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Details of our upgrade of UnitedHealth to BUY with a $170 price target 

 First, UNH is likely to generate stronger earnings growth in 2017 as it exits unprofitable state 
markets. 

 Second, the non-insurance Optum businesses are growing faster than the core insurance 
businesses and with higher profitability. By 2017 or 2018, we expect Optum to contribute more 
than 40% of operating earnings, up from 38% in 2015. 

 Third, while UNH’s key competitors are tied up in antitrust litigation, UNH can continue to make 
smaller acquisitions, both in UnitedHealthcare, its insurance businesses, and in Optum.   

 
Stronger earnings growth in 2017 

 By end of 2016, UNH was in all but three state exchanges that were established under the 
Affordable Care Act.   

 UNH sustained losses of more than $600 million in its ACA-compliant individual plans, so by 
exiting those markets, it will eliminate more than half of those losses by 2017.  

 Optum is becoming larger contributor to earnings: 

 Optum is where UNH has the strongest growth prospects. Optum has faster revenue growth 
than the insurance side and higher operating margin.  Optum generates 30% of UNH’s revenue 
and 39% of operating income in first half 2016. We expect Optum to contribute close to 45% of 
operating income by 2018. 

 Optum provides such services as healthcare IT to clients and pharmacy benefit management 
(PBM). It provides PBM services to insurance plans operated by UNH and by outside insurers 
and to large employers’ benefit plans.  In fact, OptumRx, the PBM, has take clients from CVS 
Caremark and Express Scripts.  Optum also operated networks of primary physicians.   

 
 
 
 



UNH has fewer regulatory and legal barriers to make acquisitions 

 While UNH’s key competitors are tied up in antitrust litigation, UNH can continue to make 
smaller acquisitions.  As widely reported, the Justice Department has filed suit to block the 
Anthem-Cigna and the Aetna-Humana merger deals on antitrust grounds. 

 UNH can make deals to expand its Medicare Advantage and Medicaid businesses. 

 UNH also is unrestrained in making deals in its Optum businesses, which are less regulated than 
the health insurance businesses. 

 
 

 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 

 


