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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

NET REVENUE CONTINUING OPERATIONS CASH DIVIDENDS
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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.
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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 company. On behalf of them as well as
our board of directors, thank you for your con-
tinued support of our vision of pharmacy care.
After my first year as CEO, | am confident that
CVS Caremark will make a real difference in the
way health care is delivered in this country in the
coming years. By capitalizing on our best-in-class
businesses and our integration “sweet spots,” we
will continue to innovate and reinvent pharmacy for
better health ... and better shareholder value.

Sincerely,

Larry J. Merlo
President and Chief Executive Officer

February 17, 2012



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.
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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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CVS CAREMARK COMMUNITIES

OUR SUPPORT CONTINUES TO MAKE A DIFFERENCE

CVS Caremark supported local communities all
across the country in 2011. Both the company
and our foundation, the CVS Caremark Charitable
Trust, contributed $48 million in donations, volun-
teer hours, and gifts in kind to community-based
non-profit organizations dedicated to bettering the
lives of children and making quality health care
accessible to everyone.

With nearly 50 million people without health insur-
ance in the United States, the CVS Caremark
Charitable Trust is focused on increasing access to
health care. We distributed many grants to further
that goal. For example, our support of HomeFront
in Lawrenceville, New Jersey, will help it expand
the services it delivers to the region’s homeless
population, including improving access to proper
dental care services.

Our partnership with Direct Relief USA offered
free flu shots to community clinic and health
center patients who lacked health insurance.
Additionally, CVS Caremark continued to
offer more than $24 million worth of free health

LEFT TO RIGHT:
As part of a continuing
partnership, CVS Caremark
and the Boston Red Sox paid
tribute to disabled veterans
from across New England at
Fenway Park on July 5, 2011.

CVS Caremark colleagues visit
Our Sisters’ School to inspire
the young women to work
diligently and consider careers
as pharmacists. The company
also donated $200,000 to
cover enrollment costs for
deserving students.

CVS CAREMARK
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screenings throughout the country as part of the
To Your Health/A Su Salud program.

Annual in-store fundraisers 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 previous 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 disabilities.

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 Alabama hit
by deadly tornadoes, the tornado victims of Joplin,
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

CVS CAREMARK

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.

2011 ANNUAL REPORT



Operating expenses increased $149 million, or 1.1% in the
year ended December 31, 2011, as compared to the prior
year. Operating expenses as a percent of net revenues
improved approximately 140 basis points to 13.3% in the
year ended December 31, 2011. The increase in operat-
ing expenses in the year ended December 31, 2011 was
primarily due to incremental store operating costs associ-
ated with a higher store count as compared to the prior year
period, as well as costs associated with changes designed
to streamline our Pharmacy Services segment and expenses
associated with the acquisition and integration of the UAM
Medicare Part D Business.

Interest expense, net consisted of the following:

Operating expenses also increased $149 million in the year
ended December 31, 2010 as compared to the prior year.
Operating expenses as a percent of net revenues increased
approximately 50 basis points to 14.7% in the year ended
December 31, 2010. During 2010, operating expenses
increased as a result of increases in our Corporate seg-
ment expenses of $87 million, and an increase in our Retall
Pharmacy segment expenses of $68 million, partially offset
by a decrease in our Pharmacy Services segment expenses
of $6 million, compared to the prior year.

Please see the Segment Analysis later in this document for
additional information about operating expenses.

in millions 2011 2010 2009
Interest expense $ 588 $ 539 $ 530
Interest income 4 @) (5)
Interest expense, net $ 584 $ 536 $ 525

Net interest expense increased $48 million during the year
ended December 31, 2011, which resulted from a higher
average interest rate during the period as we shifted from
short-term debt to long-term debt. During 2010, net interest
expense increased by $11 million, to $536 million compared
to 2009, due to an increase in our average debt balances
and average interest rates.

Income tax provision — Our effective income tax rate was
39.3%, 38.9% and 37.3% in 2011, 2010 and 2009, respec-
tively. The annual fluctuations in our effective income tax

rate are primarily related to changes in the recognition of
previously unrecognized tax benefits relating to the expira-
tion of various statutes of limitation and settlements with tax
authorities. In 2010 and 2009 we recognized $47 million and
$167 million, respectively, of income tax benefits related to
the expiration of various statutes of limitation and settlements
with tax authorities.

Income from continuing operations increased $66 million or
1.9% to $3.5 billion in 2011. Income from continuing opera-
tions decreased $278 million or 7.5% to $3.4 billion in 2010
as compared to $3.7 billion in 2009. As previously noted,
income from continuing operations in 2010 and 2009 both
benefited from previously unrecognized tax benefits.
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Income (loss) from Discontinued

Operations

In connection with certain business dispositions completed
between 1991 and 1997, the Company retained guarantees
on store lease obligations for a number of former subsid-
iaries, including Linens ‘n Things which filed for bankruptcy
in 2008. The Company’s income (loss) from discontinued
operations includes lease-related costs which the Company
believes it will likely be required to satisfy pursuant to its
Linens ‘n Things lease guarantees.

We incurred a loss from discontinued operations of $31 mil-
lion in 2011 versus income from discontinued operations of
$2 million in 2010 and a loss from discontinued operations of
$4 million in 2009. The loss from discontinued operations in
2011 was primarily due to the disposition of our TheraCom
subsidiary. We recognized a $53 million pre-tax gain and

a $37 million after-tax loss on the sale of TheraCom. The
after-tax loss was caused by the income tax treatment of
TheraCom’s nondeductible goodwill. Income from discon-
tinued operations (net of tax) increased by $6 million in
2010 versus 2009 primarily due to a $15 million increase

in income from operations of TheraCom partially offset by

a $5 million increase in costs associated with our Linen’n
Things lease guarantees.
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Management’s Discussion and Analysis of Financial Condition

and Results of Operations

financial statements for additional information about dis-
continued operations and Note 13 “Commitments and
Contingencies” for additional information about our
lease guarantees.

Net loss attributable to noncontrolling interest represents
the minority shareholders’ portion of the net loss from our
majority owned subsidiary, Generation Health, Inc., which
we acquired in the fourth quarter of 2009. The net loss
attributable to noncontrolling interest for the years ended
December 31, 2011 and 2010 was $4 million and $3 mil-
lion, respectively, and was de minimis in 2009.

lion or 1.0% to $3.5 billion (or $2.57 per diluted share) in 201
This compares to $3.4 billion (or $2.49 per diluted share) in

See Note 3 “Discontinued Operations” to the consolidated

Net income attributable to CV'S Caremark increased $34 mil-

2010 and $3.7 billion (or $2.55 per diluted share) in 2009. As

previously noted, net income attributable to CVS Caremark in
2010 and 2009 both benefited from previously unrecognized

tax benefits.

Segment Analysis

We evaluate the performance of our Pharmacy Services and
Retail Pharmacy segments based on net revenues, gross
profit and operating profit before the effect of certain inter-
segment activities and charges. The Company evaluates the
performance of its Corporate segment based on operating
expenses before the effect of discontinued operations and
certain intersegment activities and charges. The following is

1. consolidated financial statements:

a reconciliation of the Company’s business segments to the

Pharmacy Retail
Services Pharmacy Corporate Intersegment Consolidated
in millions Segment @G Segment @ Segment Eliminations © Totals
2011:
Net revenues $ 58,874 $ 59,599 $ — $ (11,373) $ 107,100
Gross profit 3,279 17,468 —_ (186) 20,561
Operating profit 2,220 4,912 (616) (186) 6,330
2010:
Net revenues $ 47,145 $ 57,345 $ — $ (8,712 $ 95,778
Gross profit 3,315 17,039 — (135) 20,219
Operating profit 2,361 4,537 (626) (135) 6,137
2009:
Net revenues $ 50,551 $ 55,355 $ — $  (7,691) $ 98,215
Gross profit 3,813 16,593 — (48) 20,358
Operating profit 2,853 4,159 (539) (48) 6,425
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(1) Net revenues of the Pharmacy Services segment include approximately $7.9 billion, $6.6 billion and $6.9 billion of Retail Co-Payments for 2011, 2010 and 2009,
respectively. See Note 1 to the consolidated financial statements for additional information about Retail Co-Payments.

(2) Intersegment eliminations relate to two types of transactions: (i) Intersegment revenues that occur when Pharmacy Services segment customers use Retail
Pharmacy segment stores to purchase covered products. When this occurs, both the Pharmacy Services and Retail Pharmacy segments record the revenue
on a standalone basis, and (i) Intersegment revenues, gross profit and operating profit that occur when Pharmacy Services segment customers, through the
Company’s intersegment activities (such as the Maintenance Choice® program), elect to pick up their maintenance prescriptions at Retail Pharmacy segment
stores instead of receiving them through the mail. When this occurs, both the Pharmacy Services and Retail Pharmacy segments record the revenue, gross
profit and operating profit on a standalone basis. Beginning in the fourth quarter of 2011, the Maintenance Choice eliminations reflect all discounts available
for the purchase of mail order prescription drugs. The following amounts are eliminated in consolidation in connection with the item (i) intersegment activity:
net revenues of $2.6 billion, $1.8 billion and $0.7 billion for the years ended December 31, 2011, 2010 and 2009, respectively; gross profit and operating
profit of $186 million, $135 million and $48 million for the years ended December 31, 2011, 2010 and 2009, respectively.

(8) The results of the Pharmacy Services segment for the years ended December 31, 2010 and 2009 have been revised to reflect the results of TheraCom as
discontinued operations. See Note 3 to the consolidated financial statements.



Pharmacy Services Segment

The following table summarizes our Pharmacy Services segment’s performance for the respective periods:

Year Ended December 31,

in millions 2011 20104 2009“
Net revenues $ 58,874 $ 47,145 $ 50,551
Gross profit 3,279 3,315 3,813
Gross profit % of net revenues 5.6% 7.0% 7.5%
Operating expenses 1,059 954 960
Operating expenses % of net revenues 1.8% 2.0% 1.9%
Operating profit 2,220 2,361 2,853
Operating profit % of net revenues 3.8% 5.0% 5.6%
Net revenues " :
Mail choice @ $ 18,616 $ 16,159 $ 16,241
Pharmacy network © 40,040 30,681 34,004
Other 218 305 306
Pharmacy claims processed (:
Total 774.6 584.7 658.3
Mail choice @ 70.6 64.1 65.8
Pharmacy network © 704.0 520.6 592.5
Generic dispensing rate (:
Total 74.1% 71.5% 68.2%
Mail choice @ 64.9% 61.3% 56.5%
Pharmacy network © 75.0% 72.7% 69.3%
Mail choice penetration rate 22.3% 25.8% 23.8%

(1) Pharmacy network net revenues, claims processed and generic dispensing rates do not include Maintenance Choice, which are included within the mail

choice category.

(2) Mail choice is defined as claims filled at a Pharmacy Services’ mail facility, which includes specialty mail claims, as well as 90-day claims filled at retail under

the Maintenance Choice program.

(8) Pharmacy network is defined as claims filled at retail pharmacies, including our retail drugstores, but excluding Maintenance Choice activity.

(4) The results of the Pharmacy Services segment for the years ended December 31, 2010 and 2009, have been revised to reflect the results of TheraCom as

discontinued operations.

Net revenues in our Pharmacy Services Segment increased
$11.7 billion, or 24.9%, to $58.9 billion for the year ended
December 31, 2011, as compared to the prior year. The
increase in net revenues was primarily due to the addition
of the previously announced long-term contract with Aetna
Inc. (“Aetna”), which became effective on January 1, 2011,
as well as activity resulting from our April 29, 2011 acqui-
sition of the UAM Medicare Part D Business. Additionally,
the increase in our generic dispensing rate had a negative
impact on our revenue in 2011 as it did in 2010.

Net revenues decreased $3.4 billion, or 6.7%, to $47.1 billion
for the year ended December 31, 2010, as compared to the
prior year. The decrease in 2010 was primarily due to the ter-
mination of a few large client contracts effective 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, partially offset by new client
starts on January 1, 2010.
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As you review our Pharmacy Services segment’s revenue
performance, we believe you should also consider the
following important information:

e Our mail choice claims processed increased 10.2% to
70.6 million claims in the year ended December 31, 2011,
compared to 64.1 million claims in the prior year. The
increase in mail choice claim volume was primarily due to
the addition of the previously announced long-term con-
tract with Aetna, which became effective on January 1,
2011. During 2010, our mail choice claims processed
decreased 2.6% to 64.1 million claims. This decrease was
primarily due to the termination of a few large client con-
tracts effective January 1, 2010, partially offset by new
client starts on January 1, 2010.

2011 ANNUAL REPORT




Management’s Discussion and Analysis of Financial Condition

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 accounted for using the
gross method. As a result, net revenues increased by
$1.1 billion during 2010 as compared to 2009.
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Gross profit in our Pharmacy Services Segment includes net
revenues less cost of revenues. Cost of revenues includes

(i) the cost of pharmaceuticals dispensed, either directly
through our mail service and specialty retail pharmacies or
indirectly through our pharmacy network, (i) shipping and
handling costs and (iii) the operating costs of our mail service
pharmacies, customer service operations and related infor-
mation technology support.

Gross profit decreased $36 million, or 1.1%, to $3.3 billion

in the year ended December 31, 2011, as compared to the
prior year. Gross profit as a percentage of net revenues was
5.6% for the year ended December 31, 2011, compared to
7.0% in the prior year. The decrease in gross profit dollars in
the year ended December 31, 2011 was primarily driven by
pricing compression relating to contract renewals and in par-
ticular the renewal of a large government client contract that
took effect during the third quarter of 2010 partially offset by
activity associated with our April 2011 acquisition of the UAM
Medicare Part D Business.

During the year ended December 31, 2011, the decrease

in gross profit as a percentage of net revenues was also
driven by the previously mentioned client pricing compres-
sion, as well as the profitability associated with our previously
announced long-term contract with Aetna, which became
effective on January 1, 2011. Additionally, gross profit as

a percentage of net revenue continues to be positively
impacted by the above mentioned increases in our generic
dispensing rates as compared to the prior year.

During 2010, gross profit decreased $498 million, or 13.1%,
to $3.3 billion for the year ended December 31, 2010, as
compared to the prior year. Gross profit as a percentage of net
revenues was 7.0% for the year ended December 31, 2010,
compared to 7.5% in the prior year. The decrease in our gross
profit dollars is a result of the loss of “differential” or “spread”
resulting from a change in CMS regulations described more
fully below, the termination of a few large client contracts
effective January 1, 2010 and the decrease of covered lives
under our Medicare Part D program, partially offset by new
client starts on January 1, 2010. The decrease in gross profit
as a percentage of net revenues is primarily due to the loss of
“differential” or “spread”, pricing compression related to a large
client renewal that took effect during the third quarter of 2010,
and the change in the revenue recognition method from net to
gross associated with the RxAmerica pharmacy network con-
tracts on April 1, 2009 and a large health plan on March 1,
2009. This was partially offset by an increase in our generic
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dispensing rate for the year ended December 31, 2010, as
compared to the prior year.

As you review our Pharmacy Services segment’s perfor-
mance in this area, we believe you should consider the
following important information:

e Our gross profit dollars and gross profit as a percentage of
net revenues continued to be impacted by our efforts to (i)
retain existing clients, (i) obtain new business and (i) main-
tain or improve the purchase discounts we received from
manufacturers, wholesalers and retail pharmacies. In par-
ticular, competitive pressures in the PBM industry has
caused us and other PBMs to continue to share a larger
portion of rebates and/or discounts received from pharma-
ceutical manufacturers. In addition, market dynamics and
regulatory changes have impacted our ability to offer plan
sponsors pricing that includes retail network “differential”
or “spread”. We expect these trends to continue.

As discussed previously in this document, we review our
network contracts on an individual basis to determine if
the related revenues should be accounted for using the
gross method or net method under the applicable account-
ing rules. Caremark’s network contracts are predominantly
accounted for using the gross method, which results in
higher revenues, higher cost of revenues and lower gross
profit rates. The conversion of certain RxAmerica contracts
to the Caremark contract structure increased our net rev-
enues, increased our cost of revenues and lowered our
gross profit rates in 2010 and 2009. Although this change
did not affect our gross profit dollars, it did reduce our
gross profit rates by approximately 40 basis points in each
of the years ended December 31, 2010 and 2009.

e Our gross profit as a percentage of revenues benefited
from the increase in our total generic dispensing rate,
which increased to 74.1% and 71.5% in 2011 and 2010,
respectively, compared to our generic dispensing rate of
68.2% in 2009. These increases were primarily due to new
generic drug introductions and our continued efforts to
encourage plan members to use generic drugs when they
are available.

Effective January 1, 2010, CMS issued a regulation requir-
ing that any difference between the drug price charged to
Medicare Part D plan sponsors by a PBM and the price
paid for the drug by the PBM to the dispensing provider
(commonly called “differential” or “spread”) be reported as
an administrative cost rather than a drug cost of the plan
sponsor for purposes of calculating certain government
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2011 and 2010 compared to 2009.

Operating expenses in our Pharmacy Services Segment,
which include selling, general and administrative expenses,
depreciation and amortization related to selling, general and
administrative activities and retail specialty pharmacy store
and administrative payroll, employee benefits and occupancy
costs, decreased to 1.8% of net revenues in 2011 compared
t0 2.0% and 1.9% in 2010 and 2009, respectively.

Retail Pharmacy Segment

subsidy payments and the drug price to be charged to
enrollees. As discussed previously, these changes have
impacted our ability to offer Medicare Part D plan sponsors
pricing that includes the use of retail network “differential”
or “spread.” This change impacted both our gross profit
dollars and gross profit as a percentage of net revenues in

As you review our Pharmacy Services segment’s performance

in this area, we believe you should consider the following

important information:

e Operating expenses increased $105 million to $1.1 bil-
lion, in the year ended December 30, 2011, compared
to $954 million in the prior year. The increase in oper-
ating expenses is primarily related to normal operating
expenses of the acquired UAM Medicare Part D Business,
costs associated with changes designed to streamline our
business, expenses associated with the acquisition and
integration of the UAM Medicare Part D Business, partially
offset by disciplined expense management.

e During 2010, the decrease in operating expenses of $6 mil-
lion or approximately 1.0%, to $954 million compared to
2009, is primarily related to lower bad debt expense, and
lower operating costs associated with our Medicare Part D
program, partially offset by an increase in costs associated
with changes designed to streamline our business.

The following table summarizes our Retail Pharmacy segment’s performance for the respective periods:

Year Ended December 31,

in millions 2011 2010 2009
Net revenues $ 59,599 $ 57,345 $ 55,355
Gross profit 17,468 17,039 16,593
Gross profit % of net revenues 29.3% 29.7% 30.0%
Operating expenses 12,556 12,502 12,434
Operating expenses % of net revenues 21.1% 21.8% 22.5%
Operating profit 4,912 4,537 4,159
Operating profit % of net revenues 8.2% 7.9% 7.5%
Net revenue increase:
Total 3.9% 3.6% 13.0%
Pharmacy 4.4% 41% 13.1%
Front Store 3.0% 2.6% 12.7%
Same-store sales increase: "
Total 2.3% 21% 5.0%
Pharmacy 3.1% 2.9% 6.9%
Front Store 0.8% 0.5% 1.2%
Generic dispensing rates 75.6% 73.0% 69.9%
Pharmacy % of net revenues 68.3% 68.0% 67.5%
Third party % of pharmacy revenue 97.8% 97.4% 96.9%
Retail prescriptions filled 657.8 636.3 616.5

(1) Same-store sales increase includes the Longs Drug Stores beginning in November 2009.
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Net revenues increased $2.3 billion, or 3.9%, to $59.6 bil-
lion for the year ended December 31, 2011, as compared
to the prior year. This increase was primarily driven by a
same-store sales increase of 2.3% and net revenues from
new stores, which accounted for approximately 130 basis
points of our total net revenue percentage increase during
the year. Additionally, we continue to see a positive impact
on our net revenues due to the growth of our Maintenance
Choice program.

Net revenues in our Retail Pharmacy Segment increased
$2.0 billion, or 3.6% to $57.3 billion for the year ended
December 31, 2010, as compared to the prior year. This
increase was primarily driven by the same-store sales increase
of 2.1%, and net revenues from new stores, which accounted
for approximately 140 basis points of our total net revenue
percentage increase for the year ended December 31, 2010.

As you review our Retail Pharmacy segment’s performance in
this area, we believe you should consider the following impor-
tant information:

e Pharmacy revenues continued to benefit from incremen-
tal prescription volume associated with our Maintenance
Choice program. Pharmacy same-store sales rose 3.1% in
the year ended December 31, 2011, as compared to the
prior year. The year ended December 31, 2011, includes a
positive impact from Maintenance Choice of approximately
160 basis points on a net basis, (i.e., a positive impact
of approximately 190 basis points on a gross basis, net
of approximately 30 basis points from the conversion of
30-day prescriptions at retail to 90-day prescriptions under
the Maintenance Choice program).

e Pharmacy revenues continue to be negatively impacted
by the conversion of brand name drugs to equivalent
generic drugs, which typically have a lower selling price.
Pharmacy same-store sales were negatively impacted
by approximately 215 basis points for the year ended
December 31, 2011, respectively, due to recent generic
introductions. In addition, our pharmacy growth has also
been adversely affected by the lack of significant new brand
name drug introductions, higher consumer co-payments
and co-insurance arrangements and an increase in the num-
ber of over-the-counter remedies that were historically only
available by prescription.
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e As of December 31, 2011, we operated 7,327 retail stores
compared to 7,182 retail stores as of December 31, 2010
and 7,025 retail stores as of December 31, 2009. Total net
revenues from new stores (excluding acquired stores) con-
tributed approximately 1.3%, 1.4% and 1.6% to our total
net revenue percentage increase in 2011, 2010, and 2009,
respectively.

