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The ongoing transformation of health care in the United States

presents challenges and complexities for patients and payors.

Pharmacy innovation is critical to solving these challenges. As

an industry leader, CVS Caremark is uniquely positioned to be an
important part of the solution with our best-in-class businesses

and a growing suite of integrated offerings. Through our distinctive
business model, we are reinventing pharmacy for better health. It’s
the CVS Caremark way and one that often differs from traditional

industry solutions.
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CVS Caremark is the largest pharmacy health care provider in the United States with integrated
offerings across the entire spectrum of pharmacy care. Through our unique suite of assets, we are

reinventing pharmacy to offer innovative solutions that help people on their path to better health.
At the same time, we are highly focused on lowering overall health care costs for plan members and
payors. CVS Caremark operates more than 7,300 CVS/pharmacy® stores; serves in excess of 60 mil-
lion plan members as a leading pharmacy benefit manager (PBM); and cares for patients through
the nation’s largest retail health clinic system at our approximately 600 MinuteClinic® locations.

Financial Highlights

fiscal year fiscal year
(in millions, except per share figures) 2011 2010 % change
Net revenues $ 107,100 $ 95,778 11.8%
Operating profit $ 6,330 $ 6137 31%
Net income attributable to CVS Caremark $ 3,461 $ 3,427 1.0%
Diluted EPS from continuing operations $ 2.59 $ 2.49 4.0%
Stock price at year-end $ 40.78 $ 34.77 17.3%
Market capitalization at year-end $ 52,937 $ 47,426 11.6%
DILUTED EPS FROM
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DEAR FELLOW SHAREHOLDERS:

20/] /] was a year Of Our retall businesg continued to experiencg solid
. top- and bottom-line growth, and we achieved
g re at accom pl S h me ﬂJ[ steady share gains. Our pharmacy benefit manage-

ment, or PBM, business enjoyed strong revenue

for our company. We |

growth, another very successful selling season for
SeJ[ Cha| |eﬂgi|’]g — yeJ[ 2012, and significant progress on a number of
aChievab|e B goals aﬂd key initiatives. MinuteClinic® continued expansion

of its footprint and services and reached break-

delivered on our promisesl even profitability at the end of the year, as we

expected. And our unique integrated offerings are

\/\/e exeCUted SUCCGSS]CUHV evolving and gaining significant traction in the mar-
on a number Of initiatives ketplace. As we close the chapter on 2011 and

look forward to what lies ahead, we are optimistic

adCross J[he emerprise, that we can deliver even better results in 2012.
re por’[lﬂg solid results in The current health care landscape presents a
3 d|ﬁ|CU|J[ en\/ironment number of challenges that we see as opportunities.

Among them, overall health care costs will continue
to increase, a scenario that will be intensified by an
aging population. Exacerbating this problem is an
insufficient focus on lower-cost solutions such as
preventive care and prescription drug adherence.
Consumers also are taking on greater account-
ability for their health care, as direct-to-consumer
markets grow and employers shift more and more
costs onto their employees. Moreover, the current
shortage of primary care doctors, combined with
a growing demand, will result in a major physician
shortage. Our suite of assets is very well aligned to
address and bring solutions to these issues.

We’ve integrated our industry-leading PBM busi-
ness, retail pharmacies, and retail health clinics
with the following goals in mind:

e To provide greater access, convenience, and
choice to pharmacy care;

President and Chief Executive Officer




“By capitalizing on CVS Caremark’s best-in-class businesses as
well as the power of our combined entity, we are well-positioned
to deliver on our goal of reinventing pharmacy for better health

... and better shareholder value.”

¢ To deliver solutions that improve the health of
those we serve; and

® To lower the overall cost of health care.

By capitalizing on CVS Caremark’s best-in-class
businesses as well as the power of our combined
entity — what we call our “integration sweet spots”
— we are well-positioned to deliver on our goal of
reinventing pharmacy for better health ... and better
shareholder value. As our strategies have advanced
and taken hold in the marketplace, we are very
excited about the results of our efforts. Before
getting into more detail on that, | want to provide a
quick overview of the past year’s performance.

2011 Saw Strong Revenue and Earnings
Gains Coupled with Record Free Cash Flow

Net revenues increased 11.8 percent to a record
$107.1 billion in 2011, with Adjusted EPS rising
5.9 percent excluding the three-cent per share tax
benefit in the prior year. CVS Caremark shares
returned 18.9 percent, significantly outpacing our retail
pharmacy and PBM peers as well as the broader
S&P 500 Index and Dow Jones Industrial Average.

We are extremely pleased with our performance
and highly focused on further enhancing share-
holder value. Our roadmap for accomplishing that
consists of three main pillars:

¢ Driving productive, long-term growth;
¢ Generating significant levels of free cash; and

¢ Adhering to our disciplined capital allocation
strategy.

We generated $4.6 billion in free cash flow in
2011, a 39 percent increase over 2010’s level.

