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ESRX: ROE of 22.82% and Currently Undervalued
10/31/17

Thesis:
Express Scripts Holding Company (NYSE:ESRX) owns a mail order pharmacy & a specially pharmacy which
allows them to purchase drugs from wholesalers. They process over 1.4B prescriptions for about 83M people.
They are referred to as a Pharmacy Benefits Manager (PBM). For the past one year their stock price is down
about 9%, down YTD of 11%, down 2% past 3months. This price decline is partially due to a contract dispute with
one of its larger customers, Anthem Inc., which is set to expire in 2019 and confirmed information on the Street
that Amazon will enter the healthcare & prescription market.

Description:
52Wk Range: $55.80 – $77.50; Common Shares Outstanding: 577.55M; Dividend & Yield: $0.00 (0.00%);
Institutional Owners: 92.79%; Insiders Owners: 0.33%; EPS (ttm): $5.76; Short of Float: 2.47%. The price range
of ESRX is shown from 10/29/12 to 10/30/17.

Source: Yahoo Finance
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Express Scripts Holding Company operates as a pharmacy benefit management (PBM) company in the United
States, Canada, and Europe. It operates in two segments, PBM and Other Business Operations. The PBM
segment offers clinical solutions, specialized pharmacy care, home delivery and specialty pharmacy, retail
network pharmacy administration, benefit design consultation, drug utilization review, drug formulary
management, administration of a group purchasing organization, and consumer health and drug information
services. This segment also provides Medicare, Medicaid, and health insurance marketplace products; and
Express Scripts SafeGuardRxSM, a suite of solutions targeting the medication classes that pose a budgetary
threat to its clients. The Other Business Operations segment distributes pharmaceuticals and medical supplies,
including injectable and infusible pharmaceuticals and medications to treat specialty and rare/orphan diseases.
This segment also provides consulting services, such as design, implementation, and project management for
pharmaceutical and biotechnology manufacturers to collect scientific evidence to guide the use of medicines. The
company serves care organizations, health insurers, third-party administrators, employers, union-sponsored
benefit plans, workers’ compensation plans, government health programs, providers, clinics, hospitals, and
others. As of December 31, 2016, it operated four automated dispensing home delivery pharmacies; one nonautomated dispensing home delivery pharmacy; and one non-dispensing home delivery pharmacy, as well as
various non-dispensing order processing and patient contact centers, specialty drug pharmacies, and fertility
pharmacies. The company was formerly known as Aristotle Holding, Inc. and changed its name to Express Scripts
Holding Company in April 2012. Express Scripts Holding Company was founded in 1986 and is headquartered in
Saint Louis, Missouri.

Opportunities:
ESRX is currently undervalued due to the overhang of Amazon planning to enter into this apace and the contract
dispute with Anthem Inc. as well as, the 10/14/17 earnings report that beat EPS of estimate of $1.93 by $0.03, but
missed the Revenue estimate of $24,50B by $1.14B or -3.6%. ESRX has had a miss on Revenue on every QTY
going back to Q2 7/28/15. But for the past 3 Qty’s while missing on Revenue it has beat on EPS.

Strengths:
ESRX is a scale driven business model, meaning their revenue is recurring as prescriptions are typically refilled
on an ongoing basis and not a one shot order. They achieve low costs due to their large volume supply chain
scale. Not what you would consider as a cyclical business. And it is growing fueled by growing number of aging
folks. ESRX creates a large amount of FCF resulting from high returns and high amount of market growth. Plus
the buying of Medco for $29B deal that closed back on 4/21/12. Which was estimated to bring about $1B is
synergies. They has helped them with mail order technology and the customer experience.
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And more recently of eviCore for $3.6B announced in October of 2017. eviCore manages some 100 million folks
medical benefits. This will help ESRX lower cost as drug prices increase. The deal is expected to close in the
4Qty of 2017. Management does a good job allocating capital. ESRX has a 97% retention rate and low but fairly
steady margins. Their Piotroski F Score is very high with a 9 out of 9 rating that indicates a healthy situation, their
Revenue per share indicates a consistent growth, their Operating Margin percentage has been growing, their
Price is close to a 3 year low, their P/E is close to a 10 year low, their P/B is also close to a 10 year low, and their
P/S is close to a 10 year low. They have been able to drop prices in one example was with Hep C drugs. From a
customer stand point, they are sophisticated and realize the value add of their business. Recall their customers
are large corporate businesses trying to reduce their healthcare expenses. In December of 2016, ESRX BOD’s
increased its share buyback program by some 65Million shares for a total authorization of 33Million shares. The
market responded in a positive manner after the afterhours announcement by a 1.1% gain on the share price the
next day. More importantly is that the marker price at the time was $69.92/share. Thus, one could assume that the
BOD’s figured its shares were undervalued at that price, which is less than ESRX current market price. Q# 2017
earnings report, they reported more than 60% new middle market client wins compared to prior year. And they feel
well positioned for significant 2018 and 2019 selling opportunities. Their adjusted estimated 2017 guidance from
$6.95 to $7.05 EPS to $6.97 to $7.05. Put another way, it is about 9 to 10% EPS growth expected in 2017. Their
adjusted EPS guidance for Q4 2017 is $2.03 to $2.11. Some estimates are: for 2017 $6.97 EPS, for 2018 $7.74
EPS, for 2019 $8.38 EPS, for 2020 $7.79 EPS.