Pharmacy revenue growth continued to benefit from
increased utilization by Medicare Part D beneficiaries, the
ability to attract and retain managed care customers and
favorable industry trends. These trends include an aging
American population; many “baby boomers” are now in
their fifties and sixties and are consuming a greater num-
ber of prescription drugs. In addition, the increased use
of pharmaceuticals as the first line of defense for individ-
ual health care also contributed to the growing demand
for pharmacy services. We believe these favorable industry
trends will continue.

Gross profit in our Retail Pharmacy Segment includes net rev-
enues less the cost of merchandise sold during the reporting
period and the related purchasing costs, warehousing costs,
delivery costs and actual and estimated inventory losses.

Gross profit increased $429 million, or 2.5%, to $17.5 bil-
lion in the year ended December 31, 2011, as compared to
the prior year. Gross profit as a percentage of net revenues
decreased to 29.3% in year ended December 31, 2011,
from 29.7% in 2010. The increase in gross profit dollars in
the year ended December 31, 2011, was primarily driven
by increases in net revenue. Gross profit as a percentage
of revenue was negatively impacted during 2011 by lower
pharmacy margins due to continued reimbursement pres-
sure which was partially offset by the positive impact of
increased generic drugs dispensed.

Gross profit increased $446 million, or 2.7%, to $17.0 bil-
lion for the year ended December 31, 2010, as compared to
the prior year. Gross profit as a percentage of net revenues
decreased to 29.7% for the year ended December 31, 2010,
compared to 30.0% for the prior year. The decline in gross
profit as a percentage of net revenues was driven by declines
in the gross profit of our pharmacy sales, partially offset by
increases in the gross profit of our front store sales.
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As you review our Retail Pharmacy segment’s performance
in this area, we believe you should consider the following
important information:

e On average, our gross profit on front-store revenues is
generally higher than our average gross profit on pharmacy
revenues. Front-store revenues were 31.7%, 32.0% and
32.5% of total revenues, in 2011, 2010 and 2009, respec-
tively. Pharmacy revenues were 68.3%, 68.0% and 67.5%
of total revenues, in 2011, 2010 and 2009, respectively.
This shift in sales mix had a negative effect on our overall
gross profit for the year ended December 31, 2011.

During 2011 and 2010, our front-store gross profit rate was
positively impacted by increases in private label and pro-
prietary brand product sales, which normally yield a higher
gross profit rate than other front-store products.

During 2011, 2010 and 2009, our pharmacy gross profit
rate continued to benefit from an increase in generic drug
revenues, which normally yield a higher gross profit rate
than equivalent brand name drug revenues.

e Our pharmacy gross profit rates have been adversely
affected by the efforts of managed care organizations, phar-
macy benefit managers and governmental and other third-
party payors to reduce their prescription drug costs. In the
event this trend continues, we may not be able to sustain
our current rate of revenue growth and gross profit dollars
could be adversely impacted.

The increased use of generic drugs has positively impacted
our gross profit margins but has resulted in third party pay-
ors augmenting their efforts to reduce reimbursement pay-
ments to retail pharmacies for prescriptions. This trend,
which we expect to continue, reduces the benefit we realize
from brand to generic product conversions.

Sales to customers covered by third party insurance pro-
grams have continued to increase and, thus, have become
a larger component of our total pharmacy business. On
average, our gross profit on third party pharmacy revenues
is lower than our gross profit on cash pharmacy revenues.
Third party pharmacy revenues were 97.8% of pharmacy
revenues in 2011, compared to 97.4% and 96.9% of phar-
macy revenues in 2010 and 2009, respectively.

The Federal Government’s Medicare Part D benefit is
increasing prescription utilization. However, it is also
decreasing our pharmacy gross profit rates as our higher
gross profit business (e.g., cash customers) continued to
migrate to Part D coverage during 2011, 2010 and 2009.
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e The Patient Protection and Affordable Care Act and the
Health Care and Education Reconciliation Act (collectively,
“PPACA”) made several significant changes to Medicaid
rebates and to reimbursement. One of these changes
was to revise the definition of Average Manufacturer Price
and the reimbursement formula for multi-source drugs.
CMS has not yet issued regulations implementing these
changes. Therefore, we cannot predict the effect these
changes will have on Medicaid reimbursement or their
impact on the Company.

Operating expenses in our Retail Pharmacy Segment include
store payroll, store employee benefits, store occupancy costs,
selling expenses, advertising expenses, depreciation and
amortization expense and certain administrative expenses.

Operating expenses increased $54 million, or less than 1% to
$12.6 billion, or 21.1% as a percentage of net revenues, in the
year ended December 31, 2011, as compared to $12.5 billion,
or 21.8% as a percentage of net revenues, in the prior year.
We continue to see improvement in operating expenses as a
percentage of net revenues for the year ended December 31,
2011, due to improved expense leverage from our same-store
sales growth and expense control initiatives.

Operating expenses increased $68 million, or less than 1%,
to $12.5 billion, or 21.8% as a percentage of net revenues, in
the year ended December 31, 2010, as compared to $12.4 bil-
lion, or 22.5% as a percentage of net revenues, in the
prior year. The increase in operating expenses in 2010 was
the result of higher store operating costs associated with
our increased store count, partially offset by the absence
of costs incurred related to the integration of the Longs
Acquisition which were incurred in 2009. The improvement
in operating expenses as a percentage of net revenues for
the year ended December 31, 2010, was primarily due to
improved expense leverage from our same-store sale growth
and expense control initiatives.

Corporate Segment

Operating expenses decreased $10 million, or 1.6%, to
$616 million in the year ended December 31, 2011, as
compared to the prior year. Operating expenses increased
$87 million, or 16.3% during 2010. Operating expenses
within the Corporate segment include executive man-
agement, corporate relations, legal, compliance, human
resources, corporate information technology and finance
related costs.
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The decrease in operating expenses in 2011 was primarily
driven by lower professional fees for legal services and lower
consulting costs. Operating expenses increased during 2010
primarily due to higher professional fees, primarily for legal
services associated with increased litigation activity, informa-
tion technology services associated with enterprise initiatives,
compensation and benefit costs, and depreciation.

Liquidity and Capital Resources

We maintain a level of liquidity sufficient to allow us to cover
our cash needs in the short-term. Over the long-term, we
manage our cash and capital structure to maximize share-
holder return, maintain our financial position and maintain flex-
ibility for future strategic initiatives. We continuously assess
our working capital needs, debt and leverage levels, capital
expenditure requirements, dividend payouts, potential share
repurchases and future investments or acquisitions. We
believe our operating cash flows, commercial paper program,
sale-leaseback program, as well as any potential future bor-
rowings, will be sufficient to fund these future payments and
long-term initiatives.

Net cash provided by operating activities was $5.9 billion for
the year ended December 31, 2011, compared to $4.8 bil-
lion in 2010, and $4.0 billion in 2009. The increase in 2011
was related to improvements in inventory and accounts pay-
able management, increases in accrued expenses due to
the timing of payments and growth in claims payable due to
increased volume of activity in our Pharmacy Services seg-
ment, partially offset by increased accounts receivable. The
increase in net cash provided by operating activities during
2010 was primarily due to increases in cash receipts from
customers, decreases in inventory purchases, partially offset
by cash paid to other suppliers.

Net cash used in investing activities was $2.4 billion, repre-
senting an increase of $770 million in 2011. This compares
to approximately $1.6 billion and $1.1 billion in 2010 and

Following is a summary of our store development activity for the respective years:

2009, respectively. In 2011, the increase in net cash used
in investing activities was primarily due to the cash paid to
acquire the UAM Medicare Part D Business, partially offset
by the proceeds from the sale of our TheraCom subsidiary,
increased proceeds from sale-lease back transactions and
lower purchases of property and equipment. In 2010, the
increase in net cash used in investing activities was primarily
due to a reduction in the amount of proceeds received from
sale-leaseback transactions, partially offset by less cash used
for purchases of property and equipment.

In 2011, gross capital expenditures totaled $1.9 billion, a
decrease of $133 million compared to the prior year. During
2011, approximately 45.8% of our total capital expenditures
were for new store construction, 18.3% were for store expan-
sion and improvements and 35.9% were for technology and
other corporate initiatives. Gross capital expenditures totaled
approximately $2.0 billion during 2010, compared to approxi-
mately $2.5 billion in 2009. The decrease in gross capital
expenditures during 2010 was primarily due to the absence of
spending which occurred in 2009 related to resets of stores
acquired as part of the Longs Acquisition. During 2010,
approximately 52.0% of our total capital expenditures were for
new store construction, 14.5% were for store expansion and
improvements and 33.5% were for technology and other cor-
porate initiatives.

Proceeds from sale-leaseback transactions totaled $592 mil-
lion in 2011. This compares to $507 million in 2010 and
$1.6 billion in 2009. Under the sale-leaseback transactions,
the properties are generally sold at net book value, which
generally approximates fair value, and the resulting leases
qualify and are accounted for as operating leases. The spe-
cific timing and amount of future sale-leaseback transac-
tions will vary depending on future market conditions and
other factors. The decrease in 2010 was primarily due to
higher transaction volume in 2009 as a result of a deferral of
transactions from 2008, due to market conditions.

2011@ 2010@ 20092
Total stores (beginning of year) 7,248 7,095 6,997
New and acquired stores () 162 183 180
Closed stores ™ (22) (80) (82)
Total stores (end of year) 7,388 7,248 7,095
Relocated stores 86 106 110

(1) Relocated stores are not included in new or closed store totals.
(2) Excludes specialty mail order facilities.
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Net cash used in financing activities was approximately
$3.5 billion in 2011, compared to net cash used in financing
activities of $2.8 billion in 2010 and net cash used in financ-
ing activities of $3.2 billion in 2009. Net cash used in financ-
ing activities during 2011, was primarily due to $3.0 billion
of share repurchases associated with the share repurchase
program outlined below, as well as a net reduction in our
outstanding debt of $209 million. Net cash used in financing
activities during 2010, was primarily due to the repayment
of long-term-debt of approximately $2.1 billion, $1.5 billion
of share repurchases associated with the share repurchase
programs described below, partially offset by the proceeds
received of $991 million related to the issuance of long-
term debt. Net cash used in financing activities during 2009
was primarily due to approximately $2.5 billion of share
repurchases associated with the share repurchase pro-
grams described below, the net reduction of approximately
$2.2 billion of our outstanding commercial paper borrow-
ings, the repayment of $500 million of borrowings outstand-
ing under our bridge credit facility used to finance the Longs
Acquisition, and the payment of $439 million of dividends
on our common stock. This was partially offset by the net
increase in long-term debt of approximately $2.1 billion and
proceeds from the exercise of stock options of $250 million.

Share repurchase programs — On August 23, 2011, our
Board of Directors authorized a share repurchase program for
up to $4.0 billion of outstanding common stock (the “2011
Repurchase Program”). The share repurchase authorization,
which was effective immediately, permits us to effect repur-
chases from time to time through a combination of open mar-
ket repurchases, privately negotiated transactions, accelerated
share repurchase transactions, and/or other derivative trans-
actions. The 2011 Repurchase Program may be modified or
terminated by the Board of Directors at any time.

Pursuant to the authorization under the 2011 Repurchase
Program, on August 24, 2011, we entered into a $1.0 billion
fixed dollar accelerated share repurchase (“ASR”) agreement
with Barclays Bank PLC (“Barclays”). The ASR agreement
contained provisions that establish the minimum and maxi-
mum number of shares to be repurchased during its term.
Pursuant to the ASR agreement, on August 25, 2011,

we paid $1.0 billion to Barclays in exchange for Barclays
delivering 20.3 million shares of common stock to us. On
September 16, 2011, upon establishment of the minimum
number of shares to be repurchased, Barclays delivered

an additional 5.4 million shares of common stock to us. At
the conclusion of the transaction on December 28, 2011,
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Barclays delivered a final installment of 1.6 million shares
of common stock on December 29, 2011. The aggregate
27.3 million shares of common stock delivered to us by
Barclays, were placed into treasury stock. As of December
31, 2011, we had approximately $3.0 billion remaining under
the 2011 Repurchase Program.

On June 14, 2010, our Board of Directors authorized a
share repurchase program for up to $2.0 billion of our out-
standing common stock (the “2010 Repurchase Program”).
During the year ended December 31, 2011, we repur-
chased an aggregate of 56.4 million shares of common
stock for approximately $2.0 billion, completing the 2010
Repurchase Program.

On November 4, 2009, our Board of Directors authorized a
share repurchase program for up to $2.0 billion of our out-
standing common stock (the “2009 Repurchase Program”).
In 2009, we repurchased 16.1 million shares of common
stock for approximately $500 million pursuant to the 2009
Repurchase Program. During 2010, we repurchased 42.4 mil-
lion shares of common stock for approximately $1.5 billion,
completing the 2009 Repurchase Program.

On May 7, 2008, our Board of Directors authorized, effec-
tive May 21, 2008, a share repurchase program for up to
$2.0 billion of our outstanding common stock (the “2008
Repurchase Program”). From May 21, 2008 through
December 31, 2008, we repurchased approximately 0.6 mil-
lion shares of common stock for $23 million under the 2008
Repurchase Program. During the year ended December 31,
2009, we repurchased approximately 57.0 million shares of
common stock for approximately $2.0 billion completing the
2008 Repurchase Program.

Short-term borrowings — We had $750 million of commercial
paper outstanding at a weighted average interest rate of 0.37%
as of December 31, 2011. In connection with our commercial
paper program, we maintain a $1.3 billion, five-year unsecured
back-up credit facility, which expires on March 12, 2012, and a
$1.0 billion three-year unsecured back-up credit facility, which
expires on May 27, 2013, and a $1.3 billion, four-year unse-
cured back-up credit facility which expires on May 12, 2015.
The credit facilities allow for borrowings at various rates that are
dependent, in part, on our public debt ratings and require us to
pay a weighted average quarterly facility fee of approximately
0.04%, regardless of usage. As of December 31, 2011, there
were no borrowings outstanding under the back-up credit
facilities. We intend to renew our back-up credit facility which
expires in March 2012.
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Long-term borrowings — In connection with our acquisi-
tion of the UAM Medicare Part D Business in April 2011, we
assumed $110 million of long-term debt in the form of Trust
Preferred Securities that mature through 2037. During the
year ended December 31, 2011, we repaid $60 million of
the Trust Preferred Securities at par and intend to repay the
remaining $50 million at par in 2012.

On May 12, 2011, we issued $550 million of 4.125% unse-
cured senior notes due May 15, 2021 and issued $950 mil-
lion of 5.75% unsecured senior notes due May 15, 2041
(collectively, the “2011 Notes”) for total proceeds of approxi-
mately $1.5 billion, net of discounts and underwriting fees.
The 2011 Notes pay interest semi-annually and may be
redeemed, in whole at any time, or in part from time to time,
at our option at a defined redemption price plus accrued and
unpaid interest to the redemption date. The net proceeds of
the 2011 Notes were used to repay commercial paper bor-
rowings and certain other corporate debt, and were used for
general corporate purposes.

On December 8, 2011, we repurchased $958 million of

the principal amount of our Enhanced Capital Advantaged
Preferred Securities (‘ECAPS”) at par. The fees and write-off
of deferred issuance costs associated with the early extin-
guishment of the ECAPS were de minimis. The remaining
$42 million of outstanding ECAPS are due in 2062 and bear
interest at 6.302% per year until June 1, 2012, at which time
they will pay interest based on a floating rate. The ECAPS
pay interest semi-annually and may be redeemed at any
time, in whole or in part at a defined redemption price plus
accrued interest.

On May 13, 2010, we issued $550 million of 3.25% unse-
cured senior notes due May 18, 2015 and issued $450 million
of 4.75% unsecured senior notes due May 18, 2020 (col-
lectively, the “2010 Notes”) for total proceeds of $991 mil-
lion, which was net of discounts and underwriting fees. The
2010 Notes pay interest semi-annually and may be redeemed,
in whole at any time, or in part from time to time, at the
Company’s option at a defined redemption price plus accrued
and unpaid interest to the redemption date. The net pro-
ceeds of the 2010 Notes were used to repay a portion of the
Company’s outstanding commercial paper borrowings, certain
other corporate debt and for general corporate purposes.

On March 10, 2009, we issued $1.0 billion of 6.60% unse-
cured senior notes due March 15, 2019 (the “March 2009
Notes”). The March 2009 Notes pay interest semi-annually and
may be redeemed, in whole or in part, at a defined redemption
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price plus accrued interest. The net proceeds were used
to repay the bridge credit facility, a portion of our out-
standing commercial paper borrowings and for general
corporate purposes.

On July 1, 2009, we issued $300 million of unsecured float-
ing rate senior notes due January 30, 2011 (the “2009
Floating Rate Notes”). The 2009 Floating Rate Notes pay
interest quarterly. The net proceeds from the 2009 Floating
Rate Notes were used for general corporate purposes.

On September 8, 2009, we issued $1.5 billion of 6.125%
unsecured senior notes due September 15, 2039 (the
“September 2009 Notes”). The September 2009 Notes pay
interest semi-annually and may be redeemed, in whole or in
part, at a defined redemption price plus accrued interest. The
net proceeds were used to repay a portion of our outstand-
ing commercial paper borrowings, $650 million of unsecured
senior notes and for general corporate purposes.

Our backup credit facility, unsecured senior notes and
Enhanced Capital Advantaged Preferred Securities (see Note
6 to the Consolidated Financial Statements) contain custom-
ary restrictive financial and operating covenants.

These covenants do not include a requirement for the
acceleration of our debt maturities in the event of a down-
grade in our credit rating. We do not believe the restrictions
contained in these covenants materially affect our financial
or operating flexibility.

As of December 31, 2011 and 2010 we had no outstanding
derivative financial instruments.

Debt Ratings — As of December 31, 2011, our long-term
debt was rated “Baa2” by Moody’s with a stable outlook and
“BBB+” by Standard & Poor’s with a stable outlook, and our
commercial paper program was rated “P-2” by Moody’s and
“A-2” by Standard & Poor’s. In assessing our credit strength,
we believe that both Moody’s and Standard & Poor’s consid-
ered, among other things, our capital structure and financial
policies as well as our consolidated balance sheet, our histori-
cal acquisition activity and other financial information. Although
we currently believe our long-term debt ratings will remain
investment grade, we cannot guarantee the future actions of
Moody’s and/or Standard & Poor’s. Our debt ratings have a
direct impact on our future borrowing costs, access to capital
markets and new store operating lease costs.

Quarterly Dividend Increase — In December 2011, our Board
of Directors authorized a 30% increase in our quarterly com-
mon stock dividend to $0.1625 per share. This increase
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equates to an annual dividend rate of $0.65 per share. On
January 11, 2011, our Board of Directors authorized a 43%
increase in our quarterly common stock dividend to $0.125
per share. This increase equated to an annual dividend rate
of $0.50 per share. In January 2010, our Board of Directors
authorized a 15% increase in our quarterly common stock
dividend to $0.0875 per share. This increase equated to an
annual dividend rate of $0.35 per share.

Off-Balance Sheet Arrangements

In connection with executing operating leases, we provide
a guarantee of the lease payments. We also finance a por-
tion of our new store development through sale-leaseback
transactions, which involve selling stores to unrelated par-
ties and then leasing the stores back under leases that
qualify and are accounted for as operating leases. We do
not have any retained or contingent interests in the stores,
and we do not provide any guarantees, other than a guar-
antee of the lease payments, in connection with the trans-
actions. In accordance with generally accepted accounting
principles, our operating leases are not reflected on our
consolidated balance sheets.

Between 1991 and 1997, the Company sold or spun off a
number of subsidiaries, including Bob’s Stores, Linens 'n
Things, Marshalls, Kay-Bee Toys, This End Up and Footstar.
In many cases, when a former subsidiary leased a store,
the Company provided a guarantee of the store’s lease
obligations. When the subsidiaries were disposed of, the
Company’s guarantees remained in place, although each
initial purchaser has indemnified the Company for any lease
obligations the Company was required to satisfy. If any of
the purchasers or any of the former subsidiaries were to
become insolvent and failed to make the required payments
under a store lease, the Company could be required to sat-
isfy these obligations.

As of December 31, 2011, the Company guaranteed
approximately 75 such store leases (excluding the lease
guarantees related to Linens ‘n Things), with the maximum
remaining lease term extending through 2022. Management
believes the ultimate disposition of any of the remaining lease
guarantees will not have a material adverse effect on the
Company’s consolidated financial condition or future cash
flows. Please see “Income (loss) from discontinued opera-
tions” previously mentioned in this document for further infor-
mation regarding our guarantee of certain Linens 'n Things’
store lease obligations.

Following is a summary of our significant contractual obligations as of December 31, 2011:

Payments Due by Period

in millions Total 2012 201310 2014 201510 2016 Thereafter
Operating leases $ 27,625 $ 2,230 $ 4,079 $ 3,686 $ 17,630
Leases from discontinued operations 130 25 43 35 27
Long-term debt 9,096 53 551 1,250 7,242
Interest payments on long-term debt 6,998 547 1,023 933 4,495

Other long-term liabilities reflected in our
consolidated balance sheet 455 44 96 96 219
Capital lease obligations 337 20 40 40 237
$ 44,641 $ 2,919 $ 5,832 $ 6,040 $ 29,850
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(1) Interest payments on long-term debt are calculated on outstanding balances and interest rates in effect on December 31, 2011.
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Critical Accounting Policies
We prepare our consolidated financial statements in confor-
mity with generally accepted accounting principles, which
require management to make certain estimates and apply
judgment. We base our estimates and judgments on his-
torical experience, current trends and other factors that
management believes to be important at the time the consol-
idated financial statements are prepared. On a regular basis,
we review our accounting policies and how they are applied
and disclosed in our consolidated financial statements. While
we believe the historical experience, current trends and other
factors considered, support the preparation of our con-
solidated financial statements in conformity with generally
accepted accounting principles, actual results could differ
from our estimates, and such differences could be material.