In total, we returned $3.7 billion to our share-
holders last year — nearly double 2010’s total

— through $3 billion in share repurchases and a
43 percent dividend increase. With our steady
state earnings targets, we expect free cash flow
to increase substantially over the next several
years. We plan to use our available cash to invest
in opportunities that will enhance our returns, to
repurchase shares, and to continue to increase
our dividend with a targeted payout ratio of 25 to
30 percent by 2015.

Our PBM Enjoyed High Client Retention Rates
with Significant New Contracts Awarded

In our PBM business, our deep clinical expertise
allows us to deliver a wide spectrum of best-in-
class services and innovative plan designs for our
clients and their members. Our specialty pharmacy
is an industry leader, and our Medicare Part D pre-
scription drug plans make us a strong No. 2 player
in this fast-growing space.

Our PBM business made tremendous strides over
the past year. Our client retention rate for 2012 is
approximately 98 percent while our book of busi-
ness grew significantly. Our 2012 selling season
yielded more than $7 billion in net new sales along
with another $5.5 billion related to PBM contracts
that came with our 2011 purchase of Universal
American’s Medicare Part D business. In fact,
when we combine the 2011 and 2012 selling
seasons with the Universal American acquisition,
we have increased our book of business by 50 per-
cent compared with 2010. At the same time,

we have been successfully executing the PBM
streamlining initiative we announced last year,



which is expected to save us more than $1 billion
cumulatively through 2015.

Our specialty pharmacy revenue has risen by more
than 17 percent annually over the past two years
and is expected to account for $15 billion in sales in
2012. We stand to benefit from this sector’s robust
R&D pipeline and have numerous offerings that
help PBM clients manage their specialty spending
more effectively.

The government is rapidly emerging as the major
payor for prescription drugs in the United States.
Forecasts vary, but Medicare and Medicaid could
be paying for as much as two-thirds of all U.S.
prescriptions by 2020, up from approximately
one-third today. Our integrated business model is
very well-positioned to serve these populations.
We are focused on building a leadership position
in the Part D business and investing in state-of-
the-art systems to handle its challenging regula-
tory requirements and complex benefit designs.

We’re Reinventing the Role of Our Retail
Pharmacists, Leading in Adherence, and
Gaining Share

Our focus on superior customer service, increased
access, and patient care improvements contin-
ued to drive share gains in our retail pharmacies.
Pharmacy same-store sales increased 3.1 percent
in 2011. That pushed CVS/pharmacy’s share of the
total U.S. retail prescription market to 19.5 percent,
up nearly six percentage points since 2004.

Much of the credit goes to the evolving role of our
pharmacists, who have seen their traditional role
as dispensers of medications expand greatly to

CVS CAREMARK

focus on providing broader health care services.
Today, CVS pharmacists are trained to adminis-
ter vaccinations and to consult with patients on
opportunities to improve adherence, close gaps
in care, and lower their costs. Based on our data,
CVS/pharmacy now has the highest adherence
rate among top U.S. pharmacy retailers. This is
critical because non-adherence — that is, not refilling
prescriptions or not refilling them on time — costs
the U.S. health care system an estimated $300 bil-
lion annually in avoidable health care costs.

Our pharmacies also have the highest generic
dispensing rate, or GDR, in our industry, which is
helping PBM clients and patients save money.
Although the lower prices of generic drugs can
exert a drag on revenue growth, their greater
margins help drive profitability. We see significant
opportunities on the horizon to further increase our
GDR. In 2012 alone, approximately $35 billion of
branded drug sales will lose patent protection.

Our ExtraCare® Loyalty Program, Clustering
Initiatives, and Store Brands Remain Key
Drivers of Front-Store Profitability

Our front-store business also turned in another
year of solid performance in a weak economy, with
front-store same-store sales increasing 0.8 percent.
Introduced back in 2001, our ExtraCare loyalty
program provides us with a powerful competitive
advantage. The largest and most successful retail
loyalty program, it has more than 67 million active
households and currently accounts for approxi-
mately 85 percent of our front-store sales. ExtraCare
enables us to execute a targeted front-store promo-
tional strategy and drive more profitable sales.

2011 ANNUAL REPORT



SHAREHOLDER LETTER continued

We also leveraged the deep customer insights
gained through ExtraCare to launch our store
clustering initiative in 2009. To date, we have
remodeled more than 4,000 stores to tailor our
merchandise mix based on the way our stores are
shopped in certain locations. We have rolled out
two different clusters thus far — food convenience
and urban — and are seeing revenue and profit-
ability increases in each. In 2012, we will expand
our store segmentation approach by rolling out
additional cluster prototypes that will enable us
to customize our store fleet and meet the unique
needs of each store’s customer base.

The store brand category, which now accounts for
approximately 17.5 percent of front-store sales,
represents another growth driver in the front of
our stores. These products are less expensive for
shoppers, help create loyalty, and provide us with
higher margins. We believe that store brands can
reach 20 percent of front-store sales over the next
few years, and we are adding hundreds of new
products every year.

Our real estate program continued on pace as we
opened 247 new or relocated stores. Factoring

in closings, net units increased by 145 stores.
That equates to 2.6 percent retail square foot-
age growth, consistent with the level of the past
several years.