Weaknesses:
Shortly after buying Medco they lost some market share to CVS and have had a number of bad reporting quarters
since. As part of the Medco deal they had to transition the entire business into a new technology platform that led
to some losses. Plus, some large customers defected for various reasons to others. Their Asset Growth is faster
than the Revenue Growth. Specifically, their assets have increased at 24.3% a year and their Revenue has
increased at 9.8% over the past 5 years. This gives some indication of getting less efficient. On 10/24/17 ESRX
reported lower than expected Qty revenue stating it plans to retain more customers in 2018. In addition, ESRX
has seen a 1.2% annual rate of shrinking over the past 3 years. Plus it market price was at $90/ share back in
July of 2015. Adding to the lower share price was a contract dispute with Anthem Inc (ANTM.N) which some
estimate would have a $1B hit to ESRX EBITDA. This creates a high degree of uncertainly.

Contact Information
Electronic mail: info@portwrencapital.com
Web Site: http://www.portwrencapital.com
Copyright © 2017 Port Wren Capital, LLC. All rights reserved. Port Wren Capital LLC Logo, PWC STOCK REPORTS, THE CONTRARIAN
NEWSLETTER, Finding Value Investments, Investment Research Experts are registered service marks of Port Wren Capital, LLC or its
affiliates.

PWC STOCK REPORTSSM
An Annual Subscription Service for Value Investing

Port Wren Capital, LLC

SM

Finding Value InvestmentsSM
www.PortWrenCapital.com
Info@PortWrenCapital.com
(803) 415-1935
__________________________________________________________________________________________________
Back in March of 2016 Anthem sued ESRX for $15B claiming it was overcharged by $3B annually and was
seeking to end its 10 year contract. In April 2017 ESRX said Anthem was unlikely to renew its contract which is
set to expire in 2019. Adding, any new contract would likely contain “significantly less favorable” terms.

Threats:
A number of reports, mostly recently in October of 2017 indicate that Amazon is going to enter the business of
selling prescription drugs by 2019, Naturally that would create a big problem for brick and mortar drugstore
chains. Some say that an announcement might come before Thanksgiving. This would have a impact on CVS
Health Corp and Walgreens Boots Alliance inc. The 3 biggest DBM are CVS, Express Scripts and OptumRx which
is a unit of insurer UnitedHealth Group Inc. In total they process about 70% of the nation’s prescriptions. ESRX’s
CEO Timothy Wentworth has already stated he would be interested in partnering with Amazon. There are
confirmed reports on Amazon hiring folks from this sector and Amazon has obtained licenses to sell prescriptions
in 12 states to date. Also there is a rumor that CVS Health will bid $200/share to buy Aetna (AET) if it doesn’t
realize a meaningful relationship with Anthem (ANTM). And it would be a defensive move by CVS in reaction to
Amazon coming into the space.

Valuation:
Let’s look at the Health Care Plan industry as a whole, ESRX and three others.
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0
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3.24
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3.37
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1.81
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0
0
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0
0
0.24

3.1
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Comparison Highlights:
ROE is 22.82%, 87% higher than industry median, P/E is 10.20, 95% higher than industry median, Forward P/E of
7.69, 82% higher than median, 3Yr Avg Share Buyback of 7.80, 90% higher than industry, 3Yr EBITDA Growth of
16.20, 65% higher than industry, Price/FCF of 6.13, 72% higher than industry, EV/EBIT of 8.53, 81% higher than
industry, EV/EBITDA of 6.33, 87% higher than industry, Price/Intrinsic Value Projected FCF of 0.47, 89% higher
than industry.
On the negative side we see 1Yr EBITDA Growth of 12.20% which there is only one other lower, 1Yr FCF Growth
of 27.30% which is the lowest of all of them, Qty Growth of 11.20% is also the lowest of all of them.

