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CVS Offers Recession-Resistant Growth with Transformation 

   
 

  

   

Price $69.82  Core Holding September 30, 2023 

• 3.5% Dividend Yield, $14.5 billion in stock repurchase remaining. 

• M&A period over, now focusing on integrating new businesses and 

strengthening the balance sheet. 

• Healthcare as a sector is recession-resistant.  

• Sees cost recovery by 2H24, with the conclusion of a cost optimization 

program expected to yield $700-800 million in savings. 

• Expected addition of $2 billion to EBITDA by FY26 from Oak Street and a 

significant internal referral network from Signify Health. 

Investment Thesis 
CVS Health (CVS) is a retail pharmacy chain in the United States that has expanded into 

healthcare services and insurance. With about 85% of the US population living within 10 

miles of a CVS, there is a significant opportunity to expand into healthcare services and 

internal referrals from pharmacy benefits. 

With headwinds diminishing and giving way to advantageous demographic changes, CVS 

stands to benefit. With major acquisitions now complete, CVS can focus on the broader 

health services shift and deleveraging. The overarching objective is to create accretive 

double-digit earnings growth by growing recession-resistant health services. The 

combination of the pullback in price, coupled with anticipated growth, makes CVS a 

compelling recession-resistant dividend stock. 

Estimated Fair Value 
EFV (Estimated Fair Value) = EFY26 EPS (Earnings Per Share) times PE (Price/EPS) 

EFV = E24 EPS X P/E = $8.65 X 16.2 = $140.13    

 E2024 E2025 E2026 

Price-to-Sales 0.3 0.3 0.3 

Price-to-Earnings 8.2 8.2 7.4 

Healthcare Benefits and Pharmacy 
CVS Operates 3 segments: Health Services, Pharmacy, and Healthcare Benefits.  

https://www.cvshealth.com/news/health-equity/advancing-quality-care-and-patient-safety-through-third-party.html
https://buildingbenjamins.com/market-and-economy/aging-demographics-and-medicare-advantage-growth-heal-outlook-for-healthcare-sector/
https://s2.q4cdn.com/447711729/files/doc_downloads/2023/09/20230912-cvs-at-2023-morgan-stanley-global-healthcare-conference-transcript-final.pdf
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Healthcare benefits are primarily operated through Aetna, providing employer-paid 

health benefits, Managed Medicaid, and Medicare Advantage plans. The benefits 

segment expanded its ACA (Affordable Care Act) exchange offerings to 12 states and 

enrolled 1 million new members. Total membership increased 4.9% year over year. 

There are utilization increases in 2023, expected to wean off by 2H24. This increase has 

been largely seen across the healthcare sector due to pent-up elective procedure 

demand. CVS has had an increase of the MBR (Medical Benefits Ratio) to 86.2%, a 

350bps increase year over year. This means that for every $100 in premium income, 

$86.20 went to providing claims.  

 Membership (Millions) % Change Year Over Year 

Government (Managed Medicaid, 

Medicare Advantage)  

7.5  0.6% 

Commercial 18.1 6.8% 

You can read more about the tailwinds in the healthcare sector in our comprehensive 

article about it here. In short, a demographic change is underway, providing recession-

resistant tailwinds for healthcare as a sector.  

The pharmacy segment saw same-store sales growth, including retail, of 11% and a 

1.1% increase in filled prescriptions. The reduction in uptake of COVID-19 vaccines and 

a reduction in the severity of cold and flu season has decreased operating income by 

17.4% year over year. A particular tailwind for the pharmacy segment is the uptake of 

over-the-counter self-care products. This care area represents a total addressable 

market of almost $500 billion. Through its digital platform, CVS has grown OTC wellness 

offerings by 65% year over year.  

Health Services  
Health services saw strong growth in both patient volumes and total revenue, driven by 

acquisitions. CVS closed the purchase of Oak Street Health and Signify Health. The 

transaction was settled for $10.6 billion and $8 billion, respectively.  