Our significant accounting policies are discussed in Note 1
to our consolidated financial statements. We believe the fol-
lowing accounting policies include a higher degree of judg-
ment and/or complexity and, thus, are considered to be
critical accounting policies. We have discussed the devel-
opment and selection of our critical accounting policies with
the Audit Committee of our Board of Directors and the Audit
Committee has reviewed our disclosures relating to them.

REVENUE RECOGNITION

Pharmacy Services Segment

Our Pharmacy Services segment sells prescription drugs
directly through our mail service pharmacies and indirectly
through our retail pharmacy network. We recognize revenues
in our Pharmacy Services segment from prescription drugs
sold by our mail service pharmacies and under retail phar-
macy network contracts where we are the principal using
the gross method at the contract prices negotiated with our
clients. Net revenue from our Pharmacy Services segment
includes: (i) the portion of the price the client pays directly to
us, net of any volume-related or other discounts paid back to
the client, (i) the price paid to us (“Mail Co-Payments”) or a
third party pharmacy in our retail pharmacy network (“Retail
Co-Payments”) by individuals included in our clients’ benefit
plans, and (i) administrative fees for retail pharmacy network
contracts where we are not the principal.
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We recognize revenue in the Pharmacy Services segment
when: (i) persuasive evidence of an arrangement exists,
(i) delivery has occurred or services have been rendered,
(iii) the seller’s price to the buyer is fixed or determinable, and
(iv) collectability is reasonably assured. We recognize revenues
generated from prescription drugs sold by mail service phar-
macies when the prescription is shipped. At the time of ship-
ment, we have performed substantially all of our obligations
under the client contract and do not experience a significant
level of reshipments. We recognize revenues generated from
prescription drugs sold by third party pharmacies in our retail
pharmacy network and associated administrative fees are
recognized at the point-of-sale, which is when we adjudicate
the claim in our online claims processing system.

We determine whether we are the principal or agent for our
retail pharmacy network transactions on a contract by con-
tract basis. In the majority of our contracts, we have deter-
mined we are the principal due to us: (i) being the primary
obligor in the arrangement, (i) having latitude in establish-

ing the price, changing the product or performing part of the
service, (i) having discretion in supplier selection, (iv) having
involvement in the determination of product or service speci-
fications, and (v) having credit risk. Our obligations under

our client contracts for which revenues are reported using
the gross method are separate and distinct from our obliga-
tions to the third party pharmacies included in our retail phar-
macy network contracts. Pursuant to these contracts, we are
contractually required to pay the third party pharmacies in
our retail pharmacy network for products sold, regardless of
whether we are paid by our clients. Our responsibilities under
these client contracts typically include validating eligibility and
coverage levels, communicating the prescription price and
the co-payments due to the third party retail pharmacy, iden-
tifying possible adverse drug interactions for the pharmacist
to address with the physician prior to dispensing, suggesting
clinically appropriate generic alternatives where appropriate
and approving the prescription for dispensing. Although we
do not have credit risk with respect to Retail Co-Payments,
we believe that all of the other indicators of gross revenue
reporting are present. For contracts under which we act as
an agent, we record revenues using the net method.
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We deduct from our revenues the manufacturers’ rebates
that are earned by our clients based on their members’ uti-
lization of brand-name formulary drugs. We estimate these
rebates at period-end based on actual and estimated claims
data and our estimates of the manufacturers’ rebates earned
by our clients. We base our estimates on the best available
data at period-end and recent history for the various factors
that can affect the amount of rebates due to the client. We
adjust our rebates payable to clients to the actual amounts
paid when these rebates are paid or as significant events
occur. We record any cumulative effect of these adjustments
against revenues as identified, and adjust our estimates
prospectively to consider recurring matters. Adjustments
generally result from contract changes with our clients or
manufacturers, differences between the estimated and actual
product mix subject to rebates or whether the product was
included in the applicable formulary. We also deduct from
our revenues pricing guarantees and guarantees regarding
the level of service we will provide to the client or member

as well as other payments made to our clients. Because the
inputs to most of these estimates are not subject to a high
degree of subjectivity or volatility, the effect of adjustments
between estimated and actual amounts have not been mate-
rial to our results of operations or financial position.

We participate in the Federal Government’s Medicare Part D
program as a PDP. Our net revenues include insurance pre-
miums earned by the PDP, which are determined based on
the PDP’s annual bid and related contractual arrangements
with CMS. The insurance premiums include a beneficiary
premium, which is the responsibility of the PDP member, but
is subsidized by CMS in the case of low-income members,
and a direct premium paid by CMS. Premiums collected in
advance are initially deferred as accrued expenses and are
then recognized ratably as revenue over the period in which
members are entitled to receive benefits.

CVS CAREMARK

In addition to these premiums, our net revenues include
co-payments, coverage gap benefits, deductibles and
co-insurance (collectively, the “Member Co-Payments”)
related to PDP members’ actual prescription claims. In cer-
tain cases, CMS subsidizes a portion of these Member
Co-Payments and we are paid an estimated prospective
Member Co-Payment subsidy, each month. The prospec-
tive Member Co-Payment subsidy amounts received from
CMS are also included in our net revenues. We assume no
risk for these amounts, which represented 3.1%, 2.6% and
3.5% of consolidated net revenues in 2011, 2010 and 2009,
respectively. If the prospective Member Co-Payment subsi-
dies received differ from the amounts based on actual pre-
scription claims, the difference is recorded in either accounts
receivable or accrued expenses. We account for CMS obli-
gations and Member Co-Payments (including the amounts
subsidized by CMS) using the gross method consistent with
our revenue recognition policies for Mail Co-Payments and
Retail Co-Payments. We have recorded estimates of vari-
ous assets and liabilities arising from our participation in the
Medicare Part D program based on information in our claims
management and enrollment systems. Significant estimates
arising from our participation in the Medicare Part D program
include: (i) estimates of low-income cost subsidy and reinsur-
ance amounts ultimately payable to or receivable from CMS
based on a detailed claims reconciliation, (i) an estimate of
amounts payable to CMS under a risk-sharing feature of the
Medicare Part D program design, referred to as the risk cor-
ridor and (iii) estimates for claims that have been reported and
are in the process of being paid or contested and for our esti-
mate of claims that have been incurred but have not yet been
reported. Actual amounts of Medicare Part D-related assets
and liabilities could differ significantly from amounts recorded.
Historically, the effect of these adjustments has not been
material to our results of operations or financial position.
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Retail Pharmacy Segment
Our Retail Pharmacy segment recognizes revenue from the
sale of merchandise (other than prescription drugs) at the
time the merchandise is purchased by the retail customer.
We recognize revenue from the sale of prescription drugs at
the time the prescription is filled, which is or approximates
when the retail customer picks up the prescription. Customer
returns are not material. Revenue from the performance of
services in our health care clinics is recognized at the time
the services are performed.

We have not made any material changes in the way we
recognize revenue during the past three years.

VENDOR ALLOWANCES AND PURCHASE
DISCOUNTS

Pharmacy Services Segment

Our Pharmacy Services segment receives purchase dis-
counts on products purchased. Contractual arrangements
with vendors, including manufacturers, wholesalers and retail
pharmacies, normally provide for the Pharmacy Services
segment to receive purchase discounts from established

list prices in one, or a combination of, the following forms:

(i) a direct discount at the time of purchase, (i) a discount
for the prompt payment of invoices or (jii) when products
are purchased indirectly from a manufacturer (e.g., through
a wholesaler or retail pharmacy), a discount (or rebate) paid
subsequent to dispensing. These rebates are recognized
when prescriptions are dispensed and are generally calcu-
lated and billed to manufacturers within 30 days of the end
of each completed quarter. Historically, the effect of adjust-
ments resulting from the reconciliation of rebates recognized
to the amounts billed and collected has not been mate-

rial to the results of operations. We account for the effect of
any such differences as a change in accounting estimate in
the period the reconciliation is completed. The Pharmacy
Services segment also receives additional discounts under
its wholesaler contract if it exceeds contractually defined
annual purchase volumes. In addition, the Pharmacy
Services segment receives fees from pharmaceutical manu-
facturers for administrative services. Purchase discounts
and administrative service fees are recorded as a reduction
of “Cost of revenues”.

CVS CAREMARK

Retail Pharmacy Segment
Vendor allowances received by the Retail Pharmacy seg-
ment reduce the carrying cost of inventory and are recog-
nized in cost of revenues when the related inventory is sold,
unless they are specifically identified as a reimbursement of
incremental costs for promotional programs and/or other ser-
vices provided. Amounts that are directly linked to advertising
commitments are recognized as a reduction of advertising
expense (included in operating expenses) when the related
advertising commitment is satisfied. Any such allowances
received in excess of the actual cost incurred also reduce the
carrying cost of inventory. The total value of any upfront pay-
ments received from vendors that are linked to purchase com-
mitments is initially deferred. The deferred amounts are then
amortized to reduce cost of revenues over the life of the con-
tract based upon purchase volume. The total value of any
upfront payments received from vendors that are not linked to
purchase commitments is also initially deferred. The deferred
amounts are then amortized to reduce cost of revenues on a
straight-line basis over the life of the related contract.

We have not made any material changes in the way we
account for vendor allowances and purchase discounts
during the past three years.

INVENTORY
Our inventory is stated at the lower of cost or market on a
first-in, first-out basis using the retail method of accounting
to determine cost of sales and inventory in our CVS/phar-
macy stores, weighted average cost to determine cost of
sales and inventory in our mail service and specialty phar-
macies and the cost method of accounting on a first-in, first-
out basis to determine inventory in our distribution centers.
Under the retail method, inventory is stated at cost, which
is determined by applying a cost-to-retail ratio to the end-
ing retail value of our inventory. Since the retail value of our
inventory is adjusted on a regular basis to reflect current mar-
ket conditions, our carrying value should approximate the
lower of cost or market. In addition, we reduce the value of
our ending inventory for estimated inventory losses that have
occurred during the interim period between physical inven-
tory counts. Physical inventory counts are taken on a regu-
lar basis in each store and a continuous cycle count process
is the primary procedure used to validate the inventory bal-
ances on hand in each distribution center and mail facility
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to ensure that the amounts reflected in the accompanying
consolidated financial statements are properly stated. The
accounting for inventory contains uncertainty since we must
use judgment to estimate the inventory losses that have
occurred during the interim period between physical inven-
tory counts. When estimating these losses, we consider a
number of factors, which include, but are not limited to, his-
torical physical inventory results on a location-by-location
basis and current physical inventory loss trends.

Our total reserve for estimated inventory losses covered

by this critical accounting policy was $179 million as of
December 31, 2011. Although we believe we have sufficient
current and historical information available to us to record
reasonable estimates for estimated inventory losses, it is
possible that actual results could differ. In order to help you
assess the aggregate risk, if any, associated with the uncer-
tainties discussed previously, a ten percent (10%) pre-tax
change in our estimated inventory losses, which we believe
is a reasonably likely change, would increase or decrease our
total reserve for estimated inventory losses by about $18 mil-
lion as of December 31, 2011.

We have not made any material changes in the accounting
methodology used to establish our inventory loss reserves
during the past three years. Although we believe that the
estimates discussed previously are reasonable and the
related calculations conform to generally accepted accounting
principles, actual results could differ from our estimates, and
such differences could be material.

GOODWILL AND INTANGIBLE ASSETS

Identifiable intangible assets consist primarily of trademarks,
client contracts and relationships, favorable leases and cov-
enants not to compete. These intangible assets arise primar-
ily from the allocation of the purchase price of businesses
acquired to identifiable intangible assets based on their
respective fair market values at the date of acquisition.

Amounts assigned to identifiable intangible assets, and their
related useful lives, are derived from established valuation
techniques and management estimates. Goodwill represents
the excess of amounts paid for acquisitions over the fair
value of the net identifiable assets acquired.
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We evaluate the recoverability of certain long-lived assets,
including intangible assets with finite lives, but excluding
goodwill and intangible assets with indefinite lives, which are
tested for impairment using separate tests, whenever events
or changes in circumstances indicate that the carrying value
of an asset may not be recoverable. We group and evaluate
these long-lived assets for impairment at the lowest level at
which individual cash flows can be identified. When evaluat-
ing these long-lived assets for potential impairment, we first
compare the carrying amount of the asset group to the asset
group’s estimated future cash flows (undiscounted and with-
out interest charges). If the estimated future cash flows are
less than the carrying amount of the asset group, an impair-
ment loss calculation is prepared. The impairment loss cal-
culation compares the carrying amount of the asset group

to the asset group’s estimated future cash flows (discounted
and with interest charges). If required, an impairment loss is
recorded for the portion of the asset group’s carrying value
that exceeds the asset group’s estimated future cash flows
(discounted and with interest charges). Our long-lived asset
impairment loss calculation contains uncertainty since we
must use judgment to estimate each asset group’s future
sales, profitability and cash flows. When preparing these esti-
mates, we consider historical results and current operating
trends and our consolidated sales, profitability and cash flow
results and forecasts.

These estimates can be affected by a number of factors
including, but not limited to, general economic and regula-
tory conditions, efforts of third party organizations to reduce
their prescription drug costs and/or increased member co-
payments, the continued efforts of competitors to gain mar-
ket share and consumer spending patterns.

Goodwill and indefinitely-lived intangible assets are subject
to annual impairment reviews, or more frequent reviews if
events or circumstances indicate that the carrying value may
not be recoverable.

Indefinitely-lived intangible assets are tested by compar-

ing the estimated fair value of the asset to its carrying value.
If the carrying value of the asset exceeds its estimated fair
value, an impairment loss is recognized and the asset is writ-
ten down to its estimated fair value.
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Our indefinitely-lived intangible asset impairment loss calcu-
lation contains uncertainty since we must use judgment to
estimate the fair value based on the assumption that in lieu
of ownership of an intangible asset, the Company would be
willing to pay a royalty in order to utilize the benefits of the
asset. Value is estimated by discounting the hypothetical roy-
alty payments to their present value over the estimated eco-
nomic life of the asset. These estimates can be affected by a
number of factors including, but not limited to, general eco-
nomic conditions, availability of market information as well as
the profitability of the Company.

Goodwill is tested for impairment on a reporting unit basis
using a two-step process. The first step of the impairment
test is to identify potential impairment by comparing the
reporting unit’s fair value with its net book value (or carry-

ing amount), including goodwill. The fair value of our report-
ing units is estimated using a combination of the discounted
cash flow valuation model and comparable market transac-
tion models. If the fair value of the reporting unit exceeds its
carrying amount, the reporting unit’s goodwill is not consid-
ered to be impaired and the second step of the impairment
test is not performed. If the carrying amount of the reporting
unit’s carrying amount exceeds its fair value, the second step
of the impairment test is performed to measure the amount
of impairment loss, if any. The second step of the impairment
test compares the implied fair value of the reporting unit’s
goodwill with the carrying amount of the goodwill. If the carry-
ing amount of the reporting unit’s goodwill exceeds the implied
fair value of the goodwill, an impairment loss is recognized in
an amount equal to that excess.

The determination of the fair value of our reporting units
requires the Company to make significant assumptions

and estimates. These assumptions and estimates primar-

ily include, but are not limited to, the selection of appropriate
peer group companies; control premiums and valuation mul-
tiples appropriate for acquisitions in the industries in which
the Company competes; discount rates, terminal growth
rates; and forecasts of revenue, operating profit, depreciation
and amortization, capital expenditures and future working

CVS CAREMARK

capital requirements. When determining these assumptions
and preparing these estimates, we consider each reporting
unit’s historical results and current operating trends and our
consolidated revenues, profitability and cash flow results and
forecasts. Our estimates can be affected by a number of fac-
tors including, but not limited to, general economic and regu-
latory conditions, our market capitalization, efforts of third
party organizations to reduce their prescription drug costs
and/or increase member co-payments, the continued efforts
of competitors to gain market share and consumer spend-
ing patterns.

The carrying value of goodwill and other intangible assets cov-
ered by this critical accounting policy was $26.5 billion and
$9.9 billion as of December 31, 2011, respectively. We did

not record any impairment losses related to goodwill or other
intangible assets during 2011, 2010 or 2009. During the third
quarter of 2011, we performed our required annual impairment
tests of goodwill and indefinitely-lived trademarks. The results
of the impairment tests concluded that there was no impair-
ment of goodwill or trademarks. The goodwill impairment test
resulted in the fair value of our Retail Pharmacy reporting unit
exceeding its carrying value by a substantial margin and the
fair value of our Pharmacy Services reporting unit exceeding
its carrying value by approximately 15%. The carrying value

of goodwill as of December 31, 2011, in our Retail Pharmacy
and Pharmacy Services reporting units was $6.8 bilion and
$19.7 billion, respectively.

Although we believe we have sufficient current and historical
information available to us to test for impairment, it is possi-
ble that actual results could differ from the estimates used in
our impairment tests.

We have not made any material changes in the methodologies
utilized to test the carrying values of goodwill and intangible
assets for impairment during the past three years.
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CLOSED STORE LEASE LIABILITY
We account for closed store lease termination costs when

a leased store is closed. When a leased store is closed,

we record a liability for the estimated present value of the
remaining obligation under the noncancelable lease, which
includes future real estate taxes, common area maintenance
and other charges, if applicable. The liability is reduced by
estimated future sublease income.

The initial calculation and subsequent evaluations of our
closed store lease liability contain uncertainty since we must
use judgment to estimate the timing and duration of future
vacancy periods, the amount and timing of future lump sum
settlement payments and the amount and timing of potential
future sublease income. When estimating these potential ter-
mination costs and their related timing, we consider a num-
ber of factors, which include, but are not limited to, historical
settlement experience, the owner of the property, the loca-
tion and condition of the property, the terms of the underlying
lease, the specific marketplace demand and general eco-
nomic conditions.

Our total closed store lease liability covered by this criti-
cal accounting policy was $430 million as of December 31,
2011. This amount is net of $239 million of estimated sub-
lease income that is subject to the uncertainties discussed
above. Although we believe we have sufficient current and
historical information available to us to record reasonable
estimates for sublease income, it is possible that actual
results could differ.

In order to help you assess the risk, if any, associated with
the uncertainties discussed above, a ten percent (10%)
pre-tax change in our estimated sublease income, which
we believe is a reasonably likely change, would increase
or decrease our total closed store lease liability by about
$24 million as of December 31, 2011.

We have not made any material changes in the reserve
methodology used to record closed store lease reserves
during the past three years.

SELF-INSURANCE LIABILITIES
We are self-insured for certain losses related to general lia-
bility, workers’ compensation and auto liability, although we
maintain stop loss coverage with third party insurers to limit
our total liability exposure. We are also self-insured for certain
losses related to health and medical liabilities.

CVS CAREMARK

The estimate of our self-insurance liability contains uncer-
tainty since we must use judgment to estimate the ultimate
cost that will be incurred to settle reported claims and unre-
ported claims for incidents incurred but not reported as of
the balance sheet date. When estimating our self-insurance
liability, we consider a number of factors, which include, but
are not limited to, historical claim experience, demographic
factors, severity factors and other standard insurance indus-
try actuarial assumptions. On a quarterly basis, we review
to determine if our self-insurance liability is adequate as it
relates to our general liability, workers’ compensation and
auto liability. Similar reviews are conducted semi-annually

to determine if our self-insurance liability is adequate for our
health and medical liability.

Our total self-insurance liability covered by this critical
accounting policy was $509 million as of December 31, 2011.
Although we believe we have sufficient current and histori-

cal information available to us to record reasonable estimates
for our self-insurance liability, it is possible that actual results
could differ. In order to help you assess the risk, if any, associ-
ated with the uncertainties discussed previously, a ten percent
(10%) pre-tax change in our estimate for our self-insurance
liability, which we believe is a reasonably likely change, would
increase or decrease our self-insurance liability by about

$51 million as of December 31, 2011.

We have not made any material changes in the accounting
methodology used to establish our self-insurance liability
during the past three years.

NEW ACCOUNTING PRONOUNCEMENTS

In January 2010, the Financial Accounting Standards Board
(“FASB”) issued Accounting Standards Update (“ASU”)
2010-06, Fair Value Measurements and Disclosures:
Improving Disclosures about Fair Value Measurements,
(“ASU 2010-06"). ASU 2010-06 expanded the required dis-
closures about fair value measurements by requiring (i) sepa-
rate disclosure of the amounts of significant transfers in and
out of Level 1 and Level 2 fair value measurements along
with the reasons for such transfers, (i) information about pur-
chases, sales, issuances and settlements to be presented
separately in the reconciliation for Level 3 fair value measure-
ments, (i) expanded fair value measurement disclosures

for each class of assets and liabilities, and (iv) disclosures
about the valuation techniques and inputs used to measure
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fair value for both recurring and nonrecurring fair value mea-
surements that fall in either Level 2 or Level 3. ASU 2010-
06 was effective for annual reporting periods beginning after
December 15, 2009, except for (i) above which is effective
for fiscal years beginning after December 15, 2010. The adop-
tion of ASU 2010-06 did not have a material impact on our
financial statement disclosures.

