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Description Section:

Company (Operational) Overview

Headquartered in Woonsocket, RI, CVS Health is the largest pharmacy health care
provider in the U.S. The company has over 9,900 retail locations in 49 states, the District of
Columbia, Puerto Rico and Brazil. In more than 1,100 Minute Clinic locations across the
country, CVS has served over 42 million patients, with a 95% customer satisfaction rating. CVS
is self-described as a “health care innovation company with a simple and clear purpose: Helping
people on their path to better health.” Their strategy is to create unmatched human connections to
transform the health care experience. The company’s primary values are: Innovation,
Collaboration, Caring, Integrity, and Accountability.

CVS Health’s assets are divided up into eight SBU’s:

e CVS Pharmacy: Retail Pharmacies; Through face-to-face counseling, pharmacists drive
medication adherence, close gaps in care, and recommend more cost-effective drug
therapies.

e MinuteClinic locations: Retail Clinics; At more than 1,100 MinuteClinice locations,
nurse practitioners and physician assistants diagnose and treat minor health conditions,
perform health screenings, monitor chronic conditions, provide wellness services, and
deliver vaccinations.

e CVS Caremark: Rx Benefits Management; CVS operates five mail order pharmacies
and offer broad capabilities that include formulary management and clinical services. The
CVS Caremark plan helps minimize client costs while improving health outcomes for 75
million plan members.

e CVS Specialty: Specialty Pharmacy; CVS Specialty supports individuals with chronic or
genetic diseases who require complex and expensive drug therapies. The nation's largest
specialty pharmacy, the company operates 24 retail specialty pharmacy stores and 11
specialty mail order pharmacies.

e Coram: Infusion Services; One of the nation's largest providers of comprehensive
infusion services. It cares for 140,000 patients annually through a national network of
more than 85 locations as well as the largest home infusion network in the United States.



e Omnicare: Long-Term Care Pharmacy; Acquired in 2015, Omnicare is a leading
provider of pharmacy services to the long-term care market. It enhances service offerings
to address the needs of an aging population across the continuum of senior care.

e NovoLogix: Medical Claims Editing; The NovoLogix platform manages claims for drugs
covered under the medical benefit with the same precision applied to pharmacy benefits.
Such drugs are usually administered in a physician's office, an infusion suite, or a
patient's home.

e Clinical programs: CVS’ clinical programs help patients stay on their prescribed
therapies. Unmatched business-to-consumer experiences helps bring these programs to
life, ensuring appropriate utilization, improving outcomes, and lowering overall health
care costs (CVS Health, “About”).

Financial Overview

CVS’ net revenues in 2017 were $184.8 billion and had an operating profit of $9.5
billion. It had a net income of $6.6 billion, which was a 24.6% increase from its net income in
2016. At the end of 2017, the company’s diluted earnings per share from continuing operations
was $6.45 and its free cash flow was $6.3 billion. Additionally, CVS’ stock price was $72.50
and had $73.4 billion in market capitalization. From 2013-2017, the company’s annual net
revenue grew from $126.8 billion to $184.8 billion (CVS Health, “2017 Annual Report”).
Although CVS has not yet released their full 2018 annual report, it has released that its revenues
increased 5.3% from 2017 to amount to a total of $194.6 billion. As for CVS’ net income, the
company took a hit in 2018 as it suffered a $596 million loss (“CVS Health Reports™).

Since the release of its 2017 Annual Report, CVS’ stock price and expected earnings
forecast have dropped dramatically concerning the company’s investors and shareholders. This is
assumed to be related to CVS’ recent acquisition of health insurer, Aetna, a move that cost the
company $70 billion. Due to this, the company has estimated a lower operating income and
adjusted earnings per share than analysts had expected for the 2019 fiscal year. Although outside
acquisitions have played a large part in broadening CVS’ product and service offerings and
increasing annual revenues, the company must continue to be smart and confident in the future
when signing lucrative mergers, as the Aetna deal has not proven to be profitable thus far
(LaVito, “CVS Shares”).

