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CVS Health Corp.  
NYSE: CVS BUY 

Nathan Seawater 
Fixed Income Lead 

Nathan_Seawater@csu.fullerton.edu 
9 April 2020 

Recommendation: Buy 34 shares, 3% equity weight 

Intrinsic Value: $115.81 

Thesis 

CSUF SMIF recommends initiating a 3% position in 

CVS for the portfolio based on several key factors. 

First, CVS has positioned itself as a dominant force 

within the retail pharmacy space. Pharmacy services, 

which includes Pharmacy Benefits Management 

solutions, or PBM, make up 47.5% of CVS’s total 

revenues which should continue further robust 

growth from the acquisition of Aetna. CVS’s health 

care benefits programs also grew at an extraordinary 

rate contributing to a growing percentage of total 

revenues at 23.4%. An increasing baby-boomer 

population relying on pharmacy services should 

create more opportunities for CVS thanks to its vast 

network. Furthermore, recent market declines due to 

COVID-19 may be short lived and gives us a unique 

buying opportunity for strong companies like CVS. 

The current share price of $60 compared to 

estimated intrinsic value of $97 share price 

represents a possible 91.5% upside while a .85 beta 

reveals how CVS offers a cushion from some volatile 

systematic risk. 

Key figures 

52 Week Range               $51.72 - $77.03 

Current Market Cap (mil)       $78,949.00 

Outstanding Shares (mil)            1,306.00 

Current Trading Price                $60.47 

Revenue (Dec. ’19) (mil)       $256,777.00 

Dividend Yield         3.4% 

P/E       11.53 

EV/EBIT      12.67x 

Current Ratio                        0.9  

Quick Ratio        0.6 

WACC          6.4% 

Return on Equity     10.9% 

Target Price                 $115.81 

Potential upside                  91.5% 
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Company Overview 

CVS dominates the pharmacy services segment compared to its competitors. In terms of sheer numbers of locations, 

CVS is placed as number one, with Walgreens coming in a close second with 9,277 stores, followed by Rite Aid with 

2,464 stores. In terms 

of overall market 

dominance within the 

sub-segment of 

pharmacy services, 

again CVS comes in as 

number one with 

approximately 24.5% 

of the market share 

dominance, Walgreens 

as 18.9% and Rite Aid 

with 2.5%.  

CVS operates primarily in the United States with locations serving Puerto Rico and Brazil. I believe CVS holds a 

competitive advantage over Walgreens and Rite Aid, not to mention others, because of the large number of stores, 

brand recognition, loyalty and market dominance. While having store locations is of great benefit, a growing number of 

online competitors could shift the power as consumer preferences may change. Online competitors also have reduced 

costs allowing them to grow much faster than traditional retail stores.   

Another major area of interest in CVS is its pharmacy benefit management or better known as CVS Caremark, which 

operates under CVS’s pharmacy services business segment. PBM’s are a third-party administration system of 

prescription drug programs for large commercial health programs, Medicare Part D, self-insured employers, the Federal 

Employees Health Benefits Program, and state government employee program across the United States. According to 

the American Pharmacist Association, PBM’s are primarily responsible for developing and maintaining the formulary, 

contracting with pharmacies, negotiating discounts and rebates with drug manufacturers, and processing and paying 

drug prescription claims. PBM’s operate within the healthcare infrastructure existing today not limited to CVS, but also 

in Walgreens, Rite-Aid, and others. The three largest PBMs currently dominate 78% of the PBM market with 180mil 

enrollees, with CVS Health being the largest of the group. During the midst of the COVID-19 crisis, upon checking CVS 

Caremark systems they were fully functional with no shortages of drugs or operations during the midst of the crash. This 

type of response from CVS shows the strength of their operations during a stressful incident.  
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Under the CVS Caremark program, it operates several programs serving over 102 million members: Transform Care, 

Pharmacy Advisor, Maintenance Choice, Formulary Strategy and Pharmacy Networks. CVS’s SilverScript program also 

operates under its PBM services, serving more than 5 million approved Part D members. While CVS’s PBM services 

operates under pharmacy services (blue bars in chart above) it is important to note CVS has another fast-growing 

business segment thanks in part to its Aetna acquisition in 2018. The increase between Dec. ’18 to Dec. ’19 in health 

care benefits rose from 2.5% of total revenues to 23.4%, a substantial YoY increase, currently its fastest growing 

business segment. This large increase in growth has shifted the lions-share of revenues away from PBM services 

commanding upwards of 62% of total revenues to 47.5% ending Dec. ’19 while still experiencing steady YoY growth.  

CVS shows promising growth through the acquisition of Aetna and its fast-growing health care benefits programs.  