MinuteClinic Has Broadened Its Scope and
Forged Key Strategic Alliances

We now operate approximately 600 MinuteClinics,
most of which are in CVS/pharmacy stores across
25 states, with that number expected to rise to
1,000 by 2016. We believe MinuteClinic will play

CVS CAREMARK

an important role in addressing some of the cost
challenges related to health care in this country, as
well as access issues resulting from the national
shortage of primary care physicians. This situ-
ation will only be exacerbated when 32 million
Americans obtain health insurance beginning in
2014 through health care reform.

MinuteClinic has been expanding its scope of
services to focus more on preventive care and
monitoring for chronic conditions such as diabe-
tes, hypertension, and high cholesterol. We are
also partnering on patient education and disease
management initiatives through the formal affilia-
tions we’ve established with some of the nation’s
leading health systems. Taken together, these
health systems represent more than 125 hospi-
tals and 35,000 physicians. As part of our clinical
collaboration, some of these doctors now serve
as medical directors for their local MinuteClinics.
We are integrating our electronic medical records
with those affiliated health systems and, in the
future, we expect to play a collaborative role with
the Accountable Care Organizations that are an
outgrowth of health care reform.

The collaboration of MinuteClinic with our PBM
represents just one of our integration “sweet
spots,” allowing us to create programs for PBM
members that are difficult for any of our com-
petitors to match. For example, clients have the
opportunity to change their benefit structure
to substantially reduce or eliminate co-pays at
MinuteClinic, which will encourage cost-effective
member behaviors and expand access to high-
quality care. MinuteClinic also offers our PBM
clients flu vaccination and biometric screening
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“Our integrated offerings leverage the clinical expertise and
insights from our PBM business along with the broad reach and
face-to-face engagement in our retail business to deliver inno-
vative solutions that are unmatched in the marketplace today.”

programs, injection training and on-site, employer-
based clinics.

Clients Are Embracing Our Unique
Integrated Offerings While We Continue
to Expand Them

Our integrated offerings leverage the clinical exper-
tise and insights from our PBM business along with
the broad reach and face-to-face engagement in
our retail business to deliver innovative solutions
that are unmatched in the marketplace today.
These solutions enhance access, lower health care
costs, and improve health outcomes, and we have
compelling data proving the efficacy of our unique
programs. Among our integrated offerings, we have
seen an enthusiastic response to our Pharmacy
Advisor® program, which had more than 12 million
lives enrolled at the end of 2011 after just one year
of being broadly available. That represents approxi-
mately 20 percent of our PBM book of business.
Capitalizing on our retail presence — unique among
major PBMs — we can offer chronically ill patients
the benefit of face-to-face counseling in our phar-
macies to improve their medication adherence
rates and close gaps in care.

We are particularly encouraged that many new
customers have opted to implement Maintenance
Choice® This program gives qualifying plan partici-
pants the option of filing their 90-day maintenance
prescriptions by mail or at one of our convenient
retail locations at the same co-pay and payor pricing
as mail order, something that is very difficult for a
standalone PBM or retailer to offer. Clients repre-
senting more than 10 million members adopted
Maintenance Choice as of January 2012. Our new

enhancements to this offering, which we have
dubbed Maintenance Choice 2.0, have the potential
to more than triple the number of members partici-
pating in Maintenance Choice by making it more
broadly available to the PBM book of business and
also making it easier for consumers to use. You can
read about Pharmacy Advisor and Maintenance
Choice in more detail on pages 10-13.

In closing, | must extend my thanks to our
200,000 colleagues who are the collective face
of CVS Caremark. Their dedication and commit-
ment to our clients, customers, and communities
continues to play an integral role in the success
of our co.



QUESTIONS & ANSWERS

We recently spoke with the
heads of CVS Caremark’s
three businesses regarding
the company’s unique suite of
assets and integration “sweet
spots.” Below are excerpts
from that conversation.

Q: Gentlemen, CVS Caremark has talked a
lot about the integration sweet spots that
leverage the company’s assets. Why are
they so important?

On the most basic level, these sweet spots
improve the quality of pharmacy care and help
manage costs more effectively for patients and
payors. We want to capitalize on the clinical
expertise and insights from our PBM business
along with the broad reach and face-to-face
engagement of our retail pharmacy and retail
clinic businesses.

Exactly. Old solutions can’t solve new prob-
lems. So we're working to deliver innovative solu-
tions that address the evolving needs of our clients
and customers. That will allow us to successfully
differentiate ourselves from the competition.

Q: Per, what role did Maintenance Choice®
and other unique integrated offerings play in
your successful selling season?

Our success in the 2011 and 2012 selling
seasons were due in no small part to the supe-
rior outcomes we are demonstrating through our

integrated offerings. While clients don’t choose
us for any single integrated offering, several new
clients adopted Maintenance Choice right out
of the gate because our powerful data enables
them to understand its value.

Q: Mark, what kind of results are you seeing
at CVS/pharmacy® from the integration?

