
COMPANY DESCRIPTION 

Headquartered in San Francisco, CA, McKesson is the largest U.S. pharmaceutical 
distribution and services company. The company provides its services to healthcare 
providers, pharmacies, and pharmaceutical manufactures.

With the company since 1996, John Hammergan became CEO in 2002.  

COMPANY HIGHLIGHTS AND FINANCIALS

McKesson is the largest pharmaceutical distributor in the U.S., ahead of Cardinal 
Health and AmerisourceBergen. The high barriers to entry in this space allows 
McKesson to produce consistent and stable operating results as their large distribu-
tion network would be hard to emulate for a new company entering the market. In 
recent years, the company has expanded overseas with the acquisition of Celesio, a 
German based logistics provider to the healthcare sector. This acquisition furthers 
their focus on technology solutions, complimenting their pharmaceutical distribution 

arrangements. The company’s strong supply chain management, and 
large customer relationships allows them to generate significant cash 
flows even in a low margin business.

VALUATION AND RISKS

McKesson is trading at a discount compared to its historical valu-
ations and below fair value based on scenario analysis of free cash 
flow growth. McKesson has a dividend yield of 0.78% and gener-
ates over $4 billion in free cash flow to give them the flexibility to 
continue to raise their dividend over time. On a free cash flow basis, 
we expect the company to grow cash flow at 1.5% annually over the 
next decade, below its current growth rate of 8% over the previous 
10 years, due to higher pricing pressure on pharmaceuticals and 
high revenue concentration. Modeling our conservative assumption 
places a price of $190 on shares which is almost a 32% premium 
based on the price as of the date of this report. If our conservative 
assumptions turn out to still be overly optimistic, we feel there is a 
margin of safety built into the current price based on the company’s 
high returns on capital and strong cash flow generation.

 COMPANY SPOTLIGHT: 

McKesson Corp.

4/12/2017     ::     Ticker: MCK     ::     Div. Yield:  0.78%     ::     Closing Price: $143.99

KEY POINTS

::  A leader in pharmaceutical 
distribution services.

::  High barriers to entry allows 
for consistent cash flow gen-
eration and high operational 
efficiency.

::  Good financial health with over 
$2 billion in cash and Net Debt 
to Capital of 24%.

::  Compelling upside as valuations 
and growth remain attractive.

::  Strong competitive advantage 
and supply chain management 
allows for consistent growth.



Though McKesson has only two main competitors in the pharmaceutical distribu-
tion business, it is a highly competitive environment. We would like to see contin-
ued discipline in regards to capital spending and renewed contracts with CVS when 
it expires in 2019. Continued focus on the company’s revenue breakdown, along 
with integration among its recent acquisitions will be areas to monitor closely.

Weighing the potential rewards and risks, we are optimistic that McKesson will be  
a good long-term investment.

—Patrick Mason, Investment Analyst, Cairn Investment Group
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Cairn Investment Group and its affiliates (“Cairn”) produces Company Spotlight reports (“Reports”) for its clients and the 
general public. The Reports are impersonal and do not provide individualized advice or recommendations for any specific 
investor or portfolio. Investing involves substantial risk. Cairn makes no guarantee or other promise as to any results that 
may be obtained from using the Reports. Past performance should not be considered indicative of future performance. No 
reader should make any investment decision without first conducting his or her own research and due diligence. At various 
times Cairn may own, buy or sell the securities discussed for purposes of investment or trading. Cairn disclaims any and 
all liability in the event any information, commentary, analysis, opinions, advice and/or recommendations in the Reports 
prove to be inaccurate, incomplete or unreliable or result in any investment or other losses. 

The Reports commentary, analysis, opinions, advice and recommendations represent the then current views of Cairn, and 
are subject to change at any time. The information provided in the Reports is obtained from sources the author believes to 
be reliable. However, the author has not independently verified or otherwise investigated all such information.

This is not a solicitation or offer to buy or sell any securities. Cairn does not receive any compensation from any of the 
companies featured in the Reports. Any redistribution of the Reports or the information contained therein, without the 
written consent of Cairn is strictly prohibited.

ABOUT CAIRN INVESTMENT GROUP Cairn Investment Group is an independent fee only 
Registered Investment Advisor based in Portland, Oregon. Cairn staff has the experience and 
capabilities to serve our investors with a level of personal attention that only a smaller, independent 
company can provide. We pride ourselves on working in close contact with our investors.
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