
 
 
 
ANALYST QUICK NOTES 
New products, M&A announcements, management shakeups, earnings surprises. Whatever the news, 
you want to know what Argus thinks. Our Quick Notes fill this need by providing real-time analysis of 
current news about Argus-covered companies or other market-moving events. Please check back 
regularly for new Quick Notes. Important disclaimer information is on the last page of this document. 
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What’s New? 

• CVS held its annual analyst meeting in NYC on December 15. 
 
What Does CVS Health Do? 

• Business includes: 
o CVS retail pharmacies – 9,600 total 
o Caremark PBM 
o Growing specialty pharmacy business 
o Pharmacies within Target stores 
o SilverScript, largest Medicare Part D insurer in U.S. 
o MinuteClinic (1,100+) 

 
Any Major News? 

• The major news came when the company provided disappointing FY17 guidance in the 3Q 
earnings release on Nov 8.   

• At the 12/15 meeting, management reiterated: 
o Current year adjusted (non-GAAP) earnings of $5.77 to $5.83. 
o FY17 adjusted guidance of $5.77 to $5.93.  
o Pre-meeting consensus was $5.81 and $5.87. 

 
Nice Dividend Increase: 

• The company announced an 18% dividend increase to $2.00 per share for 2017. 
 
 
 
 
 



Important Points 
• CVS believes it effectively saving money for its clients and improving care for patients. 
• CVS has high interaction with patients. Often it is the first place people go when they don’t feel 

well and the place they go to pick up prescriptions after they visit a doctor. 
• CVS is willing and able to partner with all PBMs and Health Plans.  
• The Health Engagement Engine provides more effective pharmacist interaction with patients. 
• Focus on long-term growth for entire enterprise. 

 
 
Market Concerns and Company Response 

• Profits would drop substantially if rebates went away. 
o More than 90% of rebates received from drug companies are passed on to clients. 
o Contracts vary depending client needs and objectives. 
o If rebates went away, CVS would structure contracts so they continue to earn a 

reasonable profit.  
o Clients currently have audit rights to know they are getting a fair deal, 

• Changes in drug-price inflation are a major driver of profitability. 
o CVS said that the overall impact from slowing inflation is not meaningful. 

 The SilverScript business is helped by slower inflation – premiums are constant.  
 Benefit of inflation on rebates is muted because 90% of rebates are passed on 

to clients. 
o CVS is ultimately paid for helping clients to manage drug prices regardless of 

inflationary or deflationary environment. 
• The integrated model is no longer the place to be. 

o CVS impressively won 50% of all PBM business that was out for bid in the selling season 
for 2017. 

 
Surprises? 

• The shortage of primary care doctors is getting worse. That should be beneficial for 
MinuteClinic. 

• With drug prices rising 9%, CVS management services helped clients to see a 3% increase. 
• Significant capabilities to save money for clients in specialty. 

o 7% fewer ER visits. 
o 23% fewer hospitalizations. 
o 11% reduction in total costs for managed conditions. 
o Better adherence. 

• 50% of the U.S. population is within 10 miles of a MinuteClinic. 
• CVS is significantly cutting general merchandise in front of store to increase health and beauty. 

 
Why do we rate CVS a BUY? 

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

 Earnings growth 
 Dividend increases 
 Share repurchases. 



• 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.  

 
Summary 

• CVS shares fell nearly 12% on November 8 after management provided disappointing guidance 
in its 3Q earnings release. 

• We lowered our FY17 EPS estimate to $5.30 from $6.15. We are still modeling growth for the 
PBM business, but have reduced our sales estimate for the Retail/Long Term Care business due 
to the loss of scripts to a closed network. 

• The CVS retail business will be losing about 40 million scripts annually because Prime 
Therapeutics (the fourth-largest PBM) and the Department of Defense Tricare program will 
begin restricted-network relationships to fill retail prescriptions at Walgreen. 

• While management's reduced guidance is clearly a setback, we remain encouraged that CVS is 
sharpening its competencies as a healthcare provider and pursuing opportunities to provide 
more services for a growing customer base. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
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 Research Co., 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 whose parent company, Argus Investors’ Counsel, Inc., is registered with the U.S. Securities and 
Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. Neither 
The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a 
registered broker dealer and does not have investment banking operations. 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. 
 
Argus Investors’ Counsel (AIC), a portfolio management business based in Stamford, Connecticut, is a 
customer of Argus Research Co. (ARC), based in New York. Argus Investors’ Counsel pays Argus Research 
Co. for research used in the management of the AIC core equity strategy and model portfolio and UIT 
products, and has the same access to Argus Research Co. reports as other customers. However, clients and 
prospective clients should note that Argus Investors’ Counsel and Argus Research Co., as units of The Argus 
Research Group, have certain employees in common, including those with both research and portfolio 
management responsibilities, and that Argus Research Co. employees participate in the management and 
marketing of the AIC core equity strategy and UIT and model portfolio products. 
 
 