Let’s start with the fact that medical costs
for non-adherent patients are nearly double the
costs of those who adhere to their drug regi-
mens. The integration with the Caremark PBM
has enabled us to greatly advance our efforts
at retall to drive greater adherence. Going back
to 2008, our retail pharmacists have conducted
over 150 million patient interventions through
our Patient Care Initiative. As a result, we now
have the best-in-class adherence rate among
top pharmacy retailers for patients suffering from
diabetes, hyperlipidemia, and hypertension.

Q: Andy, CVS Caremark talks a lot about
how MinuteCinic® can drive health care
costs lower. What kind of savings are we
talking about?

In one example, we recently looked at data
from a subset of CVS Caremark employees and
compared MinuteClinic users to non-MinuteClinic
users. We matched the groups for age, sex,
health status, health-seeking behavior, and
chronic disease. MinuteClinic users had 8 per-
cent lower overall health care costs, and their
emergency room expenses were 12 percent
lower. Additionally, results from a recent RAND
study found that the cost of MinuteClinic services
compared to physicians’ offices, urgent care, and



emergency rooms was 40 to 80 percent less than
the other sites of care. Encouraging members to
use MinuteClinic can be an important source of
savings for our clients.

Q: Per, CVS Caremark has the industry-leading
specialty pharmacy offering. How will your
efforts to address the growing challenges in
specialty benefit from the combination of
assets across the enterprise?

Per: We recently began work on a new program
that will capitalize on our specialty offering and
a subset of our conveniently located retail phar-
macies to build a unique integrated specialty
solution. Our aim is to improve convenience and
expand access to pharmacist counseling for
our specialty patients who are among the most
chronically ill. It will give patients easier access to
their medications as well as personal access to
expert clinical pharmacists.

President,
CVS Caremark Pharmacy Services

President,
CVS/pharmacy

President,
MinuteClinic

CVS CAREMARK
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Q: Mark, we’ll give you the last word. The
integrated Pharmacy Advisor® offering pro-
vides critical messaging to patients about
non-adherence to prescribed medications
and gaps in care. What kind of results are
you seeing with it?

Mark: The numbers we’ve seen over the first year
have been very encouraging. Across the more than
700,000 members with diabetes, we delivered over
1.2 million live counseling sessions, the majority of
which were delivered by our store teams. Across
those populations who use our channels, we
increased the number of people who are optimally
adherent by between two percent and four per-
cent. And the percent of people with an identified
gap in therapy decreased between seven percent
and fifteen percent. In both instances the largest
impacts were delivered by our CVS/pharmacy
teams, who are really keeping patients healthier
and saving clients money.
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Prescription-Based

Relationship-Based

PHARMACY ADVISOR:

Face-to-face counseling between pharmacists and patients
can be two to three times as effective as other forms of com-
munication in driving adherence to prescription drug regimens.
That insight helped lead to the creation of Pharmacy Advisor®
our flagship PBM program for integrated pharmacy care.

Powered by our proprietary Consumer Engagement Engine™ the Pharmacy Advisor program places
critical information into our pharmacists’ workflow, whether they are at a PBM call center, mail order
pharmacy, or in one of our 7,300 retail pharmacy stores. This enables a helpful consultation with patients
on opportunities to improve medication adherence, close identified gaps in care as recommended by
clinical guidelines, improve their health, and lower overall health care costs.

The problem of non-adherence to prescribed drug therapies is estimated to cost the U.S. health care
system more than $300 billion annually. Research has demonstrated that patients with certain chronic
diseases who adhere to their drug regimens remain healthier, miss fewer days of work, and have
significantly lower health care costs.

Capitalizing on our integration “sweet spots,” we are creating a comprehensive care program based
on the best clinical information. We have already achieved powerful results for patients with diabetes,
the first disease state addressed by Pharmacy Advisor. In April 2012, Pharmacy Advisor will begin
addressing hyperlipidemia, hypertension, coronary artery disease, and congestive heart failure. We plan
to roll out programs for asthma/COPD, depression, cancer, and osteoporosis by the end of the year, with
Gl disorders, rheumatoid arthritis, multiple sclerosis, and chronic kidney disease to be added in 2013.
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We've made obtaining
90-day prescriptions
easier than ever.



Rigid

Flexible

MAINTENANCE CHOICE:

Since it was broadly introduced in 2009, Maintenance Choice®
has extended the mail order benefit for PBM members that
participate in qualifying plans. It enables them to pick up their
maintenance medications at any of our retail drugstores or
receive them through the mail, with no increase in co-pay or
payor pricing.

This integrated capability, which is difficult for any standalone PBM or retailer to match, has driven signifi-
cant savings for payors and enhanced access and health outcomes for patients. Maintenance Choice 2.0,
our next-generation product, should accelerate adoption of this integrated offering well beyond the
10 million plan members enrolled as of early 2012.