Oak Street is a payor-agnostic primary healthcare provider with 600 clinicians across 21 

states. Oak Street is expected to add $2 billion to EBITDA by FY26. Oak Street increased 

its facility count by 23% year over year, which helped it grow patient volumes by 35% 

and revenue by 43% year over year. CVS estimates that 50-60 additional locations, or 

24% growth in facility count, will be completed in 2024 to continue this pattern of 

growth. 

Signify Health is a technology-based healthcare provider with 10,000 clinicians in 50 

states who provide remote and in-home care visits. CVS believes that it will provide a 

new vector for growth, thanks to an aging population who have more complicated care 

https://buildingbenjamins.com/market-and-economy/aging-demographics-and-medicare-advantage-growth-heal-outlook-for-healthcare-sector/
https://buildingbenjamins.com/market-and-economy/aging-demographics-and-medicare-advantage-growth-heal-outlook-for-healthcare-sector/
https://www.mckinsey.com/industries/consumer-packaged-goods/our-insights/still-feeling-good-the-us-wellness-market-continues-to-boom
https://investors.oakstreethealth.com/news/news-details/2023/CVS-Health-to-Acquire-Oak-Street-Health/default.aspx
https://www.modernhealthcare.com/mergers-acquisitions/cvs-health-acquire-signify-health-8b
https://www.modernhealthcare.com/mergers-acquisitions/cvs-health-acquire-signify-health-8b
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needs. Signify estimates that around 30% of the patients they encounter do not actively 

have a primary care physician. With the CVS integration, conversion of that 30% to Oak 

Street is an opportunity. Already, Signify has increased the volume of in-home 

evaluations by 16% year over year and grown its revenue 19% year over year.  

While these two acquisitions substantially increased CVS's debt load, they potentially 

could drive strong revenue growth. According to the CFO, Shawn Guertin, the M&A deal 

flow in the future will be substantially smaller and likely not occur in the short term. The 

focus will shift toward delivering and realizing the existing asset's growth potential. 

Risk 
CVS reported a 17.7% year-over-year increase in interest expenses. This was primarily 

due to the acquisition of Signify Health and Oak Street. The weighted average interest 

rate on the books is 5.56%, and the debt-to-EBITDA has risen sharply to 5.3x.  

Data by 

YCharts 

As previously mentioned, CVS' benefits segment saw significant increases in utilization, 

with premium utilization going up to 86.2%. While CVS does expect this ratio to go back 

down to the 82% range it was during and before COVID, the aging demographics could 

potentially lead to higher average utilization that is not fully offset by increases in 

Medicate payments as the Federal Debt Crises limits available funds. 

https://www.modernhealthcare.com/mergers-acquisitions/cvs-health-acquire-signify-health-8b
https://s2.q4cdn.com/447711729/files/doc_events/2023/May/31/20230531-cvs-health-at-bernstein-strategic-decisions-conference-transcript-final.pdf
https://s2.q4cdn.com/447711729/files/doc_events/2023/May/31/20230531-cvs-health-at-bernstein-strategic-decisions-conference-transcript-final.pdf
https://s2.q4cdn.com/447711729/files/doc_downloads/2023/09/20230912-cvs-at-2023-morgan-stanley-global-healthcare-conference-transcript-final.pdf
https://ycharts.com/
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By federal law, health insurance providers are forbidden from realizing profits from MBRs 

under 80% and must provide rebates.  

Outlook 
Despite the slowdown in COVID-19 vaccination uptake, CVS grew revenue by 10.3% 

year over year in 2Q23. While EBITDA fell by 15.9%, we expect a recovery by 2H24 as 

utilization returns to normal levels, acquisition-related costs are reduced, and the 

savings program concludes.  

In 2Q23, CVS took a $500 million charge related to "cost optimization." This program, 

implemented in 2Q23, is estimated to be completed by the end of the year. This 

program is comprised of a strategic review of assets and employee-related costs. CVS 

guidance states that this $500 million charge will lead to between $700-800 million in 

G&A savings. Currently, CVS spends approximately $38.8 billion on SG&A.  

