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Health Care – Health Care Distributors Stock Rating BUY 

Investment Thesis Target Price $1027 
 
McKesson is a scaled pharmaceutical distributor with durable cash flow, strong 
specialty exposure, and superior capital efficiency within a stable three-player 
industry. Growth is supported by GLP-1 utilization, oncology expansion, and 
demographic tailwinds. However, shares trade near our intrinsic value estimate 
of $1,027, implying only 4.1% upside. We therefore assign a HOLD rating. 
 
Drivers of Thesis 
 
 GLP-1 & Specialty Exposure – Sustained utilization growth drives above-

industry revenue expansion and increases specialty mix contribution. 
 
 Revenue Mix Shift – Oncology & Multispecialty growth lifts operating 

leverage and supports durable profit expansion. 
 

 Scale & Working Capital Efficiency – Negative cash conversion cycle and 
national logistics infrastructure convert thin margins into strong free cash 
flow and superior return on invested capital. 

 
Risks to Thesis 
 
 Reimbursement & Policy Pressure – Inflation Reduction Act, Medicare 

negotiations, or Most Favored Nation-style pricing could compress 
distributor economics. 
  

 GLP-1 Growth Normalization – Faster-than-expected deceleration in 
specialty utilization would pressure revenue assumptions. 

 
 Contract & Competitive Risk – Loss of a major customer or aggressive 

bidding cycle within the three-player oligopoly could impact margins.  
 

Henry Fund DCF $1081.06 
Relative Multiple $810.97 
Price Data  
Current Price $986.60 
52wk Range $621.88 – $987.37 
Consensus 1yr Target $986.47 
Key Statistics  
Market Cap (B) $121.9 
Shares Outstanding (M) 128.1 
Institutional Ownership 85% 
Beta 0.41 
Dividend Yield 0.35% 
Est. 5yr Growth 8.8% 
Price/Earnings (TTM) 28.03 
Price/Earnings (FY1) 26.60 
Price/Sales (TTM) 0.31 
Profitability  
Operating Margin 1.54% 
Profit Margin 3.71% 
Return on Assets (TTM) 5.97% 
Return on Equity (TTM) - 

 

Earnings Estimates 
Year 2023 2024 2025 2026E 2027E 2028E 
EPS 

HF est. 
$25.03 

 
$22.39 

 
$25.72 

 
 

$30.52 
 

$34.15 
 

$38.59 
growth 246% -10.5% 14.9% 18.7% 11.9% 13.0% 

12 Month Performance Company Description 

 

McKesson Corporation is a leading 
pharmaceutical distributor in North America, 
connecting drug manufacturers with retail 
pharmacies, hospitals, and physician offices. 
The company distributes branded, generic, 
and specialty medications while also 
operating a growing oncology and healthcare 
services platform. 
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COMPANY OVERVIEW 

McKesson Corporation is one of the largest 
pharmaceutical distributors in North America, serving as a 
critical intermediary between drug manufacturers and 
healthcare providers1. The company distributes branded, 
generic, specialty, and over the counter (OTC) 
pharmaceuticals to retail pharmacies, hospitals, physician 
offices, and other care settings across the U.S. and Canada.  

Operating within a highly consolidated, three-player 
industry, McKesson generates significant revenue through 
scale-driven distribution while maintaining disciplined 
capital allocation and strong cash flow generation.  

McKesson’s Business Model & Segments 

McKesson’s core function is pharmaceutical distribution 
(Figure 1). It purchases drugs from manufacturers and 
resells them to pharmacies and providers, earning a small 
spread on high-volume transactions. Given the pass-
through nature of drug costs, revenue is large while 
margins remain structurally thin. 

The company also operates specialty distribution, 
oncology services, and technology-enabled healthcare 
solutions that extend its role beyond pure logistics and 
deepen its integration within the healthcare value chain. 
Over the past several years, management has refined its 
reportable segments to better reflect strategic priorities. 
Most recently, in Q2 FY26, International was removed 
following divestitures, and Oncology & Multispecialty was 
established as a standalone segment, increasing 
transparency around specialty growth.   

Figure 1: MCK’s Revenue Decomposition  

 

 

 

 

 

 

 

North American Pharmaceutical 

North American Pharmaceutical (NA Pharma) is 
McKesson’s largest segment and primary earnings 
contributor. The division distributes branded, generic, 
specialty, and biosimilar pharmaceuticals to national retail 
chains, independent pharmacies, hospital systems, and 
physician offices across the United States. Relationships 
with leading manufacturers and major customers, 
including CVS Health, position McKesson at the center of 
U.S. drug distribution.    

For FY25, NA Pharma generated $2.9 billion in adjusted 
operating income, representing an operating margin near 
1%. The segment operates on high-volume distribution 
economics, where scale drives earnings durability despite 
narrow spreads. 

Revenue Composition and Growth Outlook 

Revenue growth within NA Pharma is supported by steady 
drug utilization driven by demographic aging and 
continued expansion in drug innovation. Within this 
backdrop, GLP-1 therapies represent the most significant 
incremental growth contributor2.  

GLP-1s are injectable and oral therapies initially developed 
for diabetes and now widely adopted for obesity 
treatment. Their rapid uptake, expanding indications, and 
strong demand have made them one of the fastest-
growing categories in global pharmaceuticals. 