It will provide more clients with the opportunity to experience at least some of the cost savings of
Maintenance Choice through a less restrictive plan design option. While the savings will not be as high
for clients who choose this alternative plan design, their members will have an optional, convenient, and
cost-effective way to obtain a 90-day supply of maintenance medications at any CVS retail pharmacy
at the same cost as mail order. In addition, these clients will retain the flexibility to transition to a more
restrictive plan design to achieve even greater savings at their discretion.

As Maintenance Choice prompts more patients to visit the pharmacy, its combination with Pharmacy
Advisor (see pages 10-11) represents another opportunity to improve patient health. Together, the two
programs can drive a significantly higher percentage change in optimally adherent members than either
program on its own.

CVS CAREMARK 13 2011 ANNUAL REPORT



Siloed

Integrated

SPECIALTY PHARMACY:

Unlike the typical PBM, we serve specialty patients through
multiple touch points that include our specialty mail pharmacies
as well as CVS/pharmacy® and our retail specialty pharmacy
locations. It is just one of our many integration “sweet spots.”

Specialty medicines treat serious diseases such as cancer, multiple sclerosis, and hemophilia. By
utilizing our integrated assets, we’re helping clients control costs while also improving the specialty
patient experience. For example, many specialty patients have the option of picking up their mail
order prescriptions at our retail pharmacy stores.

CVS Caremark has been a leader in this business since its inception more than 30 years ago. The
fastest-growing segment of our industry, specialty is expected to generate $15 billion in revenue for
the company in 2012. We provide specialty patients with a seamless experience from initial intake
through dispensing and adherence management, including access to expert clinical pharmacists. This
is critical because frequent side effects can cause patients to fall off therapy without ongoing support
from medical professionals.

Our Specialty Guideline Management program has long helped identify inappropriate utilization, in
some cases reducing a client’s specialty spend by more than five percent in a given year. In 2012, we
are introducing programs to manage the portion of specialty drugs that are administered by physicians
and billed directly to payors. Greater focus on this area could yield savings for our clients in the range
of 15 to 20 percent.
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Our specialty offerings
utilize mail as well as
retall locations.
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Our PBM services extend
to a leading presence in
Medicare Part D plans.



Partial Involvement

Full Commitment

MEDICARE PART D:

The aging of the U.S. population, coupled with health care
reform, are expected to be significant drivers of prescription
utilization in the coming years. CVS Caremark is poised to
benefit from these positive trends. The Medicare Part D
business in particular represents a growth opportunity that
CVS Caremark has comprehensively embraced.

The number of people in the U.S. age 65 years or older is projected to rise to 55 million by 2020, up
36 percent from 2010. On average, this population fills three times more prescriptions than people age
64 years or younger. As a result, it is expected that Medicare drug spending will increase 8.5 percent
annually over the next decade.

Medicare Part D prescription drug plans (PDPs) are likely to emerge as the dominant segment of this
business, and we are a strong and growing leader in this space. CVS Caremark began 2012 as the
insurer for approximately 3.6 million covered lives across our PDPs, and we also support the Medicare
business of approximately 40 PBM clients that sponsor their own PDPs and Medical Advantage
Prescription Drug (MAPD) programs.

Because mail order utilization is relatively low with Medicare, our more than 7,300 stores position us well
to serve the Medicare Part D population. With leading retail market positions in key sun-belt states, we
stand to benefit from this trend to a greater extent than most other pharmacy players. Additionally, our
retail pharmacists can play a key role in helping seniors choose the right plan for their specific needs.
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Inconvenient and Costly

Convenient and
Cost Effective

MINUTECLINIC:

MinuteClinic®, the leader in the retalil clinic space, provides
walk-in health care seven days a week without an appoint-
ment. It is replacing higher-cost sites of care for appropriate
services and also helping address the growing shortage of pri-
mary care physicians by providing convenient access to care.

Located primarily in CVS/pharmacy stores, MinuteClinic is on pace to reach 1,000 clinics by 2016. Our
1,800 nurse practitioners and physician assistants have provided care to more than 10 million patients in
the past five years alone.

MinuteClinic is expanding its focus beyond acute, everyday ailments to provide wellness services and
monitoring of chronic conditions to better meet the needs of our PBM plan members. The development
of integrated offerings through MinuteClinic and our PBM business represents an important integration
“sweet spot” for our company. We now offer PBM clients a variety of programs that can improve patient
health and lower costs.

As we position ourselves for health care reform and the future with Accountable Care Organizations,
MinuteClinic is leading the way in establishing formal affiliations with more than a dozen of the country’s
leading health systems. These affiliations include both clinical and information system collaboration.
Physicians from these health systems have become some of our MinuteClinic physician directors. We are
also working on integration of electronic medical records to facilitate bi-directional flow of information and
provide the best care at the lowest overall cost.
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MinuteClinic is
replacing higher-
cost sites of care
for appropriate
Services.
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Annual in-store fundrajsers in support of St. Jude
Children’s Research Hospital and ALS research
resulted in corporate contributions exceeding
$10 million.

