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The company shaking up the U.S. healthcare 
system (NYSE: CVS) 
14.3.2019 | Ted Franks, Pengana WHEB Sustainable Impact Fund 

 

• CVS Health is an American retail pharmacy, healthcare company and insurer. 
• They are able to leverage their size to negotiate discounts on drug prices, which benefits their customers. 
• Their business directly benefits from reducing US healthcare costs whilst delivering better outcomes. 
• They currently have an historically cheap valuation of 9x PE and 8x EV/Ebitda compared with their five year 

average of 15x and 9x. 
• They have an experienced management team that understands the strategic change in the industry. 

 

The American healthcare system is one of the world’s largest markets, nearly 18% of the U.S. GDP is spent on 
healthcare compared with Australia’s 9.6%, however their average life expectancy is 78.8 years vs. 80.7 – 83.9 years 
for other OECD (organisation for economic cooperation and development) countries. This is largely due to the U.S. 
healthcare system being one of the least efficient systems in the world. 

CVS Health is an American retail pharmacy and healthcare company which, due to recently acquiring Aetna, also 
provides health insurance. The company has over 9,800 retail locations throughout the U.S. and in a number of 
South American countries including Columbia and Brazil. The scale of its pharmacy network enables CVS to negotiate 
discounts on drug prices on behalf of their subscribers, a scheme known as Pharmacy Benefit Management. Their 
company structure makes them one of only a few businesses that are fully aligned in trying to reduce healthcare 
costs, in line with the wants of both patients and regulators. 

We’re attracted to this stock for two main reasons, the first being its vested interest in containing and reducing the 
cost of healthcare in the U.S. Due to the company’s insurance branch they are incentivised to ensure their clients 
stay in good health.  This in turn benefits their customers who, not only remain healthy but also receive the 
pharmaceutical price reductions that CVS is able to pass on. The second reason is their historically cheap valuation of 
9x PE and 8x EV/Ebitda compared with their five year average of 15x and 9x.  

They are not the only company operating with this structure, United Health does something quite similar.  These are 
really the only two vertically integrated healthcare businesses that have the insights and business model that benefit 
from successful population health management, saving cost in the healthcare system by delivering better healthcare 
outcomes. 
 
We are therefore invested in this company for the following main reasons: 

1. Demand – there is high demand for their services of delivering better health outcomes at lower costs. 
2. Business model – their vertically integrated business model creates value by delivering superior health 

outcomes at a lower cost. 
3. Management – they have a strong and experienced management team that understand the strategic change 

in the US market and that has the capability to leverage the company’s assets to deliver value through 
responsibly run operations. 
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4. Valuation – In our view, they are extremely attractively valued for this market position and quality of 
business. 

 

Insights by Australian Fund Monitors Pty Ltd (AFM) provides investors and advisors with commentary and articles originated and provided by 
fund managers and other contributors. The views and opinions contained within each Insights article are those of the contributor and do not 
necessarily reflect those of AFM. www.fundmonitors.com. 

Disclaimer: Australian Fund Monitors Pty Ltd, holds AFS Licence number 324476. The information contained herein is general in its nature only and does not and 
cannot take into account an investor's financial position or requirements. Investors should therefore seek appropriate advice prior to making any decisions to 
invest in any product contained herein. Australian Fund Monitors Pty Ltd is not, and will not be held responsible for investment decisions made by investors, and 
is not responsible for the performance of any investment made by any investor, notwithstanding that it may be providing information and or monitoring services 
to that investor. This information is collated from a variety of sources and we cannot be held responsible for any errors or omissions. Australian Fund Monitors 
Pty Ltd, A.C.N. 122 226 724 
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