Market Overview

CVS Health is a top competing American pharmacy and healthcare company. According
to the 2017 financial report, CVS holds 23.6% market share within the prescription pharmacy
industry. In doing so, CVS is responsible for filling approximately 1.1 billion prescriptions
annually, and recorded a whopping 2.5 billion adjusted prescriptions either dispensed or



managed during 2017 (“2017 Annual”). Another article written by Mass Market Retailers during
August of 2018, additionally states that in areas such as Washington, D.C, CVS occupies 51% of
the market share drug retail category (“CVS Dominates”). Dominating its markets, CVS
oversees the operations of its more than 9,800 retail locations. Maintaining healthy and effective
relationships with CVS Caremark members and its more than 94 million Pharmacy Benefit
Managers (PBMs) has played a substantial role in the company’s accumulated market share
(“2017 Annual”). Further enhancing these relationships amongst PBMs, payors, and loyal
customers has helped CVS maintain, as well as promote future gains in their highly valued
market share.

Of their primary motivation, CVS remains focused on making pharmacy and everyday
healthcare better for consumers. In an emerging market category with new competitive players
and acquisitions continuously arising, it is highly salient to stay on top of the ever shifting trends
within the market. With nearly 6.1 million SilverScript members, 13 million Medicare members,
and millions of other various customers, CVS works incessantly to provide innovative services,
exceeding consumers traditional expectations (“2017 Annual”). These tireless efforts put forth by
CVS are also vital factors in distinguishing the brand from their existing and emerging
competitors. Companies considered as primary competitors include; EpiPen and other brand
name prescription retailers as well as, Walgreens, Rite Aid, Amazon, Walmart, Giant Eagle,
Target, Safeway, Costco, Kroger, and Best Buy (“CVS Pharmacy”).

SWOT Analysis

Strengths: Being that CV'S accounts for the largest percentage of market share in the drug retail
sector, it is fair to say they have several strengths working in their favor. Of these various
strengths the two largest driving factors influencing the company’s growing success are their
extensive network and ExtraCare loyalty program. According to a SWOT Analysis conducted by
Market Line in August of 2018, within the more than 9,800 retail locations operated by CVS,
there are 37 onsite pharmacies as well as 1,335 MinuteClinic locations throughout 33 states and
the District of Columbia (“CVS Health Corporation”). According to this same reference, as of
December 31, 2017, the pharmacy services segment managed 23 retail specialty pharmacy
stores, 18 specialty mail order pharmacies and four mail order dispensing pharmacies located in
40 states, Puerto Rico and the District of Columbia. The company’s vast network of pharmacy
services business provides them with an extensive range of PBM services. Ultimately, the
comprehensive web of networks utilized by CVS in their retail pharmacy stores and pharmacy
services continuously equips the company to reach its broad customer base across the United
States. Furthermore, CVS’ brick and mortar locations, offer a wide range of products, selling
prescription drugs along with a mixture of miscellaneous general merchandise. Through these
storefront operations, CVS offers one of the largest and most flourishing retail loyalty programs
in the U.S., called the ExtraCare loyalty program (“CVS Health Corporation”). Customers who



participate in the program receive various special coupon offers and health information. With
more than 70 million active cardholders, the loyalty program not only provides customers with
opportunities to save money, but provides useful customer insights enabling CVS to strategically
target and tailor its merchandise for the wants and needs of its customers (“CVS Health
Corporation”). With this in mind, a common trend being exercised by a rapidly increasing
amount of companies is to develop a well-represented corporate social responsibility. Millennials
of this generation often base their brand loyalty off the values enforced by the company and its
alternatives. Touching on this, CVS discontinued its sale of tobacco products in 2014 (Liu,
Lirong). Their ability to control which societal conflicts they are most equipped to address and
apply to their overall mission also serves as a strength the company may continue to capitalize
on.

Weaknesses: The most preeminent weakness faced by CVS is their problematic reduction in
cash positions. According the the Market Line report, as of December 2017, the company’s cash
and cash equivalents totaled $1,696 million compared to their total of $3,371 million the
previous year. This drastic decrease, represented an annual decline of 49.7%, expressing the
company’s failure to secure capital requirements. Additionally, the $2,932 million of financing
and investing activities during their fiscal year of 2017, resulted in a negative recording of cash
flows (“CVS Health Corporation”).