Fair Value Estimates:






Using Projected FCF method Fair Value = $129.55
Using Median PS method Fair Value = $98.83
Using Peter Lynch method Fair Value= $95.39
Using DCF (FCF based) method Fair Value = $285.22
Using DCF (Earnings based) method Fair Value = $130.60

Note: Buyback addition was announced when market price was $69.92.

Catalyst:







Amazon buys ESRX
Amazon partners with ESRX
Contract with Anthem Inc. is renegotiated and that revenue even though less will still be a part of ESRX’s revenue
stream. At this time some reports indicate this will not occur.
Announced common stock buyback addition at $69.92/share
ESRX continues to grow by buying other firms to help reduce overall costs
ESRX continues to grow by picking up more customers
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Recommendation:
Buy @ $61.25 or <, Bull and Long.

Disclosure/Position:
Port Wren Capital, LLC does not have a position in the common stock at this time.

Key:
Curr Ratio: Current Ratio, CapEx: Capital Expenditures, DCF: Discounted Cash Flow, Debt/Eq: Debt over Equity, EPS:
Earnings Per Share, EBITDA: Earnings Before Interest, Taxes, Depreciation and Amortization, Erng: Earnings, EV/EBIT:
Enterprise Value over Earnings Before Interest and Taxes, EV: Enterprise Value, EV/Rev: Enterprise Value over Revenue,
FCF: Free Cash Flow, FTC: Federal Trade Commission, FV: Fair Value, IPO: Initial Public Offering, Mkt Cap: Market
Capitation, MOS: Margin of Safety, mqr: Most Recent Quarter, P: Price, P/B: Price over Book, P/CFC: Price over Free
Cash Flow, P/OCF: Price over Operating Cash Flow. P/E: Price over Earnings, P/S: Price over Sales, PWC: Port Wren
Capital, Qty: Quarter, Rev: Revenue, R&D: Research and Development, ROA: Return on Assets, ROC: Return on
Capital, ROE: Return on Equity, ROIC: Return on Invested Capital, SOTP: Sum-of-the-Parts, TP: Target Price, ttm:
Trailing Twelve Months, Yield %: Dividend annual Interest Rate, yoy: Year Over Year,.

Copyright © 2017 Port Wren Capital, LLC. All rights reserved. Port Wren Capital, LLC Logo, PWC STOCK REPORTS, THE CONTRARIAN
NEWSLETTER, Finding Value Investments, and Investment Research Experts are registered and/or unregistered marks of Port Wren Capital, LLC or its
affiliates.

Contact Information
Electronic mail: info@portwrencapital.com
Web Site: http://www.portwrencapital.com
Copyright © 2017 Port Wren Capital, LLC. All rights reserved. Port Wren Capital LLC Logo, PWC STOCK REPORTS, THE CONTRARIAN
NEWSLETTER, Finding Value Investments, Investment Research Experts are registered service marks of Port Wren Capital, LLC or its
affiliates.