In May 2011, the FASB issued ASU 2011-05, Presentation
of Comprehensive Income (“ASU 2011-05"). ASU 2011-05
eliminates the current option to report other comprehensive
income and its components in the statement of sharehold-
ers’ equity. Instead, an entity will have the option to pres-
ent the total of comprehensive income, the components of
net income, and the components of other comprehensive
income either in a single continuous statement of compre-
hensive income or in two separate but consecutive state-
ments. ASU 2011-05 also required entities to present
reclassification adjustments out of accumulated other com-
prehensive income by component in both the statement in
which net income is presented and the statement in which
other comprehensive is presented. In December 2011, the
FASB issued ASU 2011-12 Deferral of the Effective Date
for Amendments to the Presentation of Reclassification of
Items Out of Accumulated Other Comprehensive Income in
Accounting Standards Update No. 2011-05, which indefi-
nitely defers the guidance related to the presentation of
reclassification adjustments. ASU 2011-05 is effective for
interim and annual periods beginning after December 15,
2011 and should be applied retrospectively. The Company
is still evaluating which of the two alternatives it will apply
in reporting comprehensive income. Neither alternative is
expected to have a material impact on the Company’s con-
solidated results of operations and neither alternative will
have an impact on the Company’s financial condition or
cash flows.
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In September 2011, the FASB issued ASU 2011-08, Testing
Gooawill for Impairment (“ASU 2011-08”). ASU 2011-08
allows entities to use a qualitative approach to deter-
mine whether it is more likely than not that the fair value of a
reporting unit is less than its carrying value. If after perform-
ing the qualitative assessment an entity determines it is not
more likely than not that the fair value of a reporting unit is
less than its carrying amount, then performing the two-step
goodwill impairment test is unnecessary. However, if an entity
concludes otherwise, then it is required to perform the first
step of the two-step goodwill impairment test. ASU 2011-

08 is effective for annual and interim goodwill impairment
tests performed for fiscal years beginning after December 15,
2011. We do not expect the adoption of ASU 2011-08 will
have a material impact on our consolidated results of opera-
tions, financial condition or cash flows.

In September 2011, the FASB issued ASU 2011-09,
Disclosures about an Employer’s Participation in a
Multiemployer Plan (“ASU 2011-09”). ASU 2011-09 requires
additional quantitative and qualitative disclosures of entities
who participate in multiemployer pension and other postre-
tirement plans. ASU 2011-09 is effective for annual periods
ending after December 15, 2011 and should be applied ret-
rospectively. The adoption of ASU 2011-09 did not have a
material impact on our financial statement disclosures.

2011 ANNUAL REPORT



Management’s Discussion and Analysis of Financial Condition
and Results of Operations

Cautionary Statement Concerning
Forward-Looking Statements

The Private Securities Litigation Reform Act of 1995 (the
“Reform Act”) provides a safe harbor for forward-looking state-
ments made by or on behalf of CVS Caremark Corporation.
The Company and its representatives may, from time to
time, make written or verbal forward-looking statements,
including statements contained in the Company’s filings
with the Securities and Exchange Commission (“SEC”) and
in its reports to stockholders. Generally, the inclusion of

the words “believe,” “expect,” “intend,” “estimate,” “proj-
ect,” “anticipate,” “will,” “should” and similar expressions
identify statements that constitute forward-looking state-
ments. All statements addressing operating performance
of CVS Caremark Corporation or any subsidiary, events or
developments that the Company expects or anticipates will
occur in the future, including statements relating to revenue
growth, earnings or earnings per common share growth,
adjusted earnings or adjusted earnings per common share
growth, free cash flow, debt ratings, inventory levels, inven-
tory turn and loss rates, store development, relocations
and new market entries, PBM business and sales trends,
Medicare Part D competitive bidding and enrollment and
new product development, as well as statements express-
ing optimism or pessimism about future operating results

or events, are forward-looking statements within the meaning
of the Reform Act.

” o« ” o« ” o«

The forward-looking statements are and will be based upon
management’s then-current views and assumptions regard-
ing future events and operating performance, and are appli-
cable only as of the dates of such statements. The Company
undertakes no obligation to update or revise any forward-
looking statements, whether as a result of new information,
future events, or otherwise.

By their nature, all forward-looking statements involve risks
and uncertainties. Actual results may differ materially from
those contemplated by the forward-looking statements for a
number of reasons, including, but not limited to:

 Risks relating to the health of the economy in general and
in the markets we serve, which could impact consumer
purchasing power, preferences and/or spending patterns,
drug utilization trends, the financial health of our PBM
clients and our ability to secure necessary financing,
Suitable store locations and sale-leaseback transactions
on acceptable terms.
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e Lfforts to reduce reimbursement levels and alter health
care financing practices, including pressure to reduce
reimbursement levels for generic drugs.

e The possibility of PBM client loss and/or the failure to win
new PBM business.

® Risks related to the frequency and rate of the introduction
of generic drugs and brand name prescription products.

e Risks of declining gross margins in the PBM industry attrib-
utable to increased competitive pressures, increased client
demand for lower prices, enhanced service offerings and/
or higher service levels and market dynamics and regulatory
changes that impact our ability to offer plan sponsors pricing
that includes the use of retail “differential” or “spread.”

e Regulatory and business changes relating to our participation
in Medicare Part D.

e Possible changes in industry pricing benchmarks.
® An extremely competitive business environment.
e Reform of the U.S. health care system.

® Risks relating to our failure to properly maintain our infor-
mation technology systems, our information security sys-
tems and our infrastructure to support our business and to
protect the privacy and security of sensitive customer and
business information.

e Risks related to compliance with a broad and complex regula-
tory framework, including compliance with new and existing
federal, state and local laws and reguilations relating to health
care, accounting standards, corporate securities, tax, environ-
mental and other laws and regulations affecting our business.

® Risks related to litigation and other legal proceedings as
they relate to our business, the pharmacy services, retail
pharmacy or retail clinic industry or to the health care
industry generally.

e Other risks and uncertainties detailed from time to time in
our filings with the SEC.

The foregoing list is not exhaustive. There can be no assur-
ance that the Company has correctly identified and appro-
priately assessed all factors affecting its business. Additional
risks and uncertainties not presently known to the Company
or that it currently believes to be immaterial also may adversely
impact the Company. Should any risks and uncertainties
develop into actual events, these developments could have a
material adverse effect on the Company'’s business, financial
condition and results of operations. For these reasons, you
are cautioned not to place undue reliance on the Company’s
forward-looking statements.
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Management’s Report on Internal Control
Over Financial Reporting

We are responsible for establishing and maintaining adequate internal control over financial reporting. Our Company’s
internal control over financial reporting includes those policies and procedures that pertain to the Company’s ability to
record, process, summarize and report a system of internal accounting controls and procedures to provide reason-
able assurance, at an appropriate cost/benefit relationship, that the unauthorized acquisition, use or disposition of
assets are prevented or timely detected and that transactions are authorized, recorded and reported properly to per-
mit the preparation of financial statements in accordance with generally accepted accounting principles (GAAP) and
receipt and expenditures are duly authorized. In order to ensure the Company’s internal control over financial report-
ing is effective, management regularly assesses such controls and did so most recently for its financial reporting as of
December 31, 2011.

We conducted an assessment of the effectiveness of our internal controls over financial reporting based on the cri-
teria set forth in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission. This evaluation included review of the documentation, evaluation of the design effectiveness
and testing of the operating effectiveness of controls. Our system of internal control over financial reporting is enhanced
by periodic reviews by our internal auditors, written policies and procedures and a written Code of Conduct adopted
by our Company’s Board of Directors, applicable to all employees of our Company. In addition, we have an internal
Disclosure Committee, comprised of management from each functional area within the Company, which performs a
separate review of our disclosure controls and procedures. There are inherent limitations in the effectiveness of any
system of internal controls over financial reporting.

Based on our assessment, we conclude our Company’s internal control over financial reporting is effective and pro-
vides reasonable assurance that assets are safeguarded and that the financial records are reliable for preparing financial
statements as of December 31, 2011.

Ernst & Young LLP, independent registered public accounting firm, is appointed by the Board of Directors and ratified by
our Company’s shareholders. They were engaged to render an opinion regarding the fair presentation of our consolidated
financial statements as well as conducting an audit of internal control over financial reporting. Their accompanying report

is based upon an audit conducted in accordance with the standards of the Public Company Accounting Oversight Board
(United States).

February 17, 2012
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
CVS Caremark Corporation

We have audited CVS Caremark Corporation’s internal control over financial reporting as of December 31, 2011,
based on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organi-
zations of the Treadway Commission (the COSO criteria). CVS Caremark Corporation’s management is responsible for
maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of internal
control over financial reporting included in the accompanying Management’s Report on Internal Control Over Financial
Reporting. Our responsibility is to express an opinion on CVS Caremark Corporation’s internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on
the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, CVS Caremark Corporation maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2011, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of CVS Caremark Corporation as of December 31, 2011 and 2010 and the
related consolidated statements of income, shareholders’ equity and cash flows for each of the three years in the
period ended December 31, 2011 of CVS Caremark Corporation and our report dated February 17, 2012 expressed
an unqgualified opinion thereon.

St ¥

Boston, Massachusetts
February 17, 2012
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Consolidated Statements of Income

Year Ended December 31,

in millions, except per share amounts

2011

2010

2009

Net revenues
Cost of revenues

$ 107,100
86,539

$ 95,778
75,559

$ 98,215
77,857

Gross profit
Operating expenses

20,561
14,231

20,219
14,082

20,358
13,933

Operating profit
Interest expense, net

6,330
584

6,137
536

6,425
525

Income before income tax provision
Income tax provision

5,746
2,258

5,601
2,179

5,900
2,200

Income from continuing operations
Income (loss) from discontinued operations, net of tax

3,488
(31)

3,422
2

3,700
(4)

Net income
Net loss attributable to noncontrolling interest

3,457
4

3,424
3

3,696

Net income attributable to CVS Caremark

3,461

3,427

3,696

Basic earnings per common share:

Income from continuing operations attributable
to CVS Caremark

Loss from discontinued operations attributable
to CVS Caremark

Net income attributable to CVS Caremark

Weighted average common shares outstanding

Diluted earnings per common share:

Income from continuing operations attributable
to CVS Caremark

Loss from discontinued operations attributable
to CVS Caremark

Net income attributable to CVS Caremark

Weighted average common shares outstanding

Dividends declared per common share

See accompanying notes to consolidated financial statements.
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Consolidated Balance Sheets

December 31,

in millions, except per share amounts

2011

2010

Assets:
Cash and cash equivalents
Short-term investments
Accounts receivable, net
Inventories
Deferred income taxes
Other current assets

$ 1,413
5

6,047
10,046
503

580

$ 1,427
4

4,925
10,695
511

144

Total current assets
Property and equipment, net
Goodwill
Intangible assets, net
Other assets

18,594
8,467
26,458
9,869
1,155

17,706
8,322
25,669
9,784
688

Total assets

64,543

62,169

Liabilities:
Accounts payable
Claims and discounts payable
Accrued expenses
Short-term debt
Current portion of long-term debt

4,370
3,487
3,293
750
56

4,026
2,569
3,070

300
1,105

Total current liabilities
Long-term debt
Deferred income taxes
Other long-term liabilities
Commitments and Contingencies (Note 13)
Redeemable noncontrolling interest
Shareholders’ equity:
Preferred stock, par value $0.01: 0.1 shares authorized; none issued or outstanding

Common stock, par value $0.01: 3,200 shares authorized; 1,640 shares issued
and 1,298 shares outstanding at December 31, 2011 and 1,624 shares issued
and 1,363 shares outstanding at December 31, 2010

Treasury stock, at cost: 340 shares at December 31, 2011 and 259 shares
at December 31, 2010

Shares held in trust: 2 shares at December 31, 2011 and 2010
Capital surplus

Retained earnings

Accumulated other comprehensive loss

11,956
9,208
3,853
1,445

30

16

(11,953)
(56)
28,126
22,090
(172)

11,070
8,652
3,655
1,068

34

16

(9,030)
(56)
27,610
19,303
(143)

Total shareholders’ equity

38,051

37,700

Total liabilities and shareholders’ equity

$ 64,543

$ 62,169

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

Year Ended December 31,
in millions 2011 2010

Cash flows from operating activities:
Cash receipts from customers $ 97,688 94,503

Cash paid for inventory and prescriptions dispensed
by retail network pharmacies (75,148) (73,143)

Cash paid to other suppliers and employees (13,635) (13,778)
Interest received 4 4
Interest paid (647) (583)
Income taxes paid (2,406) (2,224)
Net cash provided by operating activities 5,856 4,779
Cash flows from investing activities:
Purchases of property and equipment (1,872) (2,005)
Proceeds from sale-leaseback transactions 592 507
Proceeds from sale of property and equipment 4 34
Acquisitions (net of cash acquired) and other investments (1,441) (177)
Purchase of available-for-sale investments 3) —
Sale or maturity of available-for-sale investments 60 1
Proceeds from sale of subsidiary 250 —
Net cash used in investing activities (2,410)
Cash flows from financing activities:
Increase (decrease) in short-term debt 450
Proceeds from issuance of long-term debt 1,463
Repayments of long-term debt (2,122)
Dividends paid (674)
Derivative settlements (19)
Proceeds from exercise of stock options 431
Excess tax benefits from stock-based compensation 21
Repurchase of common stock (3,001)
Other 9)
Net cash used in financing activities (3,460)
Net increase (decrease) in cash and cash equivalents (14)
Cash and cash equivalents at the beginning of the year 1,427
Cash and cash equivalents at the end of the year 1,413

Reconciliation of net income to net cash provided by operating activities:
Net income 3,457

Adjustments required to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization 1,568
Stock-based compensation 135
Gain on sale of subsidiary (53)
Deferred income taxes and other noncash items 144

Change in operating assets and liabilities, net of effects
from acquisitions:

Accounts receivable, net (748)
Inventories 607
Other current assets (420)
Other assets (49)
Accounts payable 1,128
Accrued expenses 85
Other long-term liabilities 2
Net cash provided by operating activities

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Shareholders’ Equity

Shares Dollars

Year Ended December 31, Year Ended December 31,

in millions 2011 2010 2009 2011 2010 2009

Preference stock:

Beginning of year - - 4 % - $ - $ 191
Conversion to common stock - - (4) - - (191)
End of year - - - % - 3 - 3 -

Common stock:

Beginning of year 1,624 1,612 1,608 $ 16 § 16 3 16
Stock options exercised and stock awards 16 12 9 - - -
End of year 1,640 1,624 1,612 $ 16 $ 16 $ 16

Treasury stock:

Beginning of year (259) (219) (165) $ (9,030) $ (7,610) $ (5,812
Purchase of treasury shares (84) 42) (73) (3,001) (1,500) (2,477)
Conversion of preference stock - - 17 - - 583
Employee stock purchase plan issuances 3 2 2 78 80 96
End of year (340) (259) (219)  $(11,953) $ (9,030) $ (7,610)

Shares held in trust:

Beginning of year 2 @) @ $ (56) $ (56) $ (56)
End of year (2) 2 2 % (56) $ (56) $ (56)

Capital surplus:

Beginning of year $ 27,610 $ 27,198 $ 27,280
Stock option activity and stock awards 495 384 291

Tax benefit on stock options and stock awards 21 28 19
Conversion of preference stock - - (892)
End of year $ 28,126 $27610 $ 27,198

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Shareholders’ Equity

Dollars

Year Ended December 31,

in millions 2011 2010 2009
Retained earnings:

Beginning of year $ 19,303 $ 16,355 $ 13,008

Net income attributable to CVS Caremark 3,461 3,427 3,696

Common stock dividends (674) 479) (439)

End of year $ 22,090 $ 19,303 $ 16,355
Accumulated other comprehensive loss:

Beginning of year $ (143) $ (135) $ (143)

Net cash flow hedges, net of income tax 9) (1) 1

Pension liability adjustment, net of income tax (20) (7) 7

End of year $ (172 3$ (143)  $ (135)
Total shareholders’ equity $ 38,051 $ 37,700 $ 35,768
Comprehensive income:

Net income $ 3,457 $ 3,424 $ 3,696
Other comprehensive income:

Net cash flow hedges, net of income tax 9) (1) 1

Pension liability adjustment, net of income tax (20) (7) 7
Comprehensive income 3,428 3,416 3,704
Comprehensive loss attributable to noncontrolling interest 4 3 —
Comprehensive income attributable to CVS Caremark $ 3432 $ 3,419 $ 3,704

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

1 SIGNIFICANT ACCOUNTING POLICIES
Description of business — CVS Caremark Corporation and
its subsidiaries (the “Company”) is the largest pharmacy
health care provider in the United States based upon rev-
enues and prescriptions filled. The Company currently has
three reportable business segments, Pharmacy Services,
Retail Pharmacy and Corporate, which are described below.

Pharmacy Services Segment (the “PSS”) — The PSS pro-
vides a full range of pharmacy benefit management services
including mail order pharmacy services, specialty pharmacy
services, plan design and administration, formulary manage-
ment and claims processing. The Company’s clients are pri-
marily employers, insurance companies, unions, government
employee groups, managed care organizations and other
sponsors of health benefit plans and individuals throughout
the United States.

As a pharmacy benefits manager, the PSS manages the dis-
pensing of pharmaceuticals through the Company’s mail order
pharmacies and national network of approximately 65,000
retail pharmacies to eligible members in the benefits plans
maintained by the Company’s clients and utilizes its informa-
tion systems to perform, among other things, safety checks,
drug interaction screenings and brand to generic substitutions.

The PSS’ specialty pharmacies support individuals that
require complex and expensive drug therapies. The specialty
pharmacy business includes mail order and retail specialty
pharmacies that operate under the CVS Caremark® and
CarePlus CVS/pharmacy ® names.

The PSS also provides health management programs, which
include integrated disease management for 28 conditions,
through our strategic alliance with Alere, L.L.C. and the
Company’s Accordant ® health management offering.

In addition, through the Company’s SilverScript Insurance
Company (“SilverScript”), Accendo Insurance Company
(“Accendo”) and Pennsylvania Life Insurance Company
(“Pennsylvania Life”) subsidiaries, the PSS is a national pro-
vider of drug benefits to eligible beneficiaries under the
Federal Government’s Medicare Part D program.

The PSS generates net revenues primarily by contracting
with clients to provide prescription drugs to plan members.
Prescription drugs are dispensed by the mail order phar-
macies, specialty pharmacies and national network of retail
pharmacies. Net revenues are also generated by providing
additional services to clients, including administrative services
such as claims processing and formulary management, as well
as health care related services such as disease management.

CVS CAREMARK

The pharmacy services business operates under the CVS
Caremark ® Pharmacy Services, Caremark®, CVS Caremark®,
CarePlus CVS/pharmacy ®, CarePlus™, RxAmerica® and
Accordant ® names. As of December 31, 2011, the PSS oper-
ated 31 retail specialty pharmacy stores, 12 specialty mail
order pharmacies and 4 mail service pharmacies located in
22 states, Puerto Rico and the District of Columbia.

Retail Pharmacy Segment (the “RPS”) — The RPS sells pre-
scription drugs and a wide assortment of general merchan-
dise, including over-the-counter drugs, beauty products and
cosmetics, photo finishing, seasonal merchandise, greet-
ing cards and convenience foods, through the Company’s
CVS/pharmacy ® and Longs Drugs ® retail stores and online
through CVS.com®.

The RPS also provides health care services through its
MinuteClinic ® health care clinics. MinuteClinics are staffed
by nurse practitioners and physician assistants who utilize
nationally recognized protocols to diagnose and treat minor
health conditions, perform health screenings, monitor chronic
conditions and deliver vaccinations.

As of December 31, 2011, the retail pharmacy business
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®
name, the online retail website, CVS.com and 657 retail
health care clinics operating under the MinuteClinic® name
(of which 648 were located in CVS/pharmacy stores).

Corporate Segment — The Corporate segment provides
management and administrative services to support the
Company. The Corporate segment consists of certain
aspects of the Company’s executive management, corpo-
rate relations, legal, compliance, human resources, corporate
information technology and finance departments.

Principles of Consolidation — The consolidated financial
statements include the accounts of the Company and its
majority owned subsidiaries. All intercompany balances and
transactions have been eliminated.

Use of estimates - The preparation of financial statements
in conformity with accounting principles generally accepted in
the United States of America requires management to make
estimates and assumptions that affect the reported amounts
in the consolidated financial statements and accompanying
notes. Actual results could differ from those estimates.
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Fair Value Hierarchy — The Company utilizes the three-level
valuation hierarchy for the recognition and disclosure of fair
value measurements. The categorization of assets and liabili-
ties within this hierarchy is based upon the lowest level of
input that is significant to the measurement of fair value. The
three levels of the hierarchy consist of the following:

e | evel 1 — Inputs to the valuation methodology are unad-
justed quoted prices in active markets for identical assets
or liabilities that the Company has the ability to access at
the measurement date.

e | evel 2 — Inputs to the valuation methodology are quoted
prices for similar assets and liabilities in active markets,
quoted prices in markets that are not active or inputs that
are observable for the asset or liability, either directly or
indirectly, for substantially the full term of the instrument.

e | evel 3 — Inputs to the valuation methodology are unob-
servable inputs based upon management’s best estimate
of inputs market participants could use in pricing the asset
or liability at the measurement date, including assumptions
about risk.

Cash and cash equivalents — Cash and cash equivalents
consist of cash and temporary investments with maturities of
three months or less when purchased. The Company invests
in short-term money market funds, commercial paper, time
deposits, as well as other debt securities that are classified as
cash equivalents within the accompanying consolidated bal-
ance sheets, as these funds are highly liquid and readily con-
vertible to known amounts of cash. These investments are
classified within Level 1 of the fair value hierarchy because
they are valued using quoted market prices.

Short-term investments — The Company’s short-term
investments consist of certificate of deposits with initial maturi-
ties of greater than three months when purchased. These
investments, which were classified as available-for-sale within
Level 1 of the fair value hierarchy, were carried at historical
cost, which approximated fair value at December 31, 2011
and 2010.

Fair value of financial instruments — As of December 31,
2011, the Company’s financial instruments include cash and
cash equivalents, accounts receivable, accounts payable
and short-term debt. Due to the short-term nature of these
instruments, the Company’s carrying value approximates fair
value. The carrying amount and estimated fair value of total
long-term debt was $9.3 billion and $10.8 billion, respec-
tively, as of December 31, 2011. The fair value of long-term
debt was estimated based on rates currently offered to the
Company for debt with similar terms and maturities. The
Company had outstanding letters of credit, which guaran-
teed foreign trade purchases, with a fair value of $6 million as
of December 31, 2011 and 2010. There were no outstand-
ing derivative financial instruments as of December 31, 2011
and 2010.