Our signature CVS Caremark All Kids Can® pro-
gram, which helps children with disabilities “learn,
play, and succeed,” distributed millions in commu-
nity grants and impacted the lives of approximately
6.5 million people. As in previpus years, we part-
nered through All Kids Can with,many organizations
that focus on childhood autism. Among them, the
Mailman Center at the University of Miami is rated
among the top 10 programs in the\United States for
children with neural development gisabilities.

CVS Caremark has always had a history of provid-
ing disaster relief to many communities across the
U.S. In 2011, these included areas of
by deadly tornadoes, the tornado victi
Missouri, and New England towns impacted by
Hurricane Irene, among others.
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Management’s Discussion and Analysis of Financial Condition

and Results of Operations

The following discussion and analysis should be read in con-
junction with our audited consolidated financial statements
and Cautionary Statement Concerning Forward-Looking
Statements that are included in this Annual Report.

Overview of Our Business

CVS Caremark Corporation (“CVS Caremark”, the “Company”,
“we” or “us”), together with its subsidiaries is the largest phar-
macy health care provider in the United States. We are
uniquely positioned to deliver significant benefits to health
plan sponsors through effective cost management solu-
tions and innovative programs that engage plan members
and promote healthier and more cost-effective behaviors.
Our integrated pharmacy services model enhances our abil-
ity to offer plan members and consumers expanded choice,
greater access and more personalized services to help them
on their path to better health. We effectively manage phar-
maceutical costs and improve health care outcomes through
our pharmacy benefit management, mail order and spe-
cialty pharmacy division, CVS Caremark® Pharmacy Services
(“Caremark”); our approximately 7,300 CVS/pharmacy?® retail
stores; our retail-based health clinic subsidiary, MinuteClinic®;
and our online retail pharmacy, CVS.com®. The Company
has three business segments: Pharmacy Services, Retalil
Pharmacy and Corporate.

Overview of Our Pharmacy Services

Segment

Our Pharmacy Services business provides a full range of
pharmacy benefit management (“PBM”) services, includ-

ing plan design and administration, formulary management,
discounted drug purchase arrangements, Medicare Part D
services, mail order and specialty pharmacy services, retail
pharmacy network management services, prescription man-
agement systems, clinical services, disease management
services and pharmacogenomics.

Our clients are primarily employers, insurance companies,
unions, government employee groups, managed care orga-
nizations and other sponsors of health benefit plans and
individuals throughout the United States.

As a pharmacy benefits manager, we manage the dispens-
ing of pharmaceuticals through our mail order pharmacies
and national network of approximately 65,000 retail phar-
macies (which include our CVS/pharmacy stores) to eligible
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members in the benefit plans maintained by our clients and
utilize our information systems to perform, among other
things, safety checks, drug interaction screenings and brand
to generic substitutions.

Our specialty pharmacies support individuals that require
complex and expensive drug therapies. Our specialty phar-
macy business includes mail order and retail specialty
pharmacies that operate under the CVS Caremark® and
CarePlus CVS/pharmacy® names. Substantially all of our
mail service specialty pharmacies have been accredited
by The Joint Commission.

We also provide health management programs, which
include integrated disease management for 28 conditions,
through our strategic alliance with Alere, L.L.C. and our
Accordant® health management offering. The majority of
these integrated programs are accredited by the National
Committee for Quality Assurance.

In addition, through our SilverScript Insurance Company
(“SilverScript”), Accendo Insurance Company (“Accendo”)
and Pennsylvania Life Insurance Company (“Pennsylvania
Life”) subsidiaries, we are a national provider of drug ben-
efits to eligible beneficiaries under the Federal Government’s
Medicare Part D program. The Company acquired Accendo
as part of the acquisition of Longs Drug Store Corporation
in 2008 (the “Longs Acquisition”), and on April 29, 2011, we
acquired Pennsylvania Life in our acquisition of the Medicare
prescription drug business of Universal American Corp. (the
“UAM Medicare Part D Business”) for approximately $1.3 bil-
lion. The UAM Medicare Part D Business offers prescription
drug plan benefits to Medicare beneficiaries throughout the
United States through its Community CCRxSM prescription
drug plan. We currently provide Medicare Part D plan ben-
efits to approximately 3.6 million beneficiaries through the
above mentioned insurance companies.

Our Pharmacy Services segment generates net revenues
primarily by contracting with clients to provide prescription
drugs to plan members. Prescription drugs are dispensed
by our mail order pharmacies, specialty pharmacies and
national network of retail pharmacies. Net revenues are also
generated by providing additional services to clients, includ-
ing administrative services such as claims processing and
formulary management, as well as health care-related ser-
vices such as disease management.
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The Pharmacy Services segment operates under the CVS
Caremark® Pharmacy Services, Caremark®, CVS Caremark®,
CarePlus CVS/pharmacy®, CarePlus™, RxAmerica®

and Accordant® names. As of December 31, 2011, the
Pharmacy Services segment operated 31 retail specialty
pharmacy stores, 12 specialty mail order pharmacies and
four mail service pharmacies located in 22 states, Puerto
Rico and the District of Columbia.