PWC STOCK REPORTSSM
An Annual Subscription Service for Value Investing

SM

Port Wren Capital, LLC
Finding Value InvestmentsSM

www.PortWrenCapital.com
Info@PortWrenCapital.com
(803) 415-1935
__________________________________________________________________________________________________
All rights reserved. No part of this documentation may be reproduced in any form or by any means or used to make any derivative work (such as
translation, transformation, or adaptation) without written permission from Port Wren Capital, LLC.
Port Wren Capital, LLC reserves the right to revise this documentation and to make changes in content from time to time without obligation on the part of
Port Wren Capital, LLC to provide notification of such revision or change.
Port Wren Capital, LLC provides this documentation without warranty, term, or condition of any kind, implied or expressed, including, but not limited to,
the implied warranties, terms or conditions of merchantability, satisfactory quality, and fitness for a particular purpose PortWenCap,ilLmymake improvements or changes in
the product(s) described in this documentation at any time.
While every effort has been made to ensure accuracy in this document, no responsibility can be accepted for errors or omissions. This publication is not
intended to form the basis of a contract, and the company reserves the right to amend the design, content, without notice. All other products or service
names are the property of their respective owners.
Terms of Use:
You understand and acknowledge that this is not to be intended as investment advice, it is solely for general information and you are advised to perform
your own research and due diligence prior to making any type of investment and that investing in stocks involves risks that could result in part or all of
your capital invested.
Subscriptions Auto-Renew: Subscriptions to any Port Wren Capital, LLC Stock Report (PWC Stock Report) Auto-Renews. You may cancel your
subscription at any point, without penalty. Upon your cancellation, no more reports will be accessible. See No Refund below.
Product Pricing is intended for Retail Investors Only: The products and services described on this website are available only to retail investors and the
information on this Website is only for such persons. Institutional access to Port Wren Capital, LLC products and analyst are currently not allowed. For
purposes of our website, the term “Institutional” includes but is not limited to sophisticated non-retail investors such as investment companies, banks,
insurance companies, investment advisers, plan sponsors, endowments, government entities, and people acting solely on behalf of Institutional
Investors. By making a payment to Port Wren Capital, LLC you acknowledge that you are not an institution or acting on behalf of an institution.
Website Monitoring: The use of the services and products on this website by you may be monitored by Port Wren Capital, LLC. The results of this
information may be used by Port Wren Capital, LLC for our internal business purposes.
No Investment Recommendation or Professional Advice: You understand this is not meant to be considered providing individual or customized legal, tax,
or investment services and nothing contained in the materials should be construed as an offer to sell, a solicitation of an offer to buy, or a
recommendation for any security by us or any third party. You alone are solely responsible for determining whether any investment, security or strategy,
or any other product or service, is appropriate or suitable for you based on your investment objectives and personal and financial situation. Since each
individual’s situation is unique, a qualified professional should be consulted before making financial decisions.
Important securities disclaimer: You understand that no content published in our materials constitutes a recommendation that any particular security,
portfolio of securities, transaction or investment strategy is suitable for any specific person. Additionally, no materials are advising you personally
concerning the nature, potential, value or suitability of any particular security, portfolio of securities, transaction, investment strategy or other matter. To
the extent that any of the content published in our materials may be deemed to be investment advice or recommendations in connection with a particular
security, such information is impersonal and not tailored to the investment needs of any specific person. You understand that an investment in any
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security is subject to a number of risks, and that discussions of any security published in our material will not contain a list or description of relevant risk
factors. In addition, please note that some of the stocks about which content is published in our materials have a low market capitalization and/or
insufficient public float. Such stocks are subject to more risk than stocks of larger companies, including greater volatility, lower liquidity and less publicly
available information. Content in our materials which may or may not be deemed by you to be recommendations may have an effect on their stock
prices. You understand that our material may contain opinions from time to time with regard to securities mentioned in other materials or products, and
those opinions in one materials or product may be different from those in another materials or product. You understand and agree that, although we
require all employees to disclose every stock in which they, their immediate family, or any entity under their control, have a personal interest, if such
stock is mentioned in our materials, or content which they write, non-employees, may write about securities in which they or their firms have a position,
and that they may trade for their own account, and that they may or may not be subject to a disclosure policy. In cases where we become aware that one
of its employees has violated his or her disclosure obligation, we will take appropriate action. However, you understand and agree that at the time of any
transaction that you make, one or more individuals or their affiliates may have a position in the securities written about. You understand that performance
data is supplied by sources believed to be reliable, that the calculations herein are made using such data, and that such calculations are not guaranteed
by these sources, the information providers, or any other person or entity, and may not be complete. From time to time, reference may be made on our
materials to prior articles and opinions we have published. These references may be selective, may reference only a portion of an article or opinion, and
are likely not to be current. As markets change continuously, previously published information and data may not be current and should not be relied
upon. All content in our materials is presented only as of the date published or indicated, and may be superseded by subsequent market events or for