McKesson’s GLP-1 revenue increased 41% from 2024 to 
2025. From 2026 through 2031, we forecast GLP-1 
revenue to grow at a 12.8% compound annual growth rate 
(CAGR), consistent with long-term category expectations3 
(Figure 2). Growth moderates from early acceleration 
levels but remains well above the broader pharmaceutical 
baseline.  

Figure 2: NA Pharma Revenue Forecast ($ billions) 

 

 

 

  



  
 

 

 
Page 3 

 
  

11%

21%

9%

17%

6%

8%

10%

12%

14%

16%

18%

20%

22%

2024 2025 2026E 2027E 2028E 2029E 2030E 2031E

 GLP-1 % NA Pharma  GLP-1 % Total Revenue

Source: MCK Valuation Model 

30 37

48
55

61
67

73
79

0%

21%

31%

14%
11% 10% 9% 8%

0%

5%

10%

15%

20%
25%

30%

35%

0

20

40

60

80

100

2024 2025 2026E 2027E 2028E 2029E 2030E 2031E

Oncology & Multispecialty      YoY % Change

Source: MCK Valuation Model 

Core pharma revenue is modeled to grow at a 5.1% CAGR 
through 2031, gradually decelerating toward mature 
industry growth rates.  

Blended, total NA Pharma revenue expands at a 6.4% 
CAGR from 2026-2031, in line with CMS projections for 
long-term U.S. pharmaceuticals expenditure growth of 6% 
and consistent with street expectations4,5.  

As seen in Figure 2, GLP-1 revenue rises $29 billion in 2024 
to nearly $98 billion by 2031. Over this period, GLP-1 
exposure within NA Pharma increases from 11.1% to 
20.9%, and from 9.4% to 17.2% of consolidated revenue 
(Figure 3).  

Figure 3: GLP-1 % Exposure in Revenue 

 

 

 

 

 

 

 

The expanding weight for GLP-1 therapies shifts the 
segment’s mix toward a higher-growth category. The 
mixed progression, rather than broad-based pricing 
assumptions, drives the incremental revenue embedded 
in the forecast and underpins the segment’s contribution 
to consolidated growth.  

Oncology & Multispecialty 

Oncology & Multispecialty is McKesson’s second largest 
and one of its fastest-growing businesses. The division 
provides specialty drug distribution, practice management 
services, and technology solutions to community oncology 
and other specialty physician practices. Through its 
provider networks and integrated service platform, 
McKesson supports independent practices with 
purchasing, reimbursement support, and infrastructure.  

Recent growth was amplified by the acquisition of CORE 
Ventures in Q1 FY26, expanding McKesson’s provider 
network and increasing base revenue. This step-up is 

reflected in the sharp acceleration from 20.9% growth in 
FY25 to an expected 29-33% in FY266.  

Figure 4: Oncology & Multispecialty Revenue ($ billions) 

 

 

 

 

 

 

 

From that elevated base, we model growth to normalize 
(Figure 4). Revenue increases from $48 billion in 2026 to 
$79 billion in 2031, representing a 10.4% CAGR. Growth 
tapers from mid-teen levels toward high single digits by 
the end of the forecast horizon, reflecting a transition from 
acquisition-driven expansion to more sustainable organic 
growth.  

Underlying demand remains strong. Oncology spending 
continues to grow at 11-14% annually according to IQVIA, 
driven by rising cancer incidence, expanded therapeutic 
innovation, and increasing treatment intensity7. While not 
all category growth translates directly to distributor 
revenue, this industry tailwind supports sustained above-
GDP expansion for the segment.  

In our model, Oncology & Multispecialty represents a 
higher-growth complement to core pharmaceutical 
distribution. The segment’s elevated growth profile 
supports consolidated revenue expansion and gradually 
increases the contribution of specialty services within the 
overall mix, while growth moderation over time preserves 
forecast credibility.  

Prescription Technology Solutions (RxTS) 

Prescription Technology Solutions (RxTS) provides 
technology- enabled services that support pharmacy 
operations, reimbursement workflows, data connectivity, 
and clinical decision support. The segment connects 
pharmacies, providers, payers, and manufacturers 
through software platforms and analytics tools that 
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improve operational efficiency and reduce revenue 
leakage across the healthcare system.  

Healthcare services and technology (HST) remains one of 
the fastest-growing areas within healthcare. Increasing 
system complexity, cybersecurity demands and rising 
administrative costs are driving providers and payers to 
outsource workflow-heavy functions to specialized 
technology platforms. Advancements in AI and machine 
learning are further accelerating this shift by automating 
claims management, enhancing interoperability, and 
generating actionable clinical and financial insights.  

Figure 5: RxTS Revenue ($ billions) 

 

 

 

 

 

 

Management expects 14-18% revenue growth in FY26, 
reflecting continued adoption and network expansion. We 
model RxTS revenue to increase from $5.8 billion in 2026 
to $9.1 billion in 2031, a 9.3% CAGR, with growth 
moderating  toward high single digits by the end of the 
forecast period (Figure 5).  

While smaller than distribution segments, RxTS increases 
exposure to recurring, technology-driven revenue streams 
and benefits from ongoing healthcare digitalization.  

Medical-Surgical Solutