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What’s New? 

• Signs of a sound selling season. 
o Shares have underperformed over last 12 months. 
o This could be a positive catalyst. 

• The shares rallied after yesterday’s earnings release.  
o During the quarter there had been some concern about CVS losing PBM business to a 

competitor. (lost CalPERS and GE to OptimumRx). 
o It appears that was just normal earnings season turnover. 

• CVS is having another strong earnings season.  
o The retention rate is running at approximately 97.5% with 75% of renewals completed. 

 A little ahead of this time last year. 
o Net new business is $4.6 billion. 
o Gross wins of $7.4 billion. 
o Management said they are winning business and maintaining price discipline. 

 
A Good Quarter 

• CVS reported adjusted earnings of $1.32 per share in 2Q. 
o Up 8.3% from the prior-year's adjusted profit. 
o Above the average analyst estimate of $1.30. 
o Above the company's adjusted guidance range of $1.28-$1.31. 

• The company raised and narrowed its full-year 2016 adjusted earnings guidance. 
o New midpoint up 4.5 cents.  
o The new adjusted guidance is $5.81-$5.89.  
o The higher guidance is based primarily on: 

 Better-than-expected results in 2Q. 
 Lower interest expense later in the year. 

 



•  CVS raised its 2016 free cash flow guidance to $6.3-$6.6 billion from $5.3-$5.6 billion.  
• CVS still expects to return more than $5 billion in cash to shareholders this year, on top of $6.6 

billion in 2015 and more than $5 billion in both 2013 and 2014.  
o CVS has essentially completed its plan to repurchase $4 billion of shares this year. 

 
Why BUY? 

• We believe that the company’s integrated model is the right structure to deliver: 
o Cost savings;  
o Better care; and 
o Attractive shareholder returns:  

 Earnings growth 
 Dividend increases 
 Share repurchases. 

• Business includes: 
o CVS retail pharmacies, 
o Caremark PBM, 
o Growing specialty pharmacy business, 
o Pharmacies within Target Stores, and 
o MinuteClinic. 

• We are seeing increasing evidence of proprietary technology and clinical programs that enhance 
the company’s competitive position as a healthcare partner.  

• We believe that the healthcare landscape is becoming more focused on outcomes than simply 
dispensing pills or processing claims.  

• Increasingly optimistic about the company’s ability to: 
o Identify gaps in patient care, 
o Encourage patients to get the treatment and medicines they need to stay healthy, and 
o Identify opportunities for patients and plan sponsors to save money with generic 

medicines. 
• We believe that CVS can deliver incremental benefits through customer interactions ranging 

from text messages to face-to-face interaction with trusted pharmacists and nurse practitioners.  
• CVS is effectively demonstrating that encouraging patients to take their prescriptions and 

monitor their conditions ultimately leads to better health and lower medical costs.  
• We believe that MinuteClinic is well positioned to provide cost-saving care amid a growing 

shortage of primary care physicians.  
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
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. 
 
 