Executive Summary 

We want to initiate a 3% position in CVS for the following reasons. CVS has positioned itself as a dominant force within 

the retail pharmacy space. Pharmacy services make up 47.5% of CVS’s total revenues which should continue robust 

growth from the acquisition of Aetna. An increasing baby-boomer population relying on pharmacy services should 

create more opportunities for CVS thanks to its vast network. Recent market declines due to COVID-19 may be short 

lived and present us with a unique buying opportunity for companies like CVS in the near to mid-term. Current share 

price compared to estimated intrinsic value of share price represents a possible 90.1% upside while a .85 beta cushions 

CVS from volatile systematic risk. 

Based on current market volatility and recent price action, the market capitalization on CVS Health Corporation indicates 

a desirable buying opportunity. The CSUF SMIF team believes the recent trading price drop due to COVID-19 concerns 

has inadvertently reduced CVS’s share price to oversold levels. During uncertain times regarding COVID-19, I believe 

CVS’s position within the health care segment will be advantageous regarding future growth and value. In terms of the 

broader portfolio, CVS will utilize part of an overweight portion of cash from late stop losses and provide a healthy 

return of investment projected at 65% from now until December 2024. CVS will also help to broaden the diversification 

within the portfolio and increase potential alpha as we head out of the contraction due to COVID-19 and enter into 

growth. CVS’s recent acquisition of Aetna is also beginning to positively influence revenues now and moving further.  

CVS Health Corp. (contraction from Consumer Value Store) operates through several segments: Pharmacy services, retail 

and long-term care, health care benefits and corporate. Pharmacy services currently provides 47.5% of total revenues, 

retail and long-term care provides 29.1%, and health care benefits provides 23.4%. CVS operates 9,900+ locations with 

over 300,000 employees.  
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Valuation, Recommendation, & Risks  

Valuation Assumptions 

Using future cash flows forecasts acquired from FactSet, and a terminal growth estimate of about 2% with a WACC of 

about 6.4%, I found net present value (NPV) for its enterprise value (EV) to be estimated $213.380 billion ending in 

December 2024. Subtracting net debt of approximately $62.596 billion leaves a market value of equity approximately 

$150.786 billion. When you divide that market value with current outstanding shares of about 1.302 billion you reach an 

intrinsic value of $115.81. This intrinsic value based on assumptions made about future growth, representing an upside 

of about 91.5% from its current trading price. While it is important to note that market forces are rapidly changing, 

these estimates are made conservatively considering these facts. This valuation, along with its assumptions, relative to 

risk tolerance and time horizon within the CSUF SMIF portfolio leads me to reiterate my buy recommendation for CVS 

Health Corp.  

More key ratios in terms of CVS’s ability to withstand the current business cycle under COVID-19, would be gathered by 

the Dodson criteria. These criteria would be a current ratio of at least 2 to 1, a quick ratio of at least 1, a long-term debt 

to equity ratio of less than 70% and return on equity of at least 15% on a regular basis. While CVS does not precisely 

meet some of these minimum values, I believe that due to its recent acquisition of Aetna we may see a return to healthy 

levels as previously recorded before the acquisition.   

Before the Aetna acquisition in 2018, CVS averaged a current ratio of about 1.58 between 2012 and 2017. A current 

ratio of above 1.2 is generally considered to be healthy operating solvency levels that indicate an ability to pay bills 

during economic downturns. Quick ratio, even after the acquisition, showed no significant differences in terms of 5-year 

averages and is currently 0.6. A quick ratio of 1 is a healthy operating solvency level. Long term debt to equity, however, 

is an above average 130.9% ending December 2019. While this number is higher than our normal specifications of less 

than 70%, CVS averaged only 24-58% LT Debt/Equity levels prior to the acquisition in 2018. I believe this number to drop 

in the future as CVS reduces long term debt in the future. CVS’s most recent return on equity (RoE) was 10.9%. While the 

Dodson criteria normally requires a regular 15% RoE, CVS had good returns on equity prior to the acquisition in 2018 

with a 17.7% RoE in 2017, 14.3 in 2016, and 13.8 in 2015, indicating an increase on RoE YoY prior to the acquisition of 

Aetna. 

Catalysts 

#1. A potential impending catalyst would be major changes to the health care system by an incoming presidential 

candidate later this year. Depending on whether the incumbent president stays in office versus a challenger could create 

broad legislative changes to the current healthcare system. It would be necessary to update outlooks following the 

results of the election to see what changes could be made and how they effect CVS’s operations.  

