring up some attention to the price of CVS because it seems that they 
are dropping in price but growing as a company. They have grown the past year in same 
store sales growth and have increased revenue and kept operating costs low. 

CVS is showing strong signs of growth from their new deal with Aetna and they are 
continuing to grow seen by their growth in same store sales from 2016 to now. The 
company alone was doing well and now with the merger the stock is looking very cheap 



 
	 	 	 	

	

because they will keep their costs low and bring in a lot more revenue and cash over the 
coming years. 

 

Bull case: 

 

CVS going forward has a lot of room to grow because of their merger they can keep 
growing and innovating along with keeping their costs low. Currently CVS has its 
operating expenses at only 10% of overall revenue so by lowering expenses and increasing 
their revenue they can prove themselves as a sustainable company. This could push the 
price well above its yearly high of $83 and push their company back up where they were a 
few years ago, floating around $100-$110. 

 

 

 

Bear Case: 

CVS worst case scenario would be if the merger doesn’t affect their production and 
amazon comes into the market and takes over. That along with the continuing of a market 
decrease would be the only reason that seems to be possible. If this occurred then CVS 
could continue to drop to its yearly low of $60 dollars and maybe even lower. 

 

 



 
	 	 	 	

	

 

Conclusion:  

Bases on the growing revenue that is expected in 2019 and the merger that CVS and Aetna had this year it 
shows that they are a well position company to continue further growth. They have a lot of cash on hand, 
around 41 billion and they now have a plan to open new sites and increase sales at existing sites. Even though 
the merger grew costs by a sizeable amount they are now focused on lowering their costs as a whole. 
Currently CVS is a very cheap company and the lower it goes the cheaper it will be for a good buy on a good 
company that will have very large growth in the future. 

 

 

 



 
	 	 	 	

	

 



 
	 	 	 	

	

 