Accounts receivable — Accounts receivable are stated net
of an allowance for doubtful accounts. The accounts receiv-
able balance primarily includes trade amounts due from third
party providers (e.g., pharmacy benefit managers, insurance
companies and governmental agencies), clients and mem-
bers, as well as vendors and manufacturers.

The activity in the allowance for doubtful trade accounts receivable is as follows:

Year Ended December 31,

in millions 2011 2010 2009
Beginning balance $ 182 $ 224 $ 189
Additions charged to bad debt expense 129 73 135
Write-offs charged to allowance (122) (115) (100)
Ending balance $ 189 $ 182 $ 224

CAREMARK
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Notes to Consolidated Financial Statements

Inventories — Inventories are stated at the lower of cost or
market on a first-in, first-out basis using the retail inventory
method in the retail pharmacy stores, the weighted average
cost method in the mail service and specialty pharmacies, and
the cost method on a first-in, first-out basis in the distribution
centers. Physical inventory counts are taken on a regular basis
in each store and a continuous cycle count process is the pri-
mary procedure used to validate the inventory balances on
hand in each distribution center and mail facility to ensure that
the amounts reflected in the accompanying consolidated finan-
cial statements are properly stated. During the interim period
between physical inventory counts, the Company accrues for
anticipated physical inventory losses on a location-by-location
basis based on historical results and current trends.

Property and equipment - Property, equipment and
improvements to leased premises are depreciated using
the straight-line method over the estimated useful lives

of the assets, or when applicable, the term of the lease,
whichever is shorter. Estimated useful lives generally range
from 10 to 40 years for buildings, building improvements
and leasehold improvements and 3 to 10 years for fix-
tures, equipment and internally developed software. Repair
and maintenance costs are charged directly to expense as
incurred. Major renewals or replacements that substantially
extend the useful life of an asset are capitalized and depre-
ciated. Application development stage costs for significant
internally developed software projects are capitalized

and depreciated.

The following are the components of property and equipment at December 31:

in millions 2011 2010
Land $ 1,295 $ 1,247
Building and improvements 2,404 2,265
Fixtures and equipment 7,582 7,148
Leasehold improvements 3,021 2,866
Software 1,098 757
15,400 14,283

Accumulated depreciation and amortization (6,933) (5,961)
$ 8,467 $ 8,322

The gross amount of property and equipment under capital
leases was $211 million and $191 million as of December 31,
2011 and 2010, respectively.

Goodwill - Goodwill and other indefinite-lived assets are not
amortized, but are subject to impairment reviews annually, or
more frequently if necessary. See Note 4 for additional infor-
mation on goodwiill.

Intangible assets - Purchased customer contracts and
relationships are amortized on a straight-line basis over their
estimated useful lives between 10 and 20 years. Purchased
customer lists are amortized on a straight-line basis over
their estimated useful lives of up to 10 years. Purchased
leases are amortized on a straight-line basis over the remain-
ing life of the lease. See Note 4 for additional information
about intangible assets.

CVS CAREMARK

Impairment of long-lived assets — The Company groups
and evaluates fixed and finite-lived intangible assets, exclud-
ing goodwill, for impairment at the lowest level at which indi-
vidual cash flows can be identified. When evaluating assets
for potential impairment, the Company first compares the
carrying amount of the asset group to the estimated future
cash flows associated with the asset group (undiscounted
and without interest charges). If the estimated future cash
flows used in this analysis are less than the carrying amount
of the asset group, an impairment loss calculation is pre-
pared. The impairment loss calculation compares the carry-
ing amount of the asset group to the asset group’s estimated
future cash flows (discounted and with interest charges).

If required, an impairment loss is recorded for the portion

of the asset group’s carrying value that exceeds the asset
group’s estimated future cash flows (discounted and with
interest charges).
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Redeemable noncontrolling interest — The Company
has an approximately 60% ownership interest in Generation
Health, Inc. (“Generation Health”) and consolidates Generation
Health in its consolidated financial statements. The noncon-
trolling shareholders of Generation Health hold put rights for
the remaining interest in Generation Health that if exercised
would require the Company to purchase the remaining inter-
est in Generation Health in 2015 for a minimum of $27 million
and a maximum of $159 million, depending on certain financial
metrics of Generation Health in 2014. Since the noncontrolling
shareholders of Generation Health have a redemption feature
as a result of the put rights, the Company has classified the

The following is a reconciliation of the changes in the redeemable noncontrolling interest:

redeemable noncontrolling interest in Generation Health in the
mezzanine section of the consolidated balance sheet outside
of shareholders’ equity. The Company initially recorded the
redeemalble noncontrolling interest at a fair value of $37 million
on the date of acquisition which was determined using inputs
classified as Level 3 in the fair value hierarchy. At the end of
each reporting period, if the estimated accreted redemption
value exceeds the carrying value of the noncontrolling interest,
the difference is recorded as a reduction of retained earnings.
Any such reductions in retained earnings would also reduce
income attributable to CVS Caremark in the Company’s
earnings per share calculations.

in millions 2011 2010 2009
Beginning balance $ 34 $ 37 $ —
Acquisition of Generation Health — — 37
Net loss attributable to noncontrolling interest (4) 3) —
Ending balance $ 30 $ 34 $ 37

Revenue Recognition

Pharmacy Services Segment — The PSS sells prescription
drugs directly through its mail service pharmacies and indi-
rectly through its retail pharmacy network. The PSS rec-
ognizes revenues from prescription drugs sold by its mail
service pharmacies and under retail pharmacy network con-
tracts where the PSS is the principal using the gross method
at the contract prices negotiated with its clients. Net rev-
enue from the PSS includes: (i) the portion of the price the
client pays directly to the PSS, net of any volume-related or
other discounts paid back to the client (see “Drug Discounts”
later in this document), (i) the price paid to the PSS (“Mail
Co-Payments”) or a third party pharmacy in the PSS’ retail
pharmacy network (“Retail Co-Payments”) by individuals
included in its clients’ benefit plans, and (iii) administrative
fees for retail pharmacy network contracts where the PSS is
not the principal as discussed below.

The PSS recognizes revenue when: (i) persuasive evidence of
an arrangement exists, (i) delivery has occurred or services
have been rendered, (iii) the seller’s price to the buyer is fixed
or determinable, and (iv) collectability is reasonably assured.

CVS CAREMARK

The Company has established the following revenue recogni-
tion policies for the PSS:

e Revenues generated from prescription drugs sold by mail
service pharmacies are recognized when the prescription
is shipped. At the time of shipment, the Company has
performed substantially all of its obligations under its
client contracts and does not experience a significant
level of reshipments.

e Revenues generated from prescription drugs sold by third
party pharmacies in the PSS’ retail pharmacy network and
associated administrative fees are recognized at the PSS’
point-of-sale, which is when the claim is adjudicated by the
PSS’ online claims processing system.

The PSS determines whether it is the principal or agent for
its retail pharmacy network transactions on a contract by
contract basis. In the majority of its contracts, the PSS has
determined it is the principal due to it: (i) being the primary
obligor in the arrangement, (i) having latitude in establish-
ing the price, changing the product or performing part of the
service, (i) having discretion in supplier selection, (iv) having
involvement in the determination of product or service specifi-
cations, and (v) having credit risk. The PSS’ obligations under
its client contracts for which revenues are reported using the
gross method are separate and distinct from its obligations
to the third party pharmacies included in its retail pharmacy
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Notes to Consolidated Financial Statements

network contracts. Pursuant to these contracts, the PSS is
contractually required to pay the third party pharmacies in
its retail pharmacy network for products sold, regardless of
whether the PSS is paid by its clients. The PSS’ responsi-
bilities under its client contracts typically include validating
eligibility and coverage levels, communicating the prescrip-
tion price and the co-payments due to the third party retail
pharmacy, identifying possible adverse drug interactions for
the pharmacist to address with the physician prior to dis-
pensing, suggesting clinically appropriate generic alternatives
where appropriate and approving the prescription for dispens-
ing. Although the PSS does not have credit risk with respect
to Retail Co-Payments, management believes that all of the
other indicators of gross revenue reporting are present. For
contracts under which the PSS acts as an agent, the PSS
records revenues using the net method.

Drug Discounts — The PSS deducts from its revenues any
rebates, inclusive of discounts and fees, earned by its cli-
ents. The PSS pays rebates to its clients in accordance with
the terms of its client contracts, which are normally based on
fixed rebates per prescription for specific products dispensed
or a percentage of manufacturer discounts received for spe-
cific products dispensed. The liability for rebates due to the
PSS’ clients is included in “Claims and discounts payable” in
the accompanying consolidated balance sheets.

Medicare Part D — The PSS participates in the Federal
Government’s Medicare Part D program as a Prescription
Drug Plan (“PDP”). The PSS’ net revenues include insurance
premiums earned by the PDP, which are determined based
on the PDP’s annual bid and related contractual arrange-
ments with the Centers for Medicare and Medicaid Services
(“CMS”). The insurance premiums include a beneficiary pre-
mium, which is the responsibility of the PDP member, but

is subsidized by CMS in the case of low-income members,
and a direct premium paid by CMS. Premiums collected in
advance are initially deferred in accrued expenses and are
then recognized in net revenues over the period in which
members are entitled to receive benefits.

In addition to these premiums, the PSS’ net revenues include
co-payments, coverage gap benefits, deductibles and co-
insurance (collectively, the “Member Co-Payments”) related

to PDP members’ actual prescription claims. In certain cases,
CMS subsidizes a portion of these Member Co-Payments and
pays the PSS an estimated prospective Member Co-Payment
subsidy amount each month. The prospective Member
Co-Payment subsidy amounts received from CMS are also
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included in the PSS’ net revenues. The Company assumes no
risk for these amounts, which represented 3.1%, 2.6% and
3.5% of consolidated net revenues in 2011, 2010 and 2009,
respectively. If the prospective Member Co-Payment subsidies
received differ from the amounts based on actual prescription
claims, the difference is recorded in either accounts receivable
or accrued expenses.

The PSS accounts for CMS obligations and Member
Co-Payments (including the amounts subsidized by CMS)
using the gross method consistent with its revenue recogni-
tion policies for Mail Co-Payments and Retail Co-Payments
(discussed previously in this document). See Note 8 for
additional information about Medicare Part D.

Retail Pharmacy Segment — The RPS recognizes rev-

enue from the sale of merchandise (other than prescrip-

tion drugs) at the time the merchandise is purchased by the
retail customer. Revenue from the sale of prescription drugs
is recognized at the time the prescription is filled, which is or
approximates when the retail customer picks up the prescrip-
tion. Customer returns are not material. Revenue generated
from the performance of services in the RPS’ health care clin-
ics is recognized at the time the services are performed. See
Note 14 for additional information about the revenues of the
Company’s business segments.

Cost of Revenues

Pharmacy Services Segment — The PSS’ cost of revenues
includes: (i) the cost of prescription drugs sold during the
reporting period directly through its mail service pharmacies
and indirectly through its retail pharmacy network, (i) shipping
and handling costs, and (jii) the operating costs of its mail ser-
vice pharmacies and client service operations and related
information technology support costs including deprecia-
tion and amortization. The cost of prescription drugs sold
component of cost of revenues includes: (i) the cost of the
prescription drugs purchased from manufacturers or distribu-
tors and shipped to members in clients’ benefit plans from
the PSS’ mail service pharmacies, net of any volume-related
or other discounts (see “Drug Discounts” previously in this
document) and (i) the cost of prescription drugs sold (includ-
ing Retail Co-Payments) through the PSS’ retail pharmacy
network under contracts where it is the principal, net of any
volume-related or other discounts.

Retail Pharmacy Segment — The RPS’ cost of revenues
includes: the cost of merchandise sold during the report-
ing period and the related purchasing costs, warehousing
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and delivery costs (including depreciation and amortization)
and actual and estimated inventory losses. See Note 14
for additional information about the cost of revenues of the
Company’s business segments.

Vendor Allowances and Purchase Discounts
The Company accounts for vendor allowances and purchase
discounts as follows:

Pharmacy Services Segment — The PSS receives purchase
discounts on products purchased. The PSS’ contractual
arrangements with vendors, including manufacturers, whole-
salers and retail pharmacies, normally provide for the PSS

to receive purchase discounts from established list prices in
one, or a combination of, the following forms: (i) a direct dis-
count at the time of purchase, (i) a discount for the prompt
payment of invoices, or (i) when products are purchased
indirectly from a manufacturer (e.g., through a wholesaler or
retail pharmacy), a discount (or rebate) paid subsequent to
dispensing. These rebates are recognized when prescrip-
tions are dispensed and are generally calculated and billed
to manufacturers within 30 days of the end of each com-
pleted quarter. Historically, the effect of adjustments resulting
from the reconciliation of rebates recognized to the amounts
billed and collected has not been material to the PSS’ results
of operations. The PSS accounts for the effect of any such dif-
ferences as a change in accounting estimate in the period the
reconciliation is completed. The PSS also receives additional
discounts under its wholesaler contract if it exceeds contrac-
tually defined annual purchase volumes. In addition, the PSS
receives fees from pharmaceutical manufacturers for adminis-
trative services. Purchase discounts and administrative service
fees are recorded as a reduction of “Cost of revenues”.

Retail Pharmacy Segment — Vendor allowances received by
the RPS reduce the carrying cost of inventory and are recog-
nized in cost of revenues when the related inventory is sold,
unless they are specifically identified as a reimbursement of
incremental costs for promotional programs and/or other ser-
vices provided. Amounts that are directly linked to advertising
commitments are recognized as a reduction of advertising
expense (included in operating expenses) when the related
advertising commitment is satisfied. Any such allowances
received in excess of the actual cost incurred also reduce
the carrying cost of inventory. The total value of any upfront
payments received from vendors that are linked to purchase
commitments is initially deferred. The deferred amounts are
then amortized to reduce cost of revenues over the life of

the contract based upon purchase volume. The total value
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of any upfront payments received from vendors that are not
linked to purchase commitments is also initially deferred.
The deferred amounts are then amortized to reduce cost of
revenues on a straight-line basis over the life of the related
contract. The total amortization of these upfront payments
was not material to the accompanying consolidated financial
statements.

Insurance — The Company is self-insured for certain losses
related to general liability, workers’ compensation and auto
liability. The Company obtains third party insurance coverage
to limit exposure from these claims. The Company is also self-
insured for certain losses related to health and medical liabili-
ties. The Company’s self-insurance accruals, which include
reported claims and claims incurred but not reported, are cal-
culated using standard insurance industry actuarial assump-
tions and the Company’s historical claims experience.

Facility opening and closing costs — New facility opening
costs, other than capital expenditures, are charged directly
to expense when incurred. When the Company closes a
facility, the present value of estimated unrecoverable costs,
including the remaining lease obligation less estimated sub-
lease income and the book value of abandoned property and
equipment, are charged to expense. The long-term portion
of the lease obligations associated with facility closings was
$327 million and $368 million in 2011 and 2010, respectively.

Advertising costs — Advertising costs are expensed when
the related advertising takes place. Advertising costs, net

of vendor funding (included in operating expenses), were
$211 million, $234 million and $317 million in 2011, 2010
and 2009, respectively.

Interest expense, net - Interest expense, net of capital-
ized interest, was $588 million, $539 million and $530 million,
and interest income was $4 million, $3 million and $5 million
in 2011, 2010 and 2009, respectively. Capitalized interest
totaled $37 million, $47 million and $39 million in 2011, 2010
and 2009, respectively.

Shares held in trust — The Company maintains grantor
trusts, which held approximately 2 million shares of its common
stock at December 31, 2011 and 2010. These shares are des-
ignated for use under various employee compensation plans.
Since the Company holds these shares, they are excluded
from the computation of basic and diluted shares outstanding.
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Accumulated other comprehensive loss — Accumulated
other comprehensive loss consists of changes in the net
actuarial gains and losses associated with pension and
other postretirement benefit plans, and unrealized losses
on derivatives. The amount included in accumulated other
comprehensive loss related to the Company’s pension and
postretirement plans was $250 million pre-tax ($152 million
after-tax) as of December 31, 2011 and $217 million pre-tax
($132 million after-tax) as of December 31, 2010. The net
impact on cash flow hedges totaled $32 million pre-tax
($20 million after-tax) and $18 million pre-tax ($11 million
after-tax) as of December 31, 2011 and 2010, respectively.

Stock-based compensation — Stock-based compensa-
tion expense is measured at the grant date based on the fair
value of the award and is recognized as expense over the
applicable requisite service period of the stock award (gener-
ally 3 to 5 years) using the straight-line method. Stock-based
compensation costs are included in selling, general and
administrative expenses.

Income taxes — The Company provides for federal and state
income taxes currently payable, as well as for those deferred
because of timing differences between reported income and
expenses for financial statement purposes versus tax pur-
poses. Federal and state tax credits are recorded as a reduc-
tion of income taxes. Deferred tax assets and liabilities are
recognized for the future tax consequences attributable to
differences between the carrying amount of assets and liabili-
ties for financial reporting purposes and the amounts used
for income tax purposes. Deferred tax assets and liabilities
are measured using the enacted tax rates expected to apply
to taxable income in the years in which those temporary
differences are expected to be recoverable or settled. The
effect of a change in tax rates is recognized as income or
expense in the period of the change.

Earnings per common share — Basic earnings per com-
mon share is computed by dividing: (i) net earnings by (i) the
weighted average number of common shares outstanding
during the year (the “Basic Shares”).

Diluted earnings per common share is computed by dividing:
(i) net earnings by (i) Basic Shares plus the additional shares
that would be issued assuming that all dilutive stock awards
are exercised. Options to purchase 30.5 million, 34.3 million
and 37.7 million shares of common stock were outstand-

ing as of December 31, 2011, 2010 and 2009, respectively,
but were not included in the calculation of diluted earnings
per share because the options’ exercise prices were greater
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than the average market price of the common shares and,
therefore, the effect would be antidilutive.

New Accounting Pronouncements

In January 2010, the Financial Accounting Standards Board
(“FASB”) issued Accounting Standards Update (“ASU”)
2010-06, Fair Value Measurements and Disclosures:
Improving Disclosures about Fair Value Measurements,
(“ASU 2010-06"). ASU 2010-06 expanded the required dis-
closures about fair value measurements by requiring (i) sepa-
rate disclosure of the amounts of significant transfers in and
out of Level 1 and Level 2 fair value measurements along
with the reasons for such transfers, (i) information about pur-
chases, sales, issuances and settlements to be presented
separately in the reconciliation for Level 3 fair value measure-
ments, (i) expanded fair value measurement disclosures for
each class of assets and liabilities, and (iv) disclosures about
the valuation techniques and inputs used to measure fair
value for both recurring and nonrecurring fair value measure-
ments that fall in either Level 2 or Level 3. ASU 2010-06
was effective for annual reporting periods beginning after
December 15, 2009, except for (i) above which is effective for
fiscal years beginning after December 15, 2010. The adop-
tion of ASU 2010-06 did not have a material impact on the
Company’s financial statement disclosures.

In May 2011, the FASB issued ASU 2011-05, Presentation
of Comprehensive Income (“ASU 2011-05"). ASU 2011-05
eliminates the current option to report other comprehen-
sive income and its components in the statement of share-
holders’ equity. Instead, an entity will have the option to
present the total of comprehensive income, the compo-
nents of net income, and the components of other compre-
hensive income either in a single continuous statement of
comprehensive income or in two separate but consecutive
statements. ASU 2011-05 also required entities to present
reclassification adjustments out of accumulated other com-
prehensive income by component in both the statement in
which net income is presented and the statement in which
other comprehensive is presented. In December 2011, the
FASB issued ASU 2011-12 Deferral of the Effective Date
for Amendments to the Presentation of Reclassification of
Items Out of Accumulated Other Comprehensive Income in
Accounting Standards Update No. 2011-05, which indefi-
nitely defers the guidance related to the presentation of
reclassification adjustments. ASU 2011-05 is effective for
interim and annual periods beginning after December 15,
2011 and should be applied retrospectively. The Company
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is still evaluating which of the two alternatives it will apply
in reporting comprehensive income. Neither alternative is
expected to have a material impact on the Company’s con-
solidated results of operations and neither alternative will
have an impact on the Company’s financial condition or
cash flows.

In September 2011, the FASB issued ASU 2011-08, Testing
Gooawill for Impairment (“ASU 2011-08"). ASU 2011-08
allows entities to use a qualitative approach to determine
whether it is more likely than not that the fair value of a report-
ing unit is less than its carrying value. If after performing the
qualitative assessment an entity determines it is not more
likely than not that the fair value of a reporting unit is less than
its carrying amount, then performing the two-step goodwill
impairment test is unnecessary. However, if an entity con-
cludes otherwise, then it is required to perform the first step
of the two-step goodwill impairment test. ASU 2011-08 is
effective for annual and interim goodwill impairment tests per-
formed for fiscal years beginning after December 15, 2011.
The Company does not expect the adoption of ASU 2011-08
will have a material impact on the Company’s consolidated
results of operations, financial condition or cash flows.

In September 2011, the FASB issued ASU 2011-09,
Disclosures about an Employer’s Participation in a
Multiemployer Plan (“ASU 2011-09”). ASU 2011-09 requires
additional quantitative and qualitative disclosures of entities
who participate in multiemployer pension and other postre-
tirement plans. ASU 2011-09 is effective for annual periods
ending after December 15, 2011 and should be applied retro-
spectively. The adoption of ASU 2011-09 did not have a mate-
rial impact on the Company’s financial statement disclosures.

2 BUSINESS COMBINATION

On April 29, 2011, the Company acquired the Medicare pre-
scription drug business of Universal American Corp. (the “UAM
Medicare Part D Business”) for approximately $1.3 billion. The
UAM Medicare Part D Business offers prescription drug

Below is a summary of the results of discontinued operations:

plan benefits to Medicare beneficiaries throughout the United
States through its Community CCRS™ prescription drug plan.
The fair value of assets acquired and liabilities assumed were
$2.4 billion and $1.1 billion, respectively, which included
identifiable intangible assets of approximately $0.4 billion
and goodwill of approximately $1.0 billion that were recorded
in the PSS. The allocation of the purchase price is prelimi-
nary and is based on information that was available to man-
agement at the time the consolidated financial statements
were prepared, accordingly, the allocation may change. The
Company’s results of operations and cash flows include the
UAM Medicare Part D Business beginning on April 29, 2011.

