
CVS Health (CVS) 
 
Overview 
Price: $73.66 
52 Week Range: $52.04 - 77.23 
Forward P/E: 9.54 
EV/EBITDA: 9.3 
Price/Sales: 0.36 
Dividend: 2.74% 
 
 
Background 
 
CVS is a large health services company with three main lines of business. Pharmacy/Retail, 
Insurance, PBM (Pharmacy Benefits Management). The Pharmacy/Retail segment provides 
services like filling prescriptions and selling basic health-related items like soap, Tylenol, 
bandages and other small household items. The insurance arm is the second largest insurer in 
the nation since the acquisition of Aetna and makes money mostly through premiums. The PBM 
business negotiates between drug manufacturers and insurers. PBMs determine which drugs 
insurance companies will pay for and how much they will cost. This creates savings and 
increases control for the insurance and pharmacy segments of CVS while also generating 
revenue through rebates and administrative fees charged to drug makers and other insurers. 
 
 
Thesis 
Recommendation: BUY ~11.57% upside 
 
CVS is a large and stable company with exciting initiatives to expand their offerings, but is 
undervalued by the market. This attractive valuation makes for a good entry point into an 
industry leader and veteran. CVS is an excellent for for our portfolio since it is more than just 
insurance like UNH and not involved in pet products like ZTS. We don’t have a health services 
company as of yet. 
 
Growth Drivers: 
 
CVS has a new CEO as of last week who is focused on newer initiatives and looking to turn 
around past underperformance. Lynch is prioritizing HealthHUBs and Minute Clinics to turn CVS 
into a company that more fully and completely addresses consumer health. The company is 
rapidly growing these special locations to diversify their offerings and to be a more complete 
health solutions company. Along these lines, CVS is embedding itself into consumers’ lives by 
increasing digital engagement, and offering more services along with proactively reaching out to 
patients as opposed to waiting for them to come into stores. 
 
 



Financial Background 
 
CVS is undervalued right now. The company is a huge player in the industry but has attractive 
valuation metrics with both an EV/EBITDA a forward P/E under 10 and Price-to-Sales ratio 
under 0.4. While the company has significant liabilities, the debt schedule is very manageable 
and strong cash flows diminish this risk. 
 
 
Risks and Considerations 
 
New entrants, particularly Amazon, could present a threat to CVS. Amazon has announced 
plans to get into drug delivery and they already deliver some other goods similar to CVS’s retail 
products like bandages. However, CVS is aggressively diversifying their offerings and pushing 
into other health services to become a more holistic health company. With any healthcare 
company come regulatory concerns. Part of this is inherent in the healthcare industry but there 
is also some potential concern over the company’s vertical integration and broad reach. 
However, anti-trust action is not expected to be taken. 
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