CVS pays out a 3.5% yield. Currently, CVS has $14.5 billion in share repurchases 

authorized. In 2Q23, it repurchased $2 billion. We expect this number to increase as 

M&A is reduced. CVS has strong free cash generation of $18 billion per year, giving it 

ample room to accomplish deleveraging while maintaining the dividend. 

In conclusion, CVS has continued its operational shift away from being a traditional retail 

pharmacy. Though there are some short-term challenges, including a higher-than-

expected MBR and a temporary dip in operating income, the long-term outlook remains 

optimistic. As CVS begins to realize the broader tailwinds from demographic changes 

and its acquisitions, it has the potential to grow into a diversified healthcare 

powerhouse.  

 

 

 

 

 

 

 

https://s2.q4cdn.com/447711729/files/doc_financials/2023/q2/CVS-2Q23-Earnings-Transcript-Final.pdf
https://s2.q4cdn.com/447711729/files/doc_downloads/2023/09/20230912-cvs-at-2023-morgan-stanley-global-healthcare-conference-transcript-final.pdf
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Peer Comparisons 
 

 

 

 

 

 

 

 
 

 

 
CVS Health 

(CVS) 

Fresenius SE 

(FSNUY) 

Walgreens-

Boots (WBA) 

Rite Aid 

(RAD) 

Cigna 

Group (CI) 

Price-to-Earnings 

(FWD) 
8.15 NM 5.22 NM 11.70 

Price-to-Sales 

(TTM) 
0.27 0.38 0.13 0.00 0.47 

EV-to-EBITDA 

(FWD) 
7.84 8.22 11.31 17.70 9.24 

EBITDA Margin  5.42% 11.21% 2.10% 1.19% 5.30% 

Dividend Yield 3.46% 3.19% 9.19% - 1.69% 
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Disclaimer and Related Information 
 

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that 

Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr. 

Halliburton is the founder and owner of Tradition Investment Management, LLC, a 

registered investment adviser. Tradition is doing business as (DBA) Building Benjamins 

in the publishing, email, and website space. All material on the website should be 

considered paid advertising by Tradition. This article is a financial publication and is 

provided for educational purposes only. It is not an investment recommendation nor 

investment advice. It does not take into account your personal circumstances and 

whether this investment is appropriate for you, your objectives, or your risk tolerance. 

Under no circumstance is Building Benjamins or Tradition Investment Management LLC 

responsible for any actions that you may take after reading this educational information. 

Nothing from Building Benjamins should be considered personal investment advice. 

Building Benjamins and Tradition Investment Management LLC, the website, emails, 

interviews, social media pages, and other materials are published by Building Benjamins 

and do not necessarily match the opinions of the individuals or companies published or 

quoted herein. Investing, particularly stock or ETF investing, is risky and may result in 

losses and sometimes loss of your entire investment. Stock investing has company-

specific operational risks like demand, competition, legal and regulatory, and broader 

financial market risks like liquidity, economic cycle, and government policy. You may 

lose money in any stock investment or other investments and are solely responsible for 

those decisions.  

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site 

may or may not have positions in the securities discussed in this educational report. 

Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade 

ahead of any customer buy or sell resulting from this information. The information 

herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment 

Management LLC, and/or the authors on this site may transact in the security discussed 

at a later date, prior to, or without notification in this format. This is not investment 

advice but only a discussion of select investments for educational purposes. Building 

Benjamins is an investment website, blog, or newsletter, and the information contained 

cannot be reproduced, copied, or redistributed without the prior written authorization of 

Building Benjamins or Tradition Investment Management LLC. US copyright laws apply. 

We rely on information from sources we believe reliable, including the companies 

themselves, but cannot guarantee the accuracy of the information we provide. You rely 

on this information at your own risk and are responsible for the verification of the data. 