other reasons.
No Liability for Content and No Liability Resulting from Use: Port Wren Capital, LLC shall have no liability, contingent or otherwise, to you or to third
parties, or any responsibility whatsoever, for the failure of any connection or communication service to provide or maintain your access to this service, or
for any interruption or disruption of such access or any erroneous communication between Port Wren Capital, LLC and you, regardless of whether the
connection or communication service is provided by Port Wren Capital, LLC or a third party service provider. Port Wren Capital, LLC shall have no
liability, contingent or otherwise, to you or to third parties, for the correctness, quality, accuracy, timeliness, reliability, performance, continued availability,
completeness or delays, omissions, or interruptions in the delivery of the data and services available on this website or for any other aspect of the
performance of this service. In no event will Port Wren Capital, LLC be liable for any special, indirect, incidental, or consequential damages which may
be incurred or experienced on account of you using the data or services made available on this Website, even if Port Wren Capital, LLC has been
advised of the possibility of such damages. Port Wren Capital, LLC will have no responsibility to inform you of any difficulties experienced by Port Wren
Capital, LLC or third parties with respect to the use of the services or to take any action in connection therewith.
No Warranties are Made as to Security: Port Wren Capital, LLC makes no warranty whatsoever to you, express or implied, regarding the security of the
website, including with respect to the ability of unauthorized persons to intercept or access information transmitted by you through this service.
Content is Not to be Construed as a Solicitation or as a Recommendation: This material has been prepared for informational purposes only without
regard to any particular user’s investment objectives, financial situation, or means, and Port Wren Capital, LLC is not soliciting any action based upon it.
This material is not to be construed as a recommendation; or an offer to buy or sell; or the solicitation of an offer to buy or sell any security, financial
product, or instrument; or to participate in any particular trading strategy in any jurisdiction in which such an offer or solicitation, or trading strategy would
be illegal. Certain transactions, including those involving futures, give rise to substantial risk and are not suitable for all investors. Although this material
is based upon information that Port Wren Capital, LLC considers reliable and endeavors to keep current, Port Wren Capital, LLC has not verified this
information and does not represent that this material is accurate, current, or complete and it should not be relied upon as such.
No Determination of Suitability has been made, Not all Risks are Disclosed, Private Advisors should be Consulted: The fact that Port Wren Capital, LLC
has made the data and services provided on this website available to you constitutes neither a recommendation that you enter into a particular
transaction nor a representation that any idea described on this Website is suitable or appropriate for you. Many of the ideas described on this Web site
involve significant risks, and you should not enter into any transactions unless you have fully understood all such risks and has independently
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determined that such transactions are appropriate for you. Any discussion of the risks contained herein with respect to any product should not be
considered to be a disclosure of all risks or complete discussion of the risks which are mentioned. You should neither construe any of the material
contained herein as business, financial, investment, hedging, trading, legal, regulatory, tax, or accounting advice nor make this service the primary basis
for any investment decisions made by or on behalf of you, your accountants, or your managed or fiduciary accounts, and you may want to consult your
business advisor, attorney, and tax and accounting advisors concerning any contemplated transactions.
No Representations made as to Other websites or Links: This service may provide links to certain Internet sites (the “Sites”) sponsored and maintained
by third parties. Port Wren Capital, LLC is providing such links solely as a convenience to you. Thus, Port Wren Capital, LLC makes no representations
concerning the content of the Sites. The fact that Port Wren Capital, LLC has provided a link to the Site does not constitute an endorsement,
authorization, sponsorship, or affiliation by Port Wren Capital, LLC with respect to the Site, its owners, or its providers. Port Wren Capital, LLC has not
tested any information, software, or products found on any of the Sites and therefore does not make any representations with respect thereto, including
any representations regarding the content or sponsors of the Site, or the suitability or appropriateness of the products or transactions described therein.
Capacity Limits, Slowdowns and System Outages: As a result of high Internet traffic, transmission problems, systems capacity limitations, and other
problems, you may, at times, experience difficulty accessing the Website or communicating with Port Wren Capital, LLC through the Internet or other
electronic and wireless services. Any computer system or other electronic device, whether, it is yours, an Internet service provider’s or Port Wren Capital,
LLC can experience unanticipated outages or slowdowns, or have capacity limitations.
No Refund: All subscription fees/payments for Port Wren Capital, LLC products/services are non refundable. By making a payment to Port Wren Capital,
LLC you acknowledge that you have read and agree to Port Wren Capital, LLC No Refund Policy.
Privacy & Disclosure:
Private Policy: Port Wren Capital, LLC is committed to respecting the privacy of our clients. Port Wren Capital, LLC will not share, rent, sell or otherwise
disclose the personal information (name, address, e-mail address) of its clients without their advance permission. Port Wren Capital, LLC may disclose
information about our clients to our service providers with a need to know such information for purposes of performing those services to Port Wren
Capital, LLC. Port Wren Capital, LLC may also disclose information about our clients when it in good faith believes that such disclosure is required by
law.
Disclosure Policy: Our research/picks are for Members Only. Distribution of this material by subscribers is prohibited. Anyone caught sharing our
research in public will be subject to legal action and a lifetime ban. This policy also protects your investments as well as ours and thus allowing the ability
to achieve the maximum returns.
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