Opportunities: In an emerging market there are often new opportunities for companies to
expand their brand through new markets and the development of new products. One substantial
opportunity related to the growth of CVS is the expected increase in United States healthcare
spending. According to the 2016-25 report conducted by the Centers of Medicare and Medicaid
Services, health spending in the United States is expected to grow at a CAGR of 5.6% during the
next nine years (“CVS Health Corporation”). In regards to the country’s Gross Domestic
Product, health spending is expected to grow from a 17.8% share in 2015 to a 19.9% share by the
end of 2025. The projected improvement of factors such as economic conditions, the Affordable
Care Act coverage expansions, and rapid increase in the aging population, are likely to play a
role in impacting the acceleration of further spending within the healthcare market (“CVS Health
Corporation”). According to the US Census Bureau, the number of elderly is estimated to reach
98.2 million of the total population by the year 2026. With this in mind, the prospective need for
healthcare services and innovative delivery services is likely to be in high demand. Moreover,
creating several extensive opportunities for CVS to expand its products and delivery services.

Threats: With a large range of products including prescription medications and general
merchandise, CVS has broadened its scope of potential competitors. Operating within a highly
competitive industry, it is vital for CVS to continue addressing top competitors and the emerging
trends within society. For CVS, operating as a pharmacy retailer, their most common sources of



competition include other drugstore chains, discount retailers, independent pharmacies,
supermarkets, membership clubs, Internet companies and retail health clinics, as well as other
mail order pharmacies and PBMs (“CVS Health Corporation”). Of the most prominent threats in
regards to CVS’ market position is the intense price war in the PBM industry. Consumers
persisting demand for lower prices as well as amplified service offerings and higher quality
service, may play a potentially harmful role in various companies margins of profitability.
Health insurers and managed care plans such as United Healthcare and CIGNA which include
their own PBM capabilities, also serve as a primary threat (“CVS Health Corporation”).

Company Strategy

As previously mentioned, the primary motivation of CVS’ is to provide innovative and
beneficial services to enhance pharmacy and everyday healthcare for consumers. Not stopping
there, CVS also works to extend their services into growing market categories such as online and
beauty. According to an article written in July of 2018, CVS began experiencing reductions in
the value of their stock following the emergence of online medical retailers. More specifically,
Amazon’s announcement of their nearly $1 billion buyout of the online pharmacy, PillPack,
prompted a 7% decrease in CVS’ stock (Duggan, Wayne). In light of consumers growing desire
for convenience and online ordering, the threat of Internet companies such as Amazon pose high
potential risks to the value of storefront retailers like CVS. In an attempt to address the
emergence of new trends and competitors, CVS recently acquired health insurance company,
Aetna, through a $70 billion deal (HealthLeaders). In doing so, the pairing of these two
companies expressed a recent trend of targeting vertical mergers, rather than horizontal, in
regards to strategic healthcare approaches. CVS Health CEO Larry Merlo addressed the new
merger stating, "These businesses working together as an enterprise create a uniquely powerful
new platform that will enable us to transform the consumer healthcare experience,"
(HealthLeaders). Thus, further enforcing CVS’ attempts to transform the world of healthcare,
making it more efficient and desirable for consumers.

Aside from making their mark in the healthcare industry, CVS decided to expand their
focus in 2018 to partnering with Glamsquad Express Service. Detailed in an article written by
Fortune on September 24, 2018, the plan included four CVS store-front locations to pilot the new
program called BeautyIRL (“CVS Pharmacy Rolls”). Ranging from $30-$45, the program
offered shoppers the chance to purchase various express services while waiting for prescriptions
or shopping. These services included, an express blowout, dry styling and braids; a 30-minute
makeup refresher; skin care services for individuals’ eyes, lips, and faces. Along with this
investment, CVS introduced 30 beauty brands, not previously sold in stores. The underlying idea
behind both of these bold marketing moves, was to provide consumers with the opportunity to
physically test these various products themselves (“CVS Pharmacy Rolls”). As CVS has
continued to branch out and explore new trending markets, they are proactively addressing the