3 DISCONTINUED OPERATIONS

On November 1, 2011, the Company sold its 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 services to the biotech and pharmaceutical indus-
try. As of December 31, 2010, TheraCom had approximately
$0.1 billion of current assets consisting primarily of accounts
receivable and $0.1 billion of current liabilities consisting pri-
marily of accounts payable. The sale of TheraCom resulted
in the derecognition of approximately $0.2 billion of nonde-
ductible goodwill. The TheraCom business had historically
been part of the Company’s Pharmacy Services segment. The
results of the TheraCom business are presented as discontin-
ued operations and have been excluded from both continuing
operations and segment results for all periods presented.

In connection with certain business dispositions completed
between 1991 and 1997, the Company retained guarantees
on store lease obligations for a number of former subsid-
iaries, including Linens ‘n Things which filed for bankruptcy
in 2008. The Company’s income (loss) from discontinued
operations includes lease-related costs which the Company
believes it will likely be required to satisfy pursuant to its
Linens ‘n Things lease guarantees.

Year Ended December 31,

in millions 2011 2010 2009
Net revenues of TheraCom $ 650 $ 635 $ 514
Income from operations of TheraCom $ 18 $ 28 $ 13
Gain on disposal of TheraCom 53 — —
Loss on disposal of Linens ‘n Things (7) (24) (19
Income tax benefit (provision) (95) 2 2
Income (loss) from discontinued operations, net of tax $ (31) $
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4 GOODWILL AND OTHER INTANGIBLES
Goodwill and other indefinitely-lived assets are not amortized,
but are subject to annual impairment reviews, or more fre-
quent reviews if events or circumstances indicate impairment
may exist.

When evaluating goodwill for potential impairment, the
Company first compares the fair value of its two report-
ing units, the PSS and RPS, to their respective carrying
amounts. The Company estimates the fair value of its report-
ing units using a combination of a future discounted cash
flow valuation model and a comparable market transaction
model. As the Company utilizes internal financial projec-
tions for the determination of future cash flows, the fair value
methodology is considered to use inputs classified as Level
3 in the fair value hierarchy. If the estimated fair value of the
reporting unit is less than its carrying amount, an impair-
ment loss calculation is prepared. The impairment loss cal-
culation compares the implied fair value of a reporting unit’s
goodwill with the carrying amount of its goodwiill. If the car-
rying amount of the goodwill exceeds the implied fair value,
an impairment loss is recognized in an amount equal to the
excess. During the third quarter of 2011, the Company per-
formed its required annual goodwill impairment tests. The
Company concluded there were no goodwill impairments

as of the testing date. The carrying amount of goodwill was
$26.5 billion and $25.7 billion as of December 31, 2011 and
2010, respectively (see Note 14 for a breakdown of Goodwill
by segment). The $0.8 billion increase in goodwill in 2011
was primarily due to an increase of approximately $1.0 bil-
lion related to the acquisition of the UAM Medicare Part D
Business, partially offset by the derecognition of approximately
$0.2 billion of goodwill associated with the sale of TheraCom.
These changes to goodwill affected the PSS.

Indefinitely-lived intangible assets are tested for impair-
ment by comparing the estimated fair value of the asset to
its carrying value. The Company estimates the fair value
of its indefinitely-lived trademark using the relief from roy-
alty method under the income approach. As this method of
estimating fair value utilizes internal financial projections for
determination of future cash flows, the fair value methodol-
ogy is considered to use inputs classified as Level 3 in the
fair value hierarchy. If the carrying value of the asset exceeds
its estimated fair value, an impairment loss is recognized and
the asset is written down to its estimated fair value. During
the third quarter of 2011, the Company performed its annual
impairment test of the indefinitely-lived trademark and con-
cluded there was no impairment as of the testing date.
The carrying amount of its indefinitely-lived trademark was
$6.4 billion as of December 31, 2011 and 2010.

The Company amortizes intangible assets with finite lives
over the estimated useful lives of the respective assets,
which have a weighted average useful life of 13.3 years. The
weighted average useful lives of the Company’s customer
contracts and relationships and covenants not to compete
are 12.8 years. The weighted average lives of the Company’s
favorable leases and other intangible assets are 16.4 years.
Amortization expense for intangible assets totaled $452 mil-
lion, $427 million and $430 million in 2011, 2010 and 2009,
respectively. The anticipated annual amortization expense for
these intangible assets for the next five years is $456 million
in 2012, $433 million in 2013, $400 million in 2014,

$372 million in 2015 and $344 million in 2016.

The following table is a summary of the Company’s intangible assets as of December 31:

2011 2010
Gross Net Gross Net

Carrying Accumulated Carrying Carrying Accumulated Carrying

in millions Amount Amortization Amount Amount Amortization Amount

Trademark (indefinitely-lived) $ 6,398 $ — $ 6,398 $ 6,398 $ — $ 6,398
Customer contracts and relationships

and covenants not to compete 5,427 (2,386) 3,041 4,903 (1,982) 2,921

Favorable leases and other 769 (339) 430 762 (297) 465

$ 12,594 $ (2,725) $ 9,869 $ 12,063 $ (2,279 $ 9,784

CVS CAREMARK

2011 ANNUAL REPORT



5 SHARE REPURCHASE PROGRAMS
On August 283, 2011, the Company’s Board of Directors
authorized a share repurchase program for up to $4.0 bil-
lion of outstanding common stock (the “2011 Repurchase
Program”). The share repurchase authorization under the
2011 Repurchase Program, which was effective immediately,
permits the Company to effect repurchases from time to
time through a combination of open market repurchases, pri-
vately negotiated transactions, accelerated share repurchase
transactions, and/or other derivative transactions. The 2011
Repurchase Program may be modified or terminated by the
Board of Directors at any time.

Pursuant to the authorization under the 2011 Repurchase
Program, on August 24, 2011, the Company entered into a
$1.0 billion fixed dollar accelerated share repurchase (‘ASR”)
agreement with Barclays Bank PLC (“Barclays”). The ASR
agreement contained provisions that establish the minimum
and maximum number of shares to be repurchased dur-

ing its term. Pursuant to the ASR agreement, on August 25,
2011, the Company paid $1.0 billion to Barclays in exchange
for Barclays delivering 20.3 million shares of common stock
to the Company. On September 16, 2011, upon establish-
ment of the minimum number of shares to be repurchased,
Barclays delivered an additional 5.4 million shares of com-
mon stock to the Company. The Company received an addi-
tional 1.6 million shares of common stock on December

29, 2011, due to the fluctuation in market price of common
stock over the term of the ASR agreement, which concluded
on December 28, 2011. The total of 27.3 million shares of
common stock delivered to the Company by Barclays over
the term of the ASR agreement were placed into treasury
stock. The Company accounted for the ASR agreement as
two separate transactions: (i) as shares of common stock
acquired in a treasury stock transaction and (i) as a forward
contract indexed to the Company’s own common stock. As
such, the Company accounted for the shares that it received
under the ASR agreement as a repurchase of its common
stock for the purpose of calculating earnings per share. The
Company has determined that the forward contract indexed
to the Company’s common stock met all of the applicable
criteria for equity classification.
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On June 14, 2010, the Company’s Board of Directors autho-
rized a share repurchase program for up to $2.0 billion of out-
standing common stock (the “2010 Repurchase Program”).
The share repurchase authorization under the 2010
Repurchase Program, which was effective immediately and
expired at the end of 2011, permitted the Company to effect
repurchases from time to time through a combination of open
market repurchases, privately negotiated transactions, accel-
erated share repurchase transactions, and/or other derivative
transactions. During the year ended December 31, 2011, the
Company repurchased an aggregate of 56.4 million shares of
common stock for approximately $2.0 billion, completing the
2010 Repurchase Program. The Company did not make any
share repurchases under the 2010 Repurchase Program dur-
ing the year ended December 31, 2010.

On November 4, 2009, the Company’s Board of Directors
authorized a share repurchase program for up to $2.0 bil-
lion of its outstanding common stock (the “2009 Repurchase
Program”). From November 4, 2009 through December 31,
2009, the Company repurchased 16.1 million shares of com-
mon stock for approximately $500 million under the 2009
Repurchase Program. During the year ended December 31,
2010, the Company repurchased 42.4 million shares of com-
mon stock for approximately $1.5 billion, completing the
2009 Repurchase Program.

On May 7, 2008, the Company’s Board of Directors autho-
rized, effective May 21, 2008, a share repurchase program
for up to $2.0 billion of its outstanding common stock (the
“2008 Repurchase Program”). From May 21, 2008 through
December 31, 2008, the Company repurchased approxi-
mately 0.6 million shares of common stock for $23 million
under the 2008 Repurchase Program. During the year ended
December 31, 2009, the Company repurchased approxi-
mately 57.0 million shares of common stock for approximately
$2.0 billion, completing the 2008 Repurchase Program.
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6 BORROWING AND CREDIT AGREEMENTS

The following table is a summary of the Company’s borrowings as of December 31:

in millions 2011 2010
Commercial paper $ 750 $ 300
5.75% senior notes due 2011 — 800
Floating rate notes due 2011 — 300
4.875% senior notes due 2014 550 550
3.25% senior notes due 2015 550 550
6.125% senior notes due 2016 700 700
5.75% senior notes due 2017 1,750 1,750
6.6% senior notes due 2019 1,000 1,000
4.75% senior notes due 2020 450 450
4.125% senior notes due 2021 550 —
6.25% senior notes due 2027 1,000 1,000
Trust Preferred Securities due 2037 50 —
6.125% senior notes due 2039 1,500 1,500
5.75% senior notes due 2041 950 —
6.302% Enhanced Capital Advantage
Preferred Securities due 2062 42 1,000
Mortgage notes payable 4 6
Capital lease obligations 168 151
10,014 10,057
Less:
Short-term debt (commercial paper) (750) (800)
Current portion of long-term debt (56) (1,105)
$ 9,208 $ 8,652

In connection with its commercial paper program, the
Company maintains a $1.25 billion, five-year unsecured
back-up credit facility, which expires on March 12, 2012,
a $1.0 billion, three-year unsecured back-up credit facility
which expires on May 27, 2013, and a $1.25 billion, four-
year unsecured back-up credit facility which expires on
May 12, 2015. The credit facilities allow for borrowings at
various rates depending on the Company’s public debt rat-
ings and require the Company to pay a weighted average
quarterly facility fee of approximately 0.04%, regardless of
usage. As of December 31, 2011 and 2010, the Company
had no outstanding borrowings against the back-up credit
facilities. The weighted average interest rate for short-term
debt was 0.37% as of December 31, 2011 and 0.40% as
of December 31, 2010.

In connection with the Company’s acquisition of the UAM
Medicare Part D Business in April 2011, the Company
assumed $110 million of long-term debt in the form of Trust
Preferred Securities that mature through 2037. During the
year ended December 31, 2011, the Company repaid
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$60 million of the Trust Preferred Securities at par and
intends to repay the remaining $50 million at par in 2012.

On May 12, 2011, the Company issued $550 million of
4.125% unsecured senior notes due May 15, 2021 and
issued $950 million of 5.75% unsecured senior notes due
May 15, 2041 (collectively, the “2011 Notes”) for total pro-
ceeds of approximately $1.5 billion, net of discounts and
underwriting fees. The 2011 Notes pay interest semi-annually
and may be redeemed, in whole at any time, or in part from
time to time, at the Company’s option at a defined redemp-
tion price plus accrued and unpaid interest to the redemp-
tion date. The net proceeds of the 2011 Notes were used to
repay commercial paper borrowings and certain other corpo-
rate debt, and were used for general corporate purposes.

On December 8, 2011, the Company repurchased $958 mil-
lion of the principal amount of its Enhanced Capital
Advantaged Preferred Securities (‘“ECAPS”) at par. The fees
and write-off of deferred issuance costs associated with
the early extinguishment of the ECAPS were de minimis.
The remaining $42 million of outstanding ECAPS are due
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in 2062 and bear interest at 6.302% per year until June 1,
2012, at which time they will pay interest based on a float-
ing rate. The ECAPS pay interest semi-annually and may
be redeemed at any time, in whole or in part at a defined
redemption price plus accrued interest.

On May 13, 2010, the Company issued $550 million of
3.25% unsecured senior notes due May 18, 2015 and
issued $450 million of 4.75% unsecured senior notes due
May 18, 2020 (collectively, the “2010 Notes”) for total pro-
ceeds of $991 million, which was net of discounts and
underwriting fees. The 2010 Notes pay interest semi-annually
and may be redeemed, in whole at any time, or in part from
time to time, at the Company’s option at a defined redemp-
tion price plus accrued and unpaid interest to the redemp-
tion date. The net proceeds of the 2010 Notes were used to
repay a portion of the Company’s outstanding commercial
paper borrowings and certain other corporate debt, and were
used for general corporate purposes.

On March 10, 2009, the Company issued $1.0 billion of
6.6% unsecured senior notes due March 15, 2019 (the
“March 2009 Notes”). The March 2009 Notes pay interest
semi-annually and may be redeemed, in whole or in part, at a
defined redemption price plus accrued interest. The net pro-
ceeds were used to repay the existing bridge credit facility, a
portion of the Company’s outstanding commercial paper bor-
rowings and for general corporate purposes.

On July 1, 2009, the Company issued $300 million of unse-
cured floating rate senior notes due January 30, 2011 (the
“2009 Floating Rate Notes”). The 2009 Floating Rate Note
pays interest quarterly. The net proceeds from the 2009
Floating Rate Note were used for general corporate purposes.

The following table is a summary of the Company’s net rental expense for operating leases for the respective years:

On September 8, 2009, the Company issued $1.5 billion of
6.125% unsecured senior notes due September 15, 2039
(the “September 2009 Notes”). The September 2009 Notes
pay interest semi-annually and may be redeemed, in whole
or in part, at a defined redemption price plus accrued inter-
est. The net proceeds were used to repay a portion of the
Company’s outstanding commercial paper borrowings,
$650 million of unsecured senior notes and were used for
general corporate purposes.

The credit facilities, back-up credit facilities, unsecured senior
notes and ECAPS contain customary restrictive financial and
operating covenants. The covenants do not materially affect
the Company’s financial or operating flexibility.

The aggregate maturities of long-term debt for each of the
five years subsequent to December 31, 2011 are $56 million
in 2012, $5 million in 2013, $556 million in 2014, $556 million
in 2015, and $707 million in 2016.

7 LEASES

The Company leases most of its retail and mail order loca-
tions, ten of its distribution centers and certain corporate
offices under noncancelable operating leases, typically with
initial terms of 15 to 25 years and with options that permit
renewals for additional periods. The Company also leases
certain equipment and other assets under noncancelable
operating leases, typically with initial terms of 3 to 10 years.
Minimum rent is expensed on a straight-line basis over the
term of the lease. In addition to minimum rental payments,
certain leases require additional payments based on sales
volume, as well as reimbursement for real estate taxes, com-
mon area maintenance and insurance, which are expensed
when incurred.

in millions 2011 2010 2009
Minimum rentals $ 2,087 $ 2,001 $ 1,857
Contingent rentals 49 53 61
2,136 2,054 1,918
Less: sublease income (19) (19) (19)
$ 2,117 $ 2,035

CAREMARK

2011 ANNUAL REPORT



Notes to Consolidated Financial Statements

The following table is a summary of the future minimum lease payments under capital and operating leases as of

December 31, 2011:

Capital Operating
in millions Leases Leases!
2012 $ 20 $ 2,230
2013 20 2,143
2014 20 1,936
2015 20 1,880
2016 20 1,806
Thereafter 237 17,630
Total future lease payments 337 $ 27,625
Less: imputed interest (169)

Present value of capital lease obligations $ 168

(1) Future operating lease payments have not been reduced by minimum sublease rentals of $246 million due in the future under noncancelable subleases.

The Company finances a portion of its store development
program through sale-leaseback transactions. The prop-
erties are generally sold at net book value, which gener-
ally approximates fair value, and the resulting leases qualify
and are accounted for as operating leases. The operating
leases that resulted from these transactions are included in
the above table. The Company does not have any retained
or contingent interests in the stores and does not provide
any guarantees, other than a guarantee of lease payments,
in connection with the sale-leaseback transactions. Proceeds
from sale-leaseback transactions totaled $592 million in
2011, $507 million in 2010 and $1.6 billion in 2009.

8 MEDICARE PART D

The Company offers Medicare Part D benefits through
SilverScript, Accendo and Pennsylvania Life, which have
contracted with CMS to be a PDP and, pursuant to the
Medicare Prescription Drug, Improvement and Modernization
Act of 2003 (“MMA”), must be risk-bearing entities regulated
under state insurance laws or similar statutes.

SilverScript, Accendo and Pennsylvania Life are licensed
domestic insurance companies under the applicable laws
and regulations. Pursuant to these laws and regulations,
SilverScript, Accendo and Pennsylvania Life must file quar-
terly and annual reports with the National Association of
Insurance Commissioners (“NAIC”) and certain state regula-
tors, must maintain certain minimum amounts of capital and
surplus under a formula established by the NAIC and must,
in certain circumstances, request and receive the approval
of certain state regulators before making dividend payments
or other capital distributions to the Company. The Company
does not believe these limitations on dividends and distribu-
tions materially impact its financial position.
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The Company has recorded estimates of various assets and
liabilities arising from its participation in the Medicare Part D
program based on information in its claims management and
enrollment systems. Significant estimates arising from its par-
ticipation in this program include: (i) estimates of low-income
cost subsidy and reinsurance amounts ultimately payable
to or receivable from CMS based on a detailed claims rec-
onciliation that will occur in the following year; (i) an esti-
mate of amounts receivable from or payable to CMS under a
risk-sharing feature of the Medicare Part D program design,
referred to as the risk corridor and (iii) estimates for claims
that have been reported and are in the process of being paid
or contested and for our estimate of claims that have been
incurred but have not yet been reported.

9 EMPLOYEE STOCK OWNERSHIP PLAN

The Company sponsored a defined contribution Employee
Stock Ownership Plan (the “ESOP”) that covered full-time
employees with at least one year of service. In 1989, the
ESOP Trust issued and sold $358 million of 20-year, 8.52%
notes, which were due and retired on December 31, 2008
(the “ESOP Notes”). The proceeds from the ESOP Notes
were used to purchase 7 million shares of Series One ESOP
Convertible Preference Stock (the “ESOP Preference Stock”)
from the Company. Since the ESOP Notes were guaranteed
by the Company, the outstanding balance was reflected as
long-term debt, and a corresponding guaranteed ESOP obli-
gation was reflected in shareholders’ equity in the consoli-
dated balance sheet.

Each share of ESOP Preference Stock had a guaranteed
minimum liquidation value of $53.45, was convertible into
4.628 shares of common stock and was entitled to receive
an annual dividend of $3.90 per share. The ESOP Trust used
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the dividends received and contributions from the Company
to repay the ESOP Notes. As the ESOP Notes were repaid,
ESOP Preference Stock was allocated to plan participants
based on (i) the ratio of each year’s debt service payment

to total current and future debt service payments multiplied
by (i) the number of unallocated shares of ESOP Preference
Stock in the plan.

ESOP expense recognized is equal to (i) the interest incurred
on the ESOP Notes plus (i) the higher of (a) the principal
repayments or (b) the cost of the shares allocated, less

(iiiy the dividends paid. Similarly, the guaranteed ESOP obliga-
tion is reduced by the higher of (i) the principal payments or
(i) the cost of shares allocated.

On January 30, 2009, pursuant to the Company’s Amended
and Restated Certificate of Incorporation (the “Charter”),

the Company informed the trustee of the ESOP Trust of

its intent to redeem for cash all of the outstanding shares

of ESOP Preference Stock on February 24, 2009 (the
“Redemption Date”). Under the Charter, at any time prior

to the Redemption Date, the trustee had the right to convert
the ESOP Preference Stock into shares of the Company’s
common stock. The conversion rate at the time of the notice
was 4.628 shares of common stock for each share of ESOP
Preference Stock. The trustee exercised its right of conversion
on February 23, 2009, and all of the approximately 4 million
outstanding shares of ESOP Preference Stock were converted
into approximately 17 million shares of common stock which
were recorded as treasury stock. As of December 31, 2011,
2010 and 2009, no shares of ESOP Preference Stock were
outstanding and allocated to plan participants.

10 PENSION PLANS AND OTHER
POSTRETIREMENT BENEFITS

Defined Contribution Plans

The Company sponsors voluntary 401 (k) savings plans that
cover substantially all employees who meet plan eligibility
requirements. The Company makes matching contributions
consistent with the provisions of the plans.

At the participant’s option, account balances, including the
Company’s matching contribution, can be moved without
restriction among various investment options, including the
Company’s common stock. The Company also maintains a
nonqualified, unfunded Deferred Compensation Plan for certain
key employees. This plan provides participants the opportu-
nity to defer portions of their eligible compensation and receive
matching contributions equivalent to what they could have
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received under the CVS Caremark 401 (k) Plan absent certain
restrictions and limitations under the Internal Revenue Code.
The Company’s contributions under the previously mentioned
defined contribution plans were $187 million, $186 million and
$173 million in 2011, 2010 and 2009, respectively.

Other Postretirement Benefits

The Company provides postretirement health care and life
insurance benefits to certain retirees who meet eligibility
requirements. The Company’s funding policy is generally to pay
covered expenses as they are incurred. For retiree medical plan
accounting, the Company reviews external data and its own
historical trends for health care costs to determine the health
care cost trend rates. As of December 31, 2011 and 2010, the
Company’s postretirement medical plans have an accumulated
postretirement benefit obligation of $17 million. Net periodic
benefit costs related to these postretirement medical plans
were approximately $1 million for 2011, 2010 and 2009.