On November 1, 2011, we sold our TheraCom, L.L.C.
(“TheraCom”) subsidiary to AmerisourceBergen Corporation
for $250 million, subject to a working capital adjustment.
TheraCom is a provider of commercialization support ser-
vices to the biotech and pharmaceutical industry. The
TheraCom business had historically been part our Pharmacy
Services segment. The results of the TheraCom business
are presented as discontinued operations and have been
excluded from both continuing operations and segment
results for all periods presented. See Note 3 to the consoli-
dated financial statements.

Overview of Our Retail Pharmacy

Segment

Our Retail Pharmacy segment sells prescription drugs and
a wide assortment of general merchandise, including over-
the-counter drugs, beauty products and cosmetics, photo
finishing, seasonal merchandise, greeting cards and con-
venience foods through our CVS/pharmacy® and Longs
Drugs® retail stores and online through CVS.com. Our Retalil
Pharmacy segment derives more than two-thirds of its rev-
enues through the sale of prescription drugs, which are dis-
pensed by our more than 22,000 retail pharmacists. The
role of our retail pharmacists is shifting from primarily dis-
pensing prescriptions to also providing services, including
flu vaccinations as well as face-to-face patient counseling
with respect to adherence to drug therapies, closing gaps
in care, and more cost-effective drug therapies. Our inte-
grated pharmacy services model enables us to enhance
access to care while helping to lower overall health care
costs and improve health outcomes.
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Our Retail Pharmacy segment also provides health care
services through our MinuteClinic® health care clinics.
MinuteClinics are staffed by nurse practitioners and physi-
cian assistants who utilize nationally recognized protocols to
diagnose and treat minor health conditions, perform health
screenings, monitor chronic conditions, and deliver vaccina-
tions. We believe our clinics provide quality services that are
quick, affordable and convenient.

Our proprietary loyalty card program, ExtraCare®, has well
over 68 million active cardholders, making it one of the
largest and most successful retail loyalty card programs in
the country.

As of December 31, 2011, our Retail Pharmacy segment
included 7,327 retail drugstores (of which 7,271 operated a
pharmacy) located in 41 states, the District of Columbia, and
Puerto Rico operating primarily under the CVS/pharmacy® or
Longs Drugs® names, our online retail website, CVS.com, 30
onsite pharmacies and 657 retail health care clinics operating
under the MinuteClinic® name (of which 648 were located in
CVS/pharmacy stores).

Overview of Our Corporate Segment
The Corporate segment provides management and admin-
istrative services to support the Company. The Corporate
segment consists of certain aspects of our executive man-
agement, corporate relations, legal, compliance, human
resources, corporate information technology and finance
departments.
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Management’s Discussion and Analysis of Financial Condition

and Results of Operations

Results of Operations

SUMMARY OF OUR CONSOLIDATED FINANCIAL RESULTS

Year Ended December 31,

in millions, except per common share amounts 2011 2010 2009
Net revenues $ 107,100 $ 95778 $ 98,215
Gross profit 20,561 20,219 20,358
Operating expenses 14,231 14,082 18,933
Operating profit 6,330 6,137 6,425
Interest expense, net 584 536 525
Income before income tax provision 5,746 5,601 5,900
Income tax provision 2,258 2,179 2,200
Income from continuing operations 3,488 3,422 3,700
Income (loss) from discontinued operations, net of tax (31) 2 (4)
Net income 3,457 3,424 3,696
Net loss attributable to noncontrolling interest 4 3 —
Net income attributable to CVS Caremark $ 3,461 $ 3427 $ 3,696
Diluted earnings per common share:

Income from continuing operations attributable to CVS Caremark $ 2.59 $ 2.49 $ 255

Loss from discontinued operations attributable to CVS Caremark (0.02) — —
Net income attributable to CVS Caremark $ 2.57 $ 2.49 $ 2.55

Net revenues increased $11.3 billion in 2011 compared to
2010, and decreased $2.4 billion in 2010 compared to 2009.
As you review our performance in this area, we believe you
should consider the following important information:

e During 2011, net revenues in our Retail Pharmacy seg-
ment increased 3.9% and net revenues in our Pharmacy
Services segment increased 24.9% compared to the
prior year.

e During 2010, net revenues in our Retail Pharmacy seg-
ment increased by 3.6% which was offset by a decline in
our Pharmacy Services segment of 6.7%, compared to the
prior year.

e The increase in our generic dispensing rates in both of our
operating segments continues to have an adverse effect
on net revenue in 2011 as compared to 2010, as well as in
2010 as compared to 2009.

Please see the Segment Analysis later in this document for
additional information about our net revenues.
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Gross profit increased $342 million in 2011, to $20.6 billion or
19.2% of net revenues as compared to $20.2 billion in 2010.
Gross profit decreased $139 million in 2010, to $20.2 billion
or 21.1% of net revenues, as compared to 2009.

e During 2011, gross profit in our Retail Pharmacy segment
increased by 2.5% offset by declines in our Pharmacy
Services segment of 1.1%, compared to the prior year.

