
       SPOTLIGHT OPTION TRADE  

  
 

CVS Health Signs of a Bottom, Calls are Cheap 
 

TRADE SNAPSHOT 

 

TICKER CVS 

SECURITY CVS Health 

SECTOR Healthcare – Managed Care + Retail 

CURRENT PRICE $71.75B 

LONG/SHORT Long 

TARGET $63.5 

STOP $52 

TIMEFRAME 2 Months 

 

Trading Strategy: Long the CVS August $57.50 Calls at $1.50 or Better 
 

Net Debit/Credit: Debit $1.50 
 

Profitability Zone: CVS Shares Above $59 on August OpEx 
 

Greeks: Delta 36; Gamma 6; Vega 9; Theta -2 
 

Options Volatility / Trade Simulator View: 

 

 



 
 

Technical Analysis: CVS has been a weak name down 16% YTD but the last few months has been basing and 
seeing bottoming signs as RSI gains strength and moves out of a downtrend and call accumulation has been 
enormous.  It has a volume pocket to move back to $63.5/$65 zone. 

 

 



Fundamental Analysis:  The $71.75B Co. is undergoing a transformation with its mega-deal for Aetna (AET) 
and now trades 7.7X Earnings, 17.9X FCF and 7.9X EV/EBITDA with a 3.63% dividend yield.  CVS sees 
EBITDA jumping 35% this year with the deal and recently provided strong guidance for Q2 and FY19 at its 
Investor Day.  CVS sees itself well positioned to address changing trends in healthcare, and is now uniquely 
positioned among managed care peers.  It sees HealthHUBs expanding to 1500 locations by the end of 2021 and 
is undergoing transformations with new products and services to pursue multiple growth opportunities.  
Integration and Modernization is seen driving $1.5B-$2B in savings in 2022 and beyond.  CVS plans to reduce 
its debt back to 3X by 2022 with its significant cash flow from operations.  CVS looks to be a compelling long-
term value at these levels as the transformation plays out the next few years.  Analysts have an average target of 
$68.50 on shares and short interest is low at 2% of the float.  Non-Renewals and Centene (CNC) carve-in its 
PBM has weighed on the PBM business near-term.  Standpoint upgraded shares to Buy last week and Bernstein 
started shares Outperform with a $76 target a few months back seeing shares undervalued with CVS/Aetna a 
long-term winner in healthcare.  Macro-oriented news around drug pricing, including the pending rebate rule 
and proposals from Congress, is likely to be a key component of CVS/group sentiment.  Hedge Fund ownership 
fell 25% in Q1 filings, call position disclosures from Armistice Capital and Masters Capital.   
 

 
 
Options Activity:  

 
 

Potential Catalysts: Earnings Early August 



 

Disclaimer: 

 

Not Investment Advice or Recommendation 

 

Any descriptions "to buy", "to sell", "long", "short" or any other trade related terminology should not be seen 
as a recommendation.  The Author may or may not take positions in any of the names mentioned, and is not 
obligated to disclose positions, nor position sizes. 

Content is for informational and educational purposes only. You alone will need to evaluate the merits and 
risks associated with the use of this content. Decisions based on information provided are your sole 
responsibility, and before making any decision on the basis of this information, you should consider (with or 
without the assistance of a financial and/or securities adviser) whether the information is appropriate in light 
of your particular investment needs, objectives and financial circumstances. Investors should seek financial 
advice regarding the suitability of investing in any securities or following any investment strategies. 

No reference to any specific security constitutes a recommendation to buy, sell or hold that security or any 
other security. Nothing constitutes investment advice or offers any opinion with respect to the suitability of any 
security, and the views expressed on this website should not be taken as advice to buy, sell or hold any 
security. In preparing the information contained in this website, we have not taken into account the 
investment needs, objectives and financial circumstances of any particular investor. This information has no 
regard to the specific investment objectives, financial situation and particular needs of any specific recipient of 
this information and investments discussed may not be suitable for all investors. 