Pursuant to various labor agreements, the Company also
contributes to multiemployer health and welfare plans that
cover union-represented employees. The plans provide post-
retirement health care and life insurance benefits to certain
employees who meet eligibility requirements. Total Company
contributions to multiemployer health and welfare plans were
$47 million, $46 million and $47 million in 2011, 2010 and
2009, respectively.

Pension Plans

The Company sponsors nine defined benefit pension plans
that cover certain full-time employees. Three of the plans are
tax-qualified plans that are funded based on actuarial calcu-
lations and applicable federal laws and regulations. The other
six plans are unfunded nonqualified supplemental retirement
plans. All of the plans were frozen in prior periods, except
one of the nonqualified plans.

As of December 31, 2011, the Company’s pension plans
had a projected benefit obligation of $685 million and plan
assets of $463 million. As of December 31, 2010, the
Company’s pension plans had a projected benefit obligation
of $659 million and plan assets of $426 million. Actual return
on plan assets was $37 million and $45 million in 2011 and
2010, respectively. Net periodic pension costs related to
these pension plans were $49 million, $36 million and

$16 million in 2011, 2010 and 2009, respectively. The net
periodic pension costs for 2011 and 2010 includes settle-
ment losses of $25 million and $12 million, respectively, due
to the impact of lump sum payouts.
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The discount rate is determined by examining the current
yields observed on the measurement date of fixed-interest,
high quality investments expected to be available during the
period to maturity of the related benefits on a plan by plan
basis. The discount rate for the plans was 4.75% in 2011

and 5.5% in 2010. The expected long-term rate of return on
plan assets is determined by using the plan’s target allocation
and historical returns for each asset class on a plan by plan
basis. The expected long-term rate of return for all plans was
7.25% in 2011 and 2010 and 8.5% in 2009.

Historically, the Company used an investment strategy, which
emphasized equities in order to produce higher expected
returns, and in the long run, lower expected expense and
cash contribution requirements. The qualified pension plan
asset allocation targets were 60% equity and 40% fixed
income. As the result of a detailed asset liability study per-
formed during 2009, the Company revised the pension plan
target asset allocation to 50% equity and 50% fixed income
with the transition to the new targets beginning in 2010.

As of December 31, 2011, the Company’s qualified defined
benefit pension plan assets consisted of 47% equity, 51%
fixed income, and 2% money market securities of which
82% were classified as Level 1 and 18% as Level 2 in the fair
value hierarchy. The Company’s qualified defined benefit pen-
sion plan assets as of December 31, 2010 consisted of 57%
equity, 42% fixed income, and 1% money market securities
of which 71% were classified as Level 1 and 29% as Level 2
in the fair value hierarchy.

The Company contributed $92 million, $65 million and
$50 million to the pension plans during 2011, 2010 and
2009, respectively. The Company plans to make approxi-
mately $34 million in contributions to the pension plans
during 2012.

The Company also contributes to a number of multiem-
ployer pension plans under the terms of collective-bargain-
ing agreements that cover its union-represented employees.
The risks of participating in these multiemployer plans are
different from single-employer pension plans in the following
aspects: (i) assets contributed to the multiemployer plan by
one employer may be used to provide benefits to employ-
ees of other participating employers, (i) if a participating
employer stops contributing to the plan, the unfunded obliga-
tions of the plan may be borne by the remaining participating
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employers, and (iii) if the Company chooses to stop par-
ticipating in some of its multiemployer plans, the Company
may be required to pay those plans an amount based on
the underfunded status of the plan, referred to as a with-
drawal liability.

None of the multiemployer pension plans the Company par-
ticipates in are individually significant to the Company. Total
Company contributions to multiemployer pension plans were
$11 million, $12 million and $10 million in 2011, 2010 and
2009, respectively.

11 STOCK INCENTIVE PLANS

Stock-based compensation expense is measured at the
grant date based on the fair value of the award and is recog-
nized as expense over the applicable requisite service period
of the stock award (generally three to five years) using the
straight-line method. Stock-based compensation costs are
included in selling, general and administrative expenses.

Compensation expense related to stock options, which
includes the 2007 Employee Stock Purchase Plan (the “2007
ESPP”) totaled $112 million, $127 million and $136 million
for 2011, 2010 and 2009, respectively. The recognized tax
benefit was $38 million, $42 million and $45 million for 2011,
2010 and 2009, respectively. Compensation expense related
to restricted stock awards totaled $21 million, $23 million
and $29 million for 2011, 2010 and 2009, respectively.

The 2007 ESPP provides for the purchase of up to 15 mil-
lion shares of common stock. Under the 2007 ESPP, eligible
employees may purchase common stock at the end of each
six month offering period at a purchase price equal to 85% of
the lower of the fair market value on the first day or the last
day of the offering period. During 2011, approximately

3 million shares of common stock were purchased under the
provisions of the 2007 ESPP at an average price of $26.90
per share. As of December 31, 2011, approximately 5 million
shares of common stock were available for issuance under
the 2007 ESPP.

The fair value of stock-based compensation associated with
the 2007 ESPP is estimated on the date of grant (i.e., the
beginning of the offering period) using the Black-Scholes
Option Pricing Model.
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The following table is a summary of the assumptions used to value the ESPP awards for each of the respective periods:

2011 2010 2009
Dividend yield @ 0.69% 0.57% 0.50%
Expected volatility @ 20.42% 32.58% 48.89%
Risk-free interest rate © 0.15% 0.21% 0.31%
Expected life (in years)® 0.5 0.5 0.5
Weighted-average grant date fair value $ 7.21 $ 731 $ 8.51

(1) The dividend yield is calculated based on semi-annual dividends paid and the fair market value of the Company’s stock at the grant date.
(2) The expected volatility is based on the historical volatility of the Company’s daily stock market prices over the previous six month period.
(8) The risk-free interest rate is based on the Treasury constant maturity interest rate whose term is consistent with the expected term of ESPP options (i.e., 6 months).

(4) The expected life is based on the semi-annual purchase period.

In May 2010, the Company’s Board of Directors adopted and
the shareholders approved the 2010 Incentive Compensation
Plan (the “2010 ICP”), which superseded the 1997 Incentive
Compensation Plan (the “1997 ICP”). The terms of the 2010
ICP provide for grants of annual incentive and long-term
performance awards to executive officers and other offi-
cers and employees of the Company or any subsidiary of the
Company. Payment of such annual incentive and long-term
performance awards will be in cash, stock, other awards or
other property, at the discretion of the Management Planning
and Development Committee of the Company’s Board of
Directors. The 2010 ICP allows for a maximum of 74 mil-
lion shares to be reserved and available for grants, plus the
number of shares subject to awards under the Company’s
1997 ICP which become available due to cancellation or for-
feiture. Following approval and adoption of the 2010 ICP, no
new grants can be made under the 2007 ICP or 1997 ICP.
The 2010 ICP is the only compensation plan under which the
Company grants stock options, restricted stock and other
stock-based awards to its employees, with the exception

The following table is a summary of the restricted unit and restricted share award activity for the year ended

December 31, 2011:

of the Company’s 2007 ESPP. As of December 31, 2011,
there were approximately 58 million shares available for future
grants under the 2010 ICP.

The Company’s restricted awards are considered non-vested
share awards and require no payment from the employee.
Compensation cost is recorded based on the market price
on the grant date and is recognized on a straight-line basis
over the requisite service period. The Company granted
1,121,000, 1,095,000 and 1,284,000 restricted stock
units with a weighted average fair value of $34.84, $35.25
and $27.77 in 2011, 2010 and 2009, respectively. As of
December 31, 2011, there was $39 million of total unrec-
ognized compensation costs related to the restricted stock
units that are expected to vest. These costs are expected to
be recognized over a weighted-average period of 1.94 years.
The total fair value of restricted shares vested during 2011,
2010 and 2009 was $33 million, $44 million and $18 mil-
lion, respectively.

Weighted Average Grant

units in thousands Units Date Fair Value
Nonvested at beginning of year 2,688 $ 34.16
Granted 1,121 34.84
Vested (969) 35.55
Forfeited (234) 35.00
Nonvested at end of year 2,606 $ 3280
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All grants under the 2010 ICP are awarded at fair market Excess tax benefits of $21 million, $28 million and $19 mil-

value on the date of grant. The fair value of stock options lion were included in financing activities in the accompanying
is estimated using the Black-Scholes Option Pricing Model consolidated statements of cash flow during 2011, 2010 and
and stock-based compensation is recognized on a straight- 2009, respectively. Cash received from stock options exer-
line basis over the requisite service period. Options granted cised, which includes the 2007 ESPP, totaled $431 million,

prior to 2004 generally become exercisable over a four-year $285 million and $250 million during 2011, 2010 and 2009,
period from the grant date and expire ten years after the date  respectively. The total intrinsic value of options exercised was
of grant. Options granted between 2004 and 2010 generally $161 million, $118 million and $104 million in 2011, 2010

become exercisable over a three-year period from the grant and 2009, respectively. The total fair value of options vested
date and expire seven years after the date of grant. Beginning during 2011, 2010 and 2009 was $452 million, $445 million
in 2011, options granted generally become exercisable over and $383 million, respectively.

a four-year period from the grant date and expire seven years
after the date of grant.

The fair value of each stock option is estimated using the Black-Scholes option pricing model based on the following assump-
tions at the time of grant:

2011 2010 2009
Dividend yield ™ 1.43% 1.00% 1.07%
Expected volatility @ 32.62% 33.15% 31.34%
Risk-free interest rate © 1.81% 1.85% 1.65%
Expected life (in years)“ 4.7 4.3 4.3
Weighted-average grant date fair value $ 9.19 $ 949 $ 7.20

(1) The dividend yield is based on annual dividends paid and the fair market value of the Company'’s stock at the grant date.

(2) The expected volatility is estimated using the Company’s historical volatility over a period equal to the expected life of each option grant after adjustments for
infrequent events such as stock splits.

(3) The risk-free interest rate is selected based on yields from U.S. Treasury zero-coupon issues with a remaining term equal to the expected term of the options
being valued.

(4) The expected life represents the number of years the options are expected to be outstanding from grant date based on historical option holder exercise
experience.

As of December 31, 2011, unrecognized compensation expense related to unvested options totaled $174 million, which the
Company expects to be recognized over a weighted-average period of 1.97 years. After considering anticipated forfeitures,
the Company expects approximately 26 million of the unvested options to vest over the requisite service period.

The following table is a summary of the Company’s stock option activity for the year ended December 31, 2011:

Weighted Average Weighted Average Aggregate Intrinsic
shares in thousands Shares Exercise Price Remaining Contractual Term Value
Outstanding at December 31, 2010 66,017 $ 31.39 4.16 $ 313,163,000
Granted 13,466 $ 34.88 — —
Exercised (14,738) $ 2532 — —
Forfeited (3,152) $ 3347 — —
Expired (2,486) $ 35.59 — —
Outstanding at December 31, 2011 59,107 $ 33.40 4.1 $ 439,671,000
Exercisable at December 31, 2011 32,202 $ 33.13 2.88 $ 249,947,000

CVS CAREMARK 2011 ANNUAL REPORT



12 INCOME TAXES
The income tax provision for continuing operations consisted of the following for the respective years:

in millions 2011 2010 2009
Current:

Federal $ 1,807 $ 1,884 $ 1,761
State 338 344 397
2,145 2,228 2,158

Deferred:
Federal 101 (44) 38
State 12 (5) 4
113 (49) 42
Total $ 2,258 $ 2,179 $ 2200

The following table is a reconciliation of the statutory income tax rate to the Company’s effective income tax rate for continu-

ing operations for the respective years:

2011 2010 2009
Statutory income tax rate 35.0% 35.0% 35.0%
State income taxes, net of federal tax benefit 3.9 4.1 4.5
Other 0.4 0.6 0.6
Subtotal 39.3 39.7 40.1
Recognition of previously unrecognized tax benefits — 0.8 (2.8
Effective income tax rate 39.3% 38.9% 37.3%

The following table is a summary of the significant components of the Company’s deferred tax assets and liabilities as of

December 31:

in millions 2011 2010
Deferred tax assets:

Lease and rents $ 325 $ 325

Inventories 77 69

Employee benefits 253 261

Allowance for doubtful accounts 112 96

Retirement benefits 114 99

Net operating losses 6 6

Other 315 307

Total deferred tax assets 1,202 1,163
Deferred tax liabilities:

Depreciation and amortization (4,552) (4,307)
Net deferred tax liabilities $ (3,350) $  (3,144)
Net deferred tax assets (liabilities) are presented on the consolidated balance sheets as follows as of December 31:
in millions 2011 2010
Deferred tax assets — current $ 503 $ 511
Deferred tax liabilities — noncurrent (3,853) (3,655)
Net deferred tax liabilities $ (3,350) $  (3,144)

The Company believes it is more likely than not the deferred tax assets will be realized during future periods.
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A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows:

in millions 2011 2010 2009

Beginning balance $ 35 $ 61 $ 257
Additions based on tax positions related to the current year 3 1 1
Additions based on tax positions related to prior years 13 2 12
Reductions for tax positions of prior years — (10) 6)
Expiration of statutes of limitation (7) (16) (155)
Settlements (6) @) (48)

Ending balance $ 38 $ 35 $ 61

The Company and its subsidiaries are subject to U.S. fed-
eral income tax as well as income tax of numerous state and
local jurisdictions. Substantially all material income tax mat-
ters have been concluded for fiscal years through 2006. The
Company and its subsidiaries anticipate that a number of
income tax examinations will conclude and statutes of limita-
tion for open years will expire over the next twelve months,
which may cause a utilization or reduction of the Company’s
reserve for uncertain tax positions of up to approximately
$10 million.

During 2011, the Internal Revenue Service (the “IRS”) com-
pleted an examination of the Company’s 2010 consolidated
U.S. income tax return pursuant to the Compliance Assurance
Process (“CAP”) program. The CAP program is a voluntary
program under which taxpayers seek to resolve all or most
issues with the IRS prior to or soon after the filing of their U.S.
income tax returns, in lieu of being audited in the traditional
manner. The IRS is currently examining the Company’s 2011
consolidated U.S. income tax year pursuant to the CAP pro-
gram. The Company and its subsidiaries are also currently
under income tax examinations by a number of state and local
tax authorities. As of December 31, 2011, no examination has
resulted in any proposed adjustments that would result in a
material change to the Company’s results of operations, finan-
cial condition or liquidity.

The Company recognizes interest accrued related to unrec-
ognized tax benefits and penalties in income tax expense.
During the years ended December 31, 2011, 2010 and
2009, the Company recognized interest of approximately
$2 million, $3 million and $5 million, respectively. The
Company had approximately $8 million and $11 million
accrued for interest and penalties as of December 31, 2011
and 2010, respectively.
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There are no material reserves established at December 31,
2011 for income tax positions for which the ultimate deduct-
ibility is highly certain but for which there is uncertainty about
the timing of such deductibility. If present, such items would
impact deferred tax accounting, not the annual effective
income tax rate, and would accelerate the payment of cash
to the taxing authority to an earlier period.

The total amount of unrecognized tax benefits that, if recog-
nized, would affect the effective income tax rate is approxi-
mately $25 million, after considering the federal benefit of
state income taxes.

13 COMMITMENTS AND CONTINGENCIES

Lease Guarantees

Between 1991 and 1997, the Company sold or spun off a
number of subsidiaries, including Bob’s Stores, Linens ‘'n
Things, Marshalls, Kay-Bee Toys, Wilsons, This End Up and
Footstar. In many cases, when a former subsidiary leased

a store, the Company provided a guarantee of the store’s
lease obligations. When the subsidiaries were disposed

of, the Company’s guarantees remained in place, although
each initial purchaser has indemnified the Company for any
lease obligations the Company was required to satisfy. If
any of the purchasers or any of the former subsidiaries were
to become insolvent and failed to make the required pay-
ments under a store lease, the Company could be required
to satisfy these obligations.

As of December 31, 2011, the Company guaranteed approx-
imately 75 such store leases (excluding the lease guaran-
tees related to Linens ‘n Things, which are discussed in Note
3 previously in this document), with the maximum remaining
lease term extending through 2022. Management believes
the ultimate disposition of any of the remaining guarantees
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will not have a material adverse effect on the Company’s
consolidated financial condition, results of operations or
future cash flows.

Legal Matters

Caremark (the term “Caremark” being used herein to gener-
ally refer to any one or more pharmacy benefit management
subsidiaries of the Company, as applicable) is a defendant

in a qui tam lawsuit initially filed by a relator on behalf of vari-
ous state and federal government agencies in Texas fed-

eral court in 1999. The case was unsealed in May 2005. The
case seeks monetary damages and alleges that Caremark’s
processing of Medicaid and certain other government claims
on behalf of its clients (which allegedly resulted in underpay-
ments from our clients to the applicable government agen-
cies) on one of Caremark’s adjudication platforms violates
applicable federal or state false claims acts and fraud stat-
utes. The United States and the States of Texas, Tennessee,
Florida, Arkansas, Louisiana and California intervened in the
lawsuit, but Tennessee and Florida withdrew from the law-
suit in August 2006 and May 2007, respectively. Thereafter,

in 2008, the Company prevailed on several motions for partial
summary judgment and, following an appellate ruling from the
Fifth Circuit Court of Appeals in 2011 which affirmed in part
and reversed in part these prior rulings, the claims asserted

in the case against Caremark have been substantially nar-
rowed. In April 2009, the State of Texas filed a purported civil
enforcement action against Caremark for injunctive relief,
damages and civil penalties in Travis County, Texas alleging
that Caremark violated the Texas Medicaid Fraud Prevention
Act and other state laws based on our processing of Texas
Medicaid claims on behalf of PBM clients. In September 2011,
the Company prevailed on a motion for partial summary judg-
ment against the State of Texas and narrowed the remaining
claims in the lawsuit. The claims and issues raised in this law-
suit are related to the claims and issues pending in the federal
qui tam lawsuit described above.

In December 2007, the Company received a document sub-
poena from the Office of Inspector General, United States
Department of Health and Human Services (“OIG”), requesting
information relating to the processing of Medicaid and other
government agency claims on a different adjudication plat-
form of Caremark. In October 2009 and October 2010, the
Company received civil investigative demands from the Office
of the Attorney General of the State of Texas requesting,
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respectively, information produced under this OIG subpoena,
and other information related to the processing of Medicaid
claims. These civil investigative demands state that the Office
of the Attorney General of the State of Texas is investigat-

ing allegations currently pending under seal relating to two of
Caremark’s adjudication platforms. The Company has been
producing documents on a rolling basis in response to the
requests for information contained in the OIG subpoena and
in these civil investigative demands. The Company cannot
predict with certainty the timing or outcome of any review of
such information.

Caremark was named in a putative class action lawsuit filed
in October 2003 in Alabama state court by John Lauriello,
purportedly on behalf of participants in the 1999 settle-
ment of various securities class action and derivative law-
suits against Caremark and others. Other defendants include
insurance companies that provided coverage to Caremark
with respect to the settled lawsuits. The Lauriello lawsuit
seeks approximately $3.2 billion in compensatory damages
plus other non-specified damages based on allegations that
the amount of insurance coverage available for the settled
lawsuits was misrepresented and suppressed. A similar law-
suit was filed in November 2003 by Frank McArthur, also in
Alabama state court, naming as defendants Caremark, sev-
eral insurance companies, attorneys and law firms involved
in the 1999 settlement. This lawsuit was stayed as a later-
filed class action, but McArthur was subsequently allowed to
intervene in the Lauriello action. The attorneys and law firms
named as defendants in McArthur’s intervention pleadings
have been dismissed from the case, and discovery on class
certification and adequacy issues is underway.

Various lawsuits have been filed alleging that Caremark has
violated applicable antitrust laws in establishing and maintain-
ing retail pharmacy networks for client health plans. In August
20083, Bellevue Drug Co., Robert Schreiber, Inc. d/b/a Burns
Pharmacy and Rehn-Huerbinger Drug Co. d/b/a Parkway
Drugs #4, together with Pharmacy Freedom Fund and the
National Community Pharmacists Association filed a puta-
tive class action against Caremark in Pennsylvania federal
court, seeking treble damages and injunctive relief. This case
was initially sent to arbitration based on the contract terms
between the pharmacies and Caremark. In October 2003,
two independent pharmacies, North Jackson Pharmacy, Inc.
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and C&C, Inc. d/b/a Big C Discount Drugs, Inc. filed a puta-
tive class action complaint in Alabama federal court against
Caremark and two PBM competitors, seeking treble dam-
ages and injunctive relief. The North Jackson Pharmacy case
against two of the Caremark entities named as defendants
was transferred to lllinois federal court, and the case against
a separate Caremark entity was sent to arbitration based on
contract terms between the pharmacies and Caremark. The
Bellevue arbitration was then stayed by the parties pending
developments in the North Jackson Pharmacy court case.

In August 2006, the Bellevue case and the North Jackson
Pharmacy case were both transferred to Pennsylvania fed-
eral court by the Judicial Panel on Multidistrict Litigation
for coordinated and consolidated proceedings with other
cases before the panel, including cases against other
PBMs. Caremark appealed the decision which vacated the
order compelling arbitration and staying the proceedings in
the Bellevue case and, following the appeal, the Court of
Appeals reinstated the order compelling arbitration of the
Bellevue case. Motions for class cettification in the coordi-
nated cases within the multidistrict litigation, including the
North Jackson Pharmacy case, remain pending. The con-
solidated action is now known as the In Re Pharmacy Benefit
Managers Antitrust Litigation.