¢ During 2010, gross profit in our Retail Pharmacy segment
increased by 2.7% offset by declines in our Pharmacy
Services segment of 13.1%, compared to the prior year.

e The decline in gross profit as a percent of net revenues
was driven by the increased weighting toward Pharmacy
Services whose gross profit margin tends to be lower than
that of the Retail Pharmacy segment.

e |n addition, for the three years 2009 through 2011, our
gross profit continued to benefit from the increased utiliza-
tion of generic drugs (which normally yield a higher gross
profit rate than equivalent brand name drugs) in both the
Pharmacy Services and Retail Pharmacy segments.

Please see the Segment Analysis later in this document for
additional information about our gross profit.
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and Results of Operations

e During 2011 and 2010, our average revenue per mail
choice claim increased by 4.6% and 2.2%, compared to
2010 and 2009, respectively. This increase was primarily
due to drug cost inflation and claims mix, partially offset by
an increase in the percentage of generic prescription drugs
dispensed and changes in client pricing.

e Our mail choice generic dispensing rate increased to
64.9% in the year ended December 31, 2011, compared
to 61.3% in the prior year. During 2010, our mail choice
generic dispensing rate increased to 61.3%, compared to
our mail choice generic dispensing rate of 56.5% in 2009.

e Our pharmacy network generic dispensing rate increased
to 75.0% in the year ended December 31, 2011, com-
pared to 72.7% in the prior year. During 2010, our phar-
macy network generic dispensing rate increased to 72.7%
compared to our pharmacy network generic dispensing
rate of 69.3% in 2009. These continued increases in both
mail choice and pharmacy network generic dispensing
rates were primarily due to the impact of new generic drug
introductions and our continuous efforts to encourage plan
members to use generic drugs when they are available.
We believe our generic dispensing rates will continue to
increase in future periods. This increase will be affected by,
among other things, the number of new generic drug intro-
ductions and our success at encouraging plan members to
utilize generic drugs when they are available.

Our pharmacy network claims processed increased 35.2%
to 704.0 million claims in the year ended December 31,
2011, compared to 520.6 million claims in the prior year.
The increase in the pharmacy network claim volume was
primarily due to the addition of the previously announced
long-term contract with Aetna, which became effective

on January 1, 2011. Additionally, we experienced higher
claims activity associated with our Medicare Part D pro-
gram as a result of our acquisition of the UAM Medicare
Part D Business completed during the second quarter

of 2011 and increases in covered lives under our legacy
Medicare Part D program. During 2010, our pharmacy
network claims processed decreased 12.1% to 520.6 mil-
lion compared to 592.5 million pharmacy network claims
processed in 2009. The decrease in 2010 was primarily
due to the termination of a few large client contracts effec-
tive January 1, 2010 and the decrease of covered lives
under our Medicare Part D program as a result of the 2010
Medicare Part D competitive bidding process.
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e Our average revenue per pharmacy network claim pro-
cessed decreased 3.5%, in the year ended December 31,
2011 as compared to the prior year. This decrease was
primarily due to increases in the percentage of generic pre-
scription drugs dispensed, changes in client pricing, and
the impact of our acquisition of the UAM Medicare Part
D Business, partially offset by our previously announced
long-term contract with Aetna, which became effective on
January 1, 2011. During 2010, our average revenue per
pharmacy network claim processed increased by 2.7%,
compared to 2009. The increase was primarily due to the
conversion of RxAmerica’s pharmacy network contracts
from net to gross on April 1, 2009, (i) a change in the reve-
nue recognition method from net to gross for a large health
plan on March 1, 2009 and (jii) higher drug costs, partially
offset by an increase in our pharmacy network generic dis-
pensing rate and changes in client pricing.

During 2011, 2010, and 2009, we generated net rev-
enues from our participation in the administration of the
Medicare Part D drug benefit by providing PBM services

to our health plan clients and other clients that have quali-
fied as a Medicare Part D Prescription Drug Plan (a “PDP”)
under regulations promulgated by the Centers for Medicare
and Medicaid Services (“CMS”). We are also a national
provider of drug benefits to eligible beneficiaries under
the Medicare Part D program through our subsidiaries,
SilverScript, Pennsylvania Life and Accendo (which have
been approved by CMS as PDPs). On April 29, 2011, the
Company acquired the UAM Medicare Part D Business
for approximately $1.3 billion. The UAM Medicare Part D
Business offers prescription drug plan benefits to Medicare
beneficiaries throughout the United States through its
Community CCR®M prescription drug plan.

e The Pharmacy Services segment recognizes revenues

for its pharmacy network transactions based on individ-

ual contract terms. In accordance with ASC 605, Revenue

Recognition (formerly Emerging Issues Task Force (“EITF”)
EITF No. 99-19, “Reporting Revenue Gross as a Principal vs
Net as an Agent”), Caremark’s contracts are predominantly
accounted for using the gross method. Prior to April 1,
2009, RxAmerica’s contracts were accounted for using the
net method. Effective April 1, 2009, we converted a num-
ber of RxAmerica’s retail pharmacy network contracts and a
large health plan to the Caremark contract structure, which
resulted in those contracts being acc