
 
 

 
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. 
 

 
Ford Motor Co. (NYSE: F: HOLD) 
Target Price: $NA 
Bill Selesky 
5/4/2015 
 
Event: Ford Motor 1Q15 earnings results 

 1Q15 revenue of $33.9 billion (versus $35.9 billion in 1Q14) 

 Earnings per share of $0.23 (versus $0.25 in 1Q14) 

 Results below consensus (revenue at $34.1 billion with EPS of $0.26) 

 The shortfall? (due to strong U.S. dollar & product launches) 

 Company guidance maintained (full-year per-tax profit $8.5-$9.5 billion) 
 
Our Takeaways 

 Operating losses in Europe & South America will continue 

 With fewer product launches in 2015 (15 versus 24), Ford will see better sales/profits 

 With recent dividend increase (January 2015), Ford feels confident on stronger 2015 
 
Implication 

 Auto-Parts Retailers a segment that should benefit from positive industry backdrop 

 Vehicle age, # of miles driven, consumer confidence, low gasoline prices, all positive factors 

 Prefer AutoZone and Pep Boys as best plays within sector 
 
 
 
 
 
 
 
 
 
 
 



CVS Health Corp.  (NYSE: CVS: BUY) 
Target Price: $114 
Chris Graja, CFA 
5/4/2015 
 
A High Quality Buy Idea 
 
What do we mean by Quality? 

 Consistency of the company's results. 
o 1Q sales up 11%. 

 High customer retention rates. 

 Unique clinical programs the company offers. 

 Narrow credit default spreads 
o We regard CDS spreads as a loose proxy for the stability of the company's cash flow 

generation. 

 CVS has a 1.4% dividend yield, which we view as attractive.  
o The company has increased the dividend at a compound annual rate of almost 30% over 

the last five years. 
o We expect further increases in the coming years. 

 Current payout ratio 28.8%. 
 Heading for 35% in 2018. 

 
What’s New? 

 Positive Earnings surprise: 
o On Friday CVS reported a 1Q15 adjusted (non-GAAP) profit of $1.14 per share. 
o Up 12% from the prior year's adjusted profit.  
o The result was better than the average analyst estimate of $1.08. 
o $0.05 above the top of the company's guidance range for the quarter. 

 It was a solid quarter across the board, but the PBM business really shined relative to our 
estimates and consensus. PBM operating profit was up almost 15%. 

 The company narrowed its full-year 2015 adjusted (non-GAAP) earnings guidance, to $5.08-
$5.19 from the $5.05-$5.19 per share that it initially provided at the analyst meeting in 
December.  

 We believe management refrained from a bigger increase because: 
o It is still early in the year. 
o This year's profits are more concentrated in the second half.  
o We do not believe that the strong 1Q pulled any earnings forward from 2Q.  
o CVS confirmed its 2015 free cash flow guidance to $5.9-$6.2 billion. 

 CVS expects to return $7 billion in cash to shareholders this year, on top of more than $5 billion 
in both 2013 and 2014.  

 Management got off to a good start repurchasing $2 billion of shares in 1Q.  

 CVS still expects to complete at least $6 billion in share repurchases this year. 
 
 
 
 
 



Why BUY? 

 Seeing increasing evidence that the company's integrated model is the right structure to deliver: 
o Cost savings 
o Better care 
o Attractive shareholder returns 

 Earnings growth  
 Dividend increases  
 Share repurchases. 

 Business model includes: 
o CVS retail pharmacies 
o Caremark PBM, 
o A growing Specialty pharmacy business 
o MinuteClinic 

 The biggest recent change in our analysis of CVS: 
o Increasing evidence of proprietary technology and clinical programs that enhance the 

company’s competitive position as a healthcare partner.  
o Believe that the healthcare landscape is becoming more focused on outcomes than 

simply dispensing pills or processing claims.  
o In this context, we are increasingly optimistic about the company’s ability to: 

 Identify gaps in patient care 
 Encourage patients to get the treatment and medicines they need to stay 

healthy.  
 Identify opportunities to save money with generic medicines. 

o Believe that CVS can deliver incremental benefits: 
 Through customer interactions: 

 Text messages.  

 Face-to-face interaction with trusted pharmacists and nurse 
practitioners.  

o CVS is effectively demonstrating that encouraging patients to take their prescriptions 
and monitor their conditions ultimately leads to better health and lower medical costs. 

o Believe that the growing MinuteClinic business is well positioned to provide cost-saving 
care amid a growing shortage of primary care physicians.  

o I strongly agree with the company's decision to stop selling tobacco products. 
 
What does the Street like? 

 Consistent execution. 

 Specialty sales up 46% YOY in 1Q. 

 Eliminating Tobacco sales: 
o Slightly less impact on sales than expected 
o Positive impact on brand perception 
o No impact on pharmacy business. 

 Payers love minute clinic. 
 
 
 
 
 



Debates: 

 Magnitude of reimbursement pressure. 
o Don’t believe there is a change in magnitude. 

 Competition on PBM business. 
o Pleased with early progress with PBM renewals. 
o Expect a more detailed update in 2Q call. 

 What happens with Walgreen? 
 
Valuation: 

 CVS is trading at an enterprise value of approximately 11.5-times trailing EBITDA.  

 A group of pharmacy and healthcare supply-chain companies trade at approximately 13-14 
times.  

 We believe that CVS is worth at least the market multiple based on its unique clinical capabilities 
and strong record of returning cash to shareholders including a plan for $7 billion this year. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Hologix Inc.  (NGS: HOLX: BUY) 
Target Price: $43 
David Toung 
5/4/2015 
 

 We are lifting price target to $43 as we see HOLX making sustainable gains in key Breast Health 
and Diagnostics.  

 We have details in report published this morning.  

 Catalysts for growth: 
o Plenty of runway for 3D Tomosynthesis. Just 25% penetration for 3D upgrade in HOLX’s 

installed  base in U.S. and 15% penetration of U.S. market. 12,000 digital mammography 
systems in U.S., with HOLX having  60% share. 

o 2015 is first year of CMS reimbursement coverage for 3D Tomo. 
o Larger opportunity for 3D and 2D in overseas markets. OUS market is larger than U.S. 

market. Many countries still using film-based mammography and have not adopted 
digital. These are prime targets for installation of 2D units that can be upgraded to 3D.  

o Uplift for molecular diagnostics from two key customers Quest and Japan Red Cross 
(Grifols).  

o OUS opportunities.  Goal is expanding above 25% of revenue.  
o 2Q results showed improving markets for all four product segments (Breast Health, 

Diagnostics, GYN Surgical, Skeletal Health). 
o Leadership of CEO Stephen MacMillan. Positive energy across entire organization.  

 Key metric 
o Gross margin improved because of positive  product mix and better sales closures 

(fewer end of quarter discounting).  Demonstrates strength of underlying business and 
management discipline.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
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. 
 

 