In August 2009, the Company was notified by the Federal
Trade Commission (“FTC”) that it was conducting a non-pub-
lic investigation under the Federal Trade Commission Act into
certain of the Company’s business practices. In March 2010,
the Company learned that various State Attorneys General
offices and certain other government agencies were con-
ducting a multi-state investigation of the Company regarding
issues similar to those being investigated by the FTC. At this
time, 28 states, the District of Columbia, and the County of
Los Angeles are known to be participating in this multi-state
investigation. On January 3, 2012, the FTC accepted for
public comment, subject to final approval, a consent order.
The proposed consent order would prohibit the Company
from misrepresenting the price or cost of Medicare Part D
prescription drugs, or other prices of costs associated with
Medicare Part D prescription drug plans. The proposed order
would also require the Company to pay $5 million in con-
sumer redress, to be distributed to impacted RxAmerica
Medicare Part D beneficiaries. The proposed order contains
no allegations of antitrust law violations or anti-competitive
behavior related to the Company’s business practices or its
products or service offerings. In addition, the Company has
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received a formal letter from the FTC closing all other aspects
of the investigation. With respect to the multi-state investiga-
tion, the Company continues to cooperate in this investiga-
tion. The Company is not able to predict with certainty the
timing or outcome of the multi-state investigation. However,

it remains confident that its business practices and service
offerings (which are designed to reduce health care costs
and expand consumer choice) are being conducted in com-
pliance with the antitrust laws.

In March 2009, the Company received a subpoena from the
OIG requesting information concerning the Medicare Part D
prescription drug plans of RxAmerica, the PBM subsidiary
of Longs Drug Stores Corporation which was acquired by
the Company in October 2008. The Company continues to
respond to the request for information and has been produc-
ing responsive documents on a rolling basis. The Company
cannot predict with certainty the timing or outcome of any
review by the government of such information.

Since March 2009, the Company has been named in a series
of putative collective and class action lawsuits filed in fed-
eral courts around the country, purportedly on behalf of cur-
rent and former assistant store managers working in the
Company’s stores at various locations outside California. The
lawsuits allege that the Company failed to pay overtime to
assistant store managers as required under the Fair Labor
Standards Act (“FLSA”) and under certain state statutes. The
lawsuits also seek other relief, including liquidated damages,
punitive damages, attorneys’ fees, costs and injunctive relief
arising out of the state and federal claims for overtime pay.
The Company has aggressively challenged both the merits
of the lawsuits and the allegation that the cases should be
certified as class or collective actions. In light of the cost and
uncertainty involved in this litigation, however, the Company
has reached an agreement with plaintiffs’ counsel to settle
the series of lawsuits. The court preliminarily approved the
settlement in December 2011 and the Company anticipates
that final court approval will be granted in the second quarter
of 2012. The Company has established legal reserves related
to these matters to cover fully the settlement payments.

In November 2009, a securities class action lawsuit was filed
in the United States District Court for the District of Rhode
Island purportedly on behalf of purchasers of CVS Caremark
Corporation stock between May 5, 2009 and November 4,
2009. The lawsuit names the Company and certain officers as
defendants and includes allegations of securities fraud relat-
ing to public disclosures made by the Company concerning
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the PBM business and allegations of insider trading. In addition,
a shareholder derivative lawsuit was filed in December 2009 in
the same court against the directors and certain officers of the
Company. A derivative lawsuit is a lawsuit filed by a shareholder
purporting to assert claims on behalf of a corporation against
directors and officers of the corporation. This lawsuit includes
allegations of, among other things, securities fraud, insider trad-
ing and breach of fiduciary duties and further alleges that the
Company was damaged by the purchase of stock at allegedly
inflated prices under its share repurchase program. In January
2011, both lawsuits were transferred to the United States
District Court for the District of New Hampshire. The Company
believes these lawsuits are without merit, and the Company
plans to defend them vigorously. The Company received a
subpoena dated February 28, 2011 from the SEC requesting,
among other corporate records, information relating to public
disclosures made by the Company in 2009 concerning its PBM
and Medicare Part D businesses and information concerning
ownership and transactions in the Company’s securities by cer-
tain officers of the Company. The Company received a related
subpoena dated September 20, 2011 from the SEC seeking,
among other things, additional information concerning secu-
rities transactions by certain employees of the Company and
public disclosures made by the Company during 2009. The
Company is cooperating with these requests for information
and is providing documents and other information to the SEC
as requested.

In March 2010, the Company received a subpoena from the
OIG requesting information about programs under which the
Company has offered customers remuneration conditioned
upon the transfer of prescriptions for drugs or medications to
our pharmacies in the form of gift cards, cash, non-prescrip-
tion merchandise or discounts or coupons for non-prescrip-
tion merchandise. The subpoena relates to an investigation
of possible false or otherwise improper claims for payment
under the Medicare and Medicaid programs. The Company
continues to respond to this request for information and has
been producing responsive documents on a rolling basis. We
cannot predict with certainty the timing or outcome of any
reviews by the government of such information.

In January 2012, the Company received a subpoena from
OIG requesting information about its Health Savings Pass
program, a prescription drug discount program for uninsured
or under insured individuals, in connection with an inves-
tigation of possible false or otherwise improper claims for
payment involving United States Department of Health and

CVS CAREMARK

Human Services programs. In February 2012, the Company
also received a civil investigative demand from the Office of
the Attorney General of the State of Texas requesting a copy
of information produced under this OIG subpoena and other
information related to prescription drug claims submitted by
our pharmacies to Texas Medicaid for reimbursement. The
Company will respond to these requests for information and
cooperate with each of these investigations. We cannot pre-
dict with certainty the timing or outcome of any review by the
applicable government agency of the requested information.

In addition to the legal matters described previously, the
Company is also a party to other legal proceedings and inqui-
ries arising in the normal course of its business, none of which
is expected to be material to the Company. The Company can
give no assurance, however, that its business, financial condi-
tion and results of operations will not be materially adversely
affected, or that the Company will not be required to materially
change our business practices, based on: (i) future enactment
of new health care or other laws or regulations; (i) the interpre-
tation or application of existing laws or regulations, as they may
relate to our business, the pharmacy services, retail pharmacy
or retail clinic industry or to the health care industry generally;
(i) pending or future federal or state governmental investiga-
tions of our business or the pharmacy services, retail pharmacy
or retail clinic industry or of the health care industry generally;
(iv) institution of government enforcement actions against us;
(v) adverse developments in any pending qui tam lawsuit
against us, whether sealed or unsealed, or in any future qui
tam lawsuit that may be filed against us; or (vi) adverse devel-
opments in other pending or future legal proceedings against
us or affecting the pharmacy services, retail pharmacy or retail
clinic industry or the health care industry generally.

14 SEGMENT REPORTING
The Company currently has three reportable segments:
Pharmacy Services, Retail Pharmacy and Corporate.

The Company evaluates its Pharmacy Services and Retail
Pharmacy segment performance based on net revenue,
gross profit and operating profit before the effect of certain
intersegment activities and charges. The Company evalu-
ates the performance of its Corporate segment based on
operating expenses before the effect of discontinued opera-
tions and certain intersegment activities and charges. See
Note 1 for a description of the Pharmacy Services, Retail
Pharmacy and Corporate segments and related significant
accounting policies.
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Notes to Consolidated Financial Statements

The following table is a reconciliation of the Company’s business segments to the consolidated financial statements:

Pharmacy Services  Retail Pharmacy Corporate Intersegment Consolidated
in millions SegmentM@© Segment® Segment Eliminations® Totals
2011:

Net revenues $ 58,874 $ 59,599 $ — $ (11,373) $ 107,100
Gross profit 3,279 17,468 — (186) 20,561
Operating profit 2,220 4,912 (616) (186) 6,330
Depreciation and amortization 433 1,060 75 — 1,568
Total assets 35,704 28,323 1,121 (605) 64,543
Goodwill 19,657 6,801 — — 26,458
Additions to property and equipment 461 1,353 58 — 1,872
2010:
Net revenues $ 47,145 $ 57,345 $ — $ (8712 $ 95778
Gross profit 3,315 17,039 — (135) 20,219
Operating profit 2,361 4,537 (626) (135) 6,137
Depreciation and amortization 390 1,016 63 — 1,469
Total assets 32,254 28,927 1,439 (451) 62,169
Goodwill 18,868 6,801 — — 25,669
Additions to property and equipment 234 1,708 63 — 2,005
2009:
Net revenues $ 50,551 $ 55,355 $ — $ (7,691) $ 98215
Gross profit 3,813 16,593 — (48) 20,358
Operating profit 2,853 4,159 (539) (48) 6,425
Depreciation and amortization 377 965 47 — 1,389
Total assets 33,082 28,302 774 (617) 61,641
Goodwill 18,879 6,801 — — 25,680
Additions to property and equipment 218 2,183 147 — 2,548

(1) Net revenues of the Pharmacy Services segment include approximately $7.9 billion, $6.6 billion and $6.9 billion of Retail co-payments for the years ended
December 31, 2011, 2010 and 2009, respectively.

(2) Intersegment eliminations relate to two types of transactions: (i) Intersegment revenues that occur when Pharmacy Services segment clients use Retail
Pharmacy segment stores to purchase covered products. When this occurs, both the Pharmacy Services and Retail Pharmacy segments record the revenue
on a standalone basis and (i) Intersegment revenues, gross profit and operating profit that occur when Pharmacy Services segment clients, through the
Company’s intersegment activities (such as the Maintenance Choice program), elect to pick up their maintenance prescriptions at Retail Pharmacy segment
stores instead of receiving them through the mail. When this occurs, both the Pharmacy Services and Retail Pharmacy segments record the revenue, gross
profit and operating profit on a standalone basis. Beginning in the fourth quarter of 2011, the Maintenance Choice eliminations reflect all discounts available for
the purchase of mail order prescription drugs. The following amounts are eliminated in consolidation in connection with the item (i) intersegment activity: net
revenues of $2.6 billion, $1.8 billion and $0.7 billion for the years ended December 31, 2011, 2010 and 2009, respectively; gross profit and operating profit of
$186 million, $135 million and $48 million for the years ended December 31, 2011, 2010 and 2009, respectively.

(8) The results of the Pharmacy Services segment for the years ended December 31, 2010 and 2009 have been revised to reflect the results of TheraCom as

discontinued operations. See Note 3.
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15 EARNINGS PER COMMON SHARE

The following is a reconciliation of basic and diluted earnings per common share for the respective years:

in millions, except per share amounts 2011 2010 2009
Numerator for earnings per common share calculation:

Income from continuing operations $ 3,488 3,422 3,700

Net loss attributable to noncontrolling interest 4 3 —

Income from continuing operations attributable to CVS Caremark, basic 3,492 3,425 3,700

Income (loss) from discontinued operations, net of tax (31) 2 4)

Net income attributable to CVS Caremark, basic and diluted $ 3,461 3,427 3,696

Denominator for earnings per common share calculation:

Weighted average common shares, basic 1,338 1,367 1,434
Preference stock — — 1
Stock options 8 8 10
Restricted stock units 1 2 5

Weighted average common shares, diluted 1,347 1,377 1,450

Basic earnings per common share:

Income from continuing operations attributable to CVS Caremark $ 2.61 2.51 2.58

Loss from discontinued operations attributable to CVS Caremark (0.02) — —

Net income attributable to CVS Caremark $ 2.59 2.51 2.58

Diluted earnings per common share:

Income from continuing operations attributable to CVS Caremark $ 2.59 2.49 2.55

Loss from discontinued operations attributable to CVS Caremark (0.02) — —

Net income attributable to CVS Caremark $ 2.57 2.49

CVS CAREMARK
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Notes to Consolidated Financial Statements

16 QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

in millions, except per share amounts First Quarter® Second Quarter™  Third Quarter Fourth Quarter Year
2011:
Net revenues $ 25,695 $ 26,414 $ 26,674 $ 28,317 $ 107,100
Gross profit 4,742 5,086 5,178 5,555 20,561
Operating profit 1,305 1,484 1,584 1,957 6,330
Income from continuing operations 709 813 867 1,099 3,488
Income (loss) from discontinued operations,
net of tax 3 2 — (36) (31)
Net income 712 815 867 1,063 3,457
Net loss attributable to noncontrolling interest 1 1 1 1 4
Net income attributable to CVS Caremark $ 713 $ 816 $ 868 $ 1,064 $ 3,461

Basic earnings per common share:

Income from continuing operations
attributable to CVS Caremark $ 0.52 $ 0.60 $ 0.65 $ 0.84 $ 2.61

Loss from discontinued operations

attributable to CVS Caremark $ — $ - $ — $ (0.03) $ (0.02)
Net income attributable to CVS Caremark $ 0.52 $ 0.60 $ 0.65 $ 0.82 $ 2.59
Diluted Earnings per common share:
Income from continuing operations
attributable to CVS Caremark $ 0.52 $ 0.60 $ 065 $ 0.84 $ 2.59
Loss from discontinued operations
attributable to CVS Caremark $ — $ — $ — $ (0.03) $ (0.02)
Net income attributable to CVS Caremark $ 0.52 $ 0.60 $ 0.65 $ 0.81 $ 2.57
Dividends per common share $ 0125 $ 0.125 $ 0.125 $ 0125 $ 0.500
Stock price: (New York Stock Exchange)
High $ 35.95 $ 39.50 $ 38.82 $ 41.35 $ 41.35
Low $ 32.08 $ 34.21 $ 31.30 $ 32.28 $ 31.30

(1) The results of operations previously filed have been revised to reflect the results of TheraCom as discontinued operations. See Note 3.
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in millions, except per share amounts First Quarter " Second Quarter®  Third Quarter ™ Fourth Quarter ®

2010:

Net revenues $ 23,593 $ 23,885 $ 23,711 $ 24,589 $ 95778
Gross profit 4,738 5,012 5,015 5,454 20,219
Operating profit 1,404 1,494 1,478 1,761 6,137
Income from continuing operations 768 819 815 1,020 3,422
Income (loss) from discontinued operations,

net of tax 2 2 (7) 5 2
Net income 770 821 808 1,025 3,424
Net loss attributable to noncontrolling interest 1 — 1 1 3
Net income attributable to CVS Caremark $ 771 $ 821 $ 809 $ 1,026 $ 3,427

Basic earnings per common share:
Income from continuing operations

attributable to CVS Caremark $ 0.56 $ 0.60 $ 0.60 $ 075 % 2.51
Income (loss) from discontinued operations

attributable to CVS Caremark $ — $ — $  (0.01) $ — $ —
Net income attributable to CVS Caremark $ 0.56 $ 0.61 $ 059 $ 0.75 $ 2.51

Diluted Earnings per common share:
Income from continuing operations

attributable to CVS Caremark $ 0.55 $ 0.60 $ 0.60 $ 0.74 $ 2.49
Income (loss) from discontinued operations

attributable to CVS Caremark $ — $ — $ (0.01) $ —  $ —
Net income attributable to CVS Caremark $ 0.55 $ 0.60 $ 059 $ 0.75 $ 2.49
Dividends per common share $ 0.0875 $ 0.0875 $ 0.0875 $ 0.0875 $ 0.3500

Stock price: (New York Stock Exchange)

High $ 37.32 $ 37.82 $ 32.09 $ 35.46 $ 37.82
Low $ 30.36 $ 2922 $ 26.84 $ 29.45 $ 26.84

(1) The results of operations previously filed have been revised to reflect the results of TheraCom as discontinued operations. See Note 3.
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Five-Year Financial Summary

in millions, except per share amounts 2011 ™

Statement of operations data:
Net revenues $ 107,100
Gross profit 20,561
Operating expenses 14,231
Operating profit 6,330
Interest expense, net 584
Income tax provision® 2,258

Income from continuing operations 3,488
Income (loss) from discontinued operations,

net of tax benefit® (31)
Net income 3,457
Net loss attributable to noncontrolling interest © 4
Preference dividends, net of income tax benefit —_

Net income attributable to CVS Caremark

Per common share data:
Basic earnings per common share:
Income from continuing operations
attributable to CVS Caremark
Loss from discontinued operations
attributable to CVS Caremark

Net income attributable to CVS Caremark

Diluted earnings per common share:

Income from continuing operations
attributable to CVS Caremark 2.59 . . 2.27

Loss from discontinued operations
attributable to CVS Caremark (0.02) — — (0.09) —
Net income attributable to CVS Caremark 2.57 2.49 2.55 2.18 1.92

Cash dividends per common share 0.50000 0.35000 0.30500 0.25800 0.22875
Balance sheet and other data:

Total assets 64,543 62,169 61,641 60,960 54,722

Long-term debt 9,208 8,652 8,756 8,057 8,350

Total shareholders’ equity 38,051 37,700 35,768 34,574 31,322

Number of stores (at end of year) 7,388 7,248 7,095 6,997 6,301

(1) On December 23, 2008, our Board of Directors approved a change in our fiscal year-end from the Saturday nearest December 31 of each year to December 31 of each
year to better reflect our position in the health care, rather than the retail, industry. The fiscal year change was effective beginning with the fourth quarter of fiscal 2008. As
you review our operating performance, please consider that 2011, 2010 and 2009 include 365 days; fiscal 2008 includes 368 days, and fiscal 2007 includes 364 days.

(2) Effective March 22, 2007, Caremark Rx, Inc. was merged into a newly formed subsidiary of CVS Corporation, with Caremark Rx, L.L.C., continuing as the surviving entity
(the “Caremark Merger”). Following the Caremark Merger, the name of the Company was changed to “CVS Caremark Corporation.” By virtue of the Caremark Merger,
each issued and outstanding share of Caremark common stock, par value $0.001 per share, was converted into the right to receive 1.67 shares of CVS Caremark’s
common stock, par value $0.01 per share. Cash was paid in lieu of fractional shares.

(3) Income tax provision includes the effect of the following: (i) in 2010, the recognition of $47 million of previously unrecognized tax benefits, including interest, relating to the
expiration of various statutes of limitation and settlements with tax authorities and (i) in 2009, the recognition of $167 million of previously unrecognized tax benefits,
including interest, relating to the expiration of various statutes of limitation and settlements with tax authorities.

(4) As discussed in Note 3 to the consolidated financial statements, the results of the Theracom business are presented as discontinued operations and have been excluded
from continuing operations for all periods presented.

In connection with certain business dispositions completed between 1991 and 1997, the Company retained guarantees on store lease obligations for a number of
former subsidiaries, including Linens ‘n Things which filed for bankruptcy in 2008. The Company’s income (loss) from discontinued operations includes lease-related
costs which the Company believes it will likely be required to satisfy pursuant to its Linens ‘n Things lease guarantees.

Below is a summary of the results of discontinued operations:
Fiscal Year

in millions 2011 2009 2008

Income from operations of TheraCom 18 13 $ 11

Gain on disposal of TheraCom 53 —
Loss on disposal of Linens ‘n Things (7 (214)
Income tax benefit (provision) (95) 78

Income (loss) from discontinued operations, net of tax $ (31) $ (125 $

(5) Represents the minority shareholders’ portion of the net loss from our majority owned subsidiary, Generation Health, Inc., acquired in the fourth quarter of 2009.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
CVS Caremark Corporation

We have audited the accompanying consolidated balance sheets of CVS Caremark Corporation as of December 31,
2011 and 2010, and the related consolidated statements of income, shareholders’ equity, and cash flows for each
of the three years in the period ended December 31, 2011. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence support-
ing the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial
position of CVS Caremark Corporation at December 31, 2011 and 2010, and the consolidated results of its operations
and its cash flows for each of the three years in the period ended December 31, 2011, in conformity with U.S. generally
accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), CVS Caremark Corporation’s internal control over financial reporting as of December 31, 2011, based on crite-
ria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated February 17, 2012 expressed an unqualified opinion thereon.

Sanct LLP

Boston, Massachusetts
February 17, 2012
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Stock Performance Graph

The following graph shows changes over the past five-year period in the value of $100 invested in: (1) our common stock;
(2) S&P 500 Index; (8) S&P 500 Food & Staples Retail Group Index, which currently includes nine retail companies; (4) S&P
500 Healthcare Group Index, which currently includes 52 health care companies.

RELATIVE TOTAL RETURNS SINCE 2006 - ANNUAL
December 31, 2006 to December 31, 2011

$160

$140

$120

$100

$80

2006 2007 2008 2009

= (C\/S Caremark Corporation mm— S&P 500 Food & Staples Retail Group Index
— S&P 500 S&P 500 Healthcare Group Index

Compound Compound
Year End Annual Annual Annual
ear en Return Rate Return Rate Return Rate
2006 2007 2008 2009 (1 Year) (3 Year) (5 Year)

CVS Caremark Corporation $100 $129 $94 $107 18.9% 13.7% 6.7%
S&P 500 $100 $105 $66 $ 84 2.1% 14.1% (0.2%)
S&P 500 Food & Staples

Retail Group Index @ $100 $106 $95 $102 10.3% 8.9% 41%
S&P 500 Healthcare

Group Index® $100 $107 $83 $ 99 12.7% 11.6% 2.8%

Note: Analysis assumes reinvestment of dividends.
(1) Includes CVS Caremark.

(2) Includes nine companies (COST, CVS, KR, SVU, SWY, SYY, WAG, WFM and WMT).
(8) Includes 52 companies.

The year-end values of each investment shown in the preceding graph are based on share price appreciation plus dividends,
with the dividends reinvested as of the last business day of the month during which such dividends were ex-dividend. The calcu-
lations exclude trading commissions and taxes. Total stockholder returns from each investment, whether measured in dollars or
percentages, can be calculated from the year-end investment values shown beneath the graph.
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A pharmacy innovation company.
Helping people on their path to better health.
Reinventing pharmacy.

INNOVATION
Demonstrating openness, curiosity, and creativity in the relentless pursuit of
delivering excellence.

COLLABORATION
Sharing and partnering with people to explore and create things that we could
not do on our own.

CARING
Treating people with respect and compassion so they feel valued and appreciated.

INTEGRITY
Delivering on our promises; doing what we say and what is right.

ACCOUNTABILITY
Taking personal ownership for our actions and their results.

A ®
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