#2. Another catalyst would be the duration of the current crisis leading into a recession or depression. While we are 

currently experiencing high volatility, the EPS estimates for CVS as it relates to revenues during this recession will be 

affected through the rest of 2020 and projected into early 20201. EPS results as released throughout 2020 should 

provide more accurate guidance moving forward through the crisis.  
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Risks 

Risk 1: The most impending risk to CVS Health Corp., in my opinion based on current market conditions and SWOT, 

would be the detrimental effects of COVID-19 upon the service sector. As patients possibly change their tastes and 

preferences to fit a social-distancing-type lifestyle, it could negatively effect and deter people from using retail pharmacy 

locations in lieu of online shipping instead. This would have a negative cascading effect on CVS’s network and bottom 

line, hindering growth. The possibility of CVS losing market share to smaller online competitors may come into effect if 

this risk is realized. If this risk comes to fruition, it will be prudent to reassess CVS’s market share in terms of pharmacy 

services as this would be the most vulnerable revenue stream to CVS to be hit by online pharmacist fulfillment.  

CVS is mitigating this risk is by increasing its online fulfillment and delivery systems taking advantage of their large 

footprint in terms of overall store numbers.  

Risk 2: Declining number of baby boomers. During 2019-2020, we witnessed the millennial generation surpass baby-

boomers for overall numbers in the United States. It is estimated that by 2030 all baby-boomers will be 65 or older. This 

is a risk because as millennials displace boomers, health care needs drop due to relatively low prescriptions needs. While 

baby-boomers have their own tastes and preferences that include retail locations, millennials have separate trends that 

could disrupt traditional business models regarding brick-and-mortar locations.  

Though millennials may be replacing baby-boomers in terms of overall numbers, baby-boomers need an ever-increasing 

pharmacy services as they age further. Millennials, specifically those with health problems is a growing proportion of 

their population as they increase in age as well. CVS can service millennials through their preferred preferences for mail-

in services or delivery thanks to the large number of CVS stores available as millennials choose delivery services more 

frequently.  

Risk 3: Changing legislation also has potential dire effects on the pharmacy giants of today. As distributors try and 

maintain healthy or competitive relationships with one another, federal legislation could swiftly change the industry. 

Federal regulation regarding healthcare is a common “hot topic” amongst politicians today. With uncertainty regarding 

the future of healthcare in the United States, this leaves much to the imagination in terms of profitability or future costs. 

It will be important to keep an eye on public sentiment regarding healthcare as we get closer to election season nearing 

the end of 2020.  

By diversifying its pharmacy services and increasing bargaining power, CVS is positioning itself to become a major player 

in the ever-evolving healthcare industry.  
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 Disclosure

This report is provided for information only and is not an offer or a solicitation to deal in securities or to 

enter into any legal relations, nor an advice or a recommendation with respect to such securities. This 

report is prepared for general circulation. It does not have regard to the specific investment objectives, 

financial situation and the particular needs of any recipient hereof. You should independently evaluate 

particular investments and consult an independent financial adviser before dealing in any securities 

mentioned in this report.  

The information or views in the report (“Information”) has been obtained or derived from sources 

believed by SMIF to be reliable. However, SMIF makes no representation as to the accuracy or 

completeness of such sources or the Information and SMIF accepts no liability whatsoever for any loss 

or damage arising from the use of or reliance on the Information.  SMIF and its connected persons may 

have issued other reports expressing views different from the Information and all views expressed in all 

reports of SMIF and its connected persons are subject to change without notice. SMIF reserves the right 

to act upon or use the Information at any time, including before its publication herein.   

Except as otherwise indicated below, (1) SMIF, its connected persons and its officers and 

representatives may, to the extent permitted by law, transact with, perform or provide broking, 

underwriting, corporate finance-related or other services for or solicit business from, the subject 

corporation(s) referred to in this report; (2) SMIF, its connected persons and its officers and 

representatives may also, to the extent permitted by law, transact with, perform or provide broking or 

other services for or solicit business from, other persons in respect of dealings in the securities referred 

to in this report or other investments related thereto; and (3) the officers, employees and representatives 

of SMIF may also serve on the board of directors. (All of the foregoing is hereafter referred to as the 

“Subject Business”.)  

However, as of the date of this report, neither SMIF nor its representative(s) who produced this report 

(each a “research analyst”), has any proprietary position or material interest in, and SMIF does not 

make any market in, the securities which are recommended in this report.  

Each research analyst of SMIF who produced this report hereby certifies that (1) the views expressed in 

this report accurately reflect his/her personal views about all of the subject corporation(s) and securities 

in this report; (2) the report was produced independently by him/her/them; (3) he/she/they does not 

carry out, whether for himself/herself/their self or on behalf of SMIF or any other person, any of the 

Subject Business involving any of the subject corporation(s) or securities referred to in this report; and 

(4) he/she/they has not received and will not receive any compensation that is directly or indirectly 

related or linked to the recommendations or views expressed in this report or to any sales, trading, 

dealing or corporate finance advisory services or transaction in respect of the securities in this report.  
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