potential threats created by shifts in market trends. Other efforts made by the company include
their CVS Beauty Mark representing authentic images displayed in the beauty isles avoiding the
use of Photoshop alterations, as well as offering a variety of shots including the GSK shingles
vaccine nationwide (“Markets &”). Each of these, along with several other progressive steps
towards addressing market competition and emerging consumer demands has helped contribute
towards the company’s overall success. Ultimately, CVS strives to continue to flesh out their
future product development, market development, market penetration, and diversification
strategies to create new opportunities and stay ahead of their largest possible threats.

Analysis Section:

CVS remains a top competitor in the healthcare industry, there are several key
recommendations that may be beneficial towards the growth of their company. For starters an
article written by CNN on March 13, 2019 shares a recently recorded 15% drop in CVS’ overall
stock. Unfortunately, for CVS the two primary factors negatively impacting their stock, are not
ones the company is looking to change. The first and less detrimental factor is related to their
discontinuation of cigarettes in 2014 (Monica, Paul). While this played a small role in this
substantial decrease, CVS stands by the decision, claiming it is “inconsistent” with the
company’s overall mission in the healthcare industry to sell tobacco. The more prominent issue
however, impacting the company’s success is related to various concerns regarding the
company’s recent merger with health insurance corporation, Aetna. Addressing the concern,
CEOQ, Larry Merlo, said that 2019 will be "a year of transition" while the company works to
incorporate Aetna (Monica, Paul). CVS must invest a deal of time, money, and effort into
solidifying their new offerings from their recent acquisition of health insurer, Aetna. The
company invested $70 billion into the merger and struggled throughout the duration of the 2018
fiscal year to ensure that the deal officially closed (LaVito, “CVS creates”). Due to this, CVS
suffered a loss to their net income in 2018, a number that was down $7.2 billion from 2017. With
that in mind, integrating Aetna still stands to be a strategic move in CVS’ playbook. According
to the same CNN article, Aetna is projected to account for nearly a third of the company’s total
sales in 2019. Even so, Aetna’s growth rate is expected to grow faster than the retail and
Caremark pharmacy benefits management businesses already operated by CVS (Monica, Paul).
Based off these several predictions it is likely beneficial for CVS to refocus and reevaluate what
their company can best provide. As it stands now, CVS appears to be morphing into a company
more along the lines of insurance giant, UnitedHealth whose stock has gone up 200% in the past
five years (Monica, Paul). Capitalizing on growing markets, with substantial room for profit,
such as health insurance may be a more effective way for CVS to expand their company.



Threatened by the increasing popularity of convenient online companies such as,
Amazon, or less expensive retail distributors such as, Dollar General, it is important for CVS to
further address the demands of consumers. Often times, customers going to refill or pickup
prescriptions are forced to wait in long boring lines. Knowing this, CVS could benefit from
restructuring their pickup system to a speedier and more convenient process for its customers.
Additionally, many of the products sold at CV'S can be found at competing stores like Dollar
General. Although manufactured by a different company, consumers are inclined to be drawn
towards the remarkably lower prices sold at these various other locations. To solve this issue,
CVS should employ similar tactics compared to their integration of 30 new makeup brands, and
further incorporate alternative medical brands offered at lower prices. Therefore, individuals
seeking to buy the name brand still can, and those looking for less expensive substitutes have a
variety of options as well. Considering buyers often base their perspective off acceptability,
affordability, accessibility, and awareness, these two steps may generate positive influence in
buying behavior for CVS’ various products and services. In order to effectively approach each of
these problems however, CVS needs to focus their marketing efforts towards comparing the
success of their competitors and the emerging trends within society. Ultimately, the success of
CVS over their competitors will be based off their ability to reach the right customer, in the right
place, at the right time. While other factors will play significant roles as well, it is imperative that
CVS continues to assess various consumer demands and effective ways of marketing in response
to emerging trends. CVS should stick true to their core values, and assess their range of strengths
and weaknesses within their specific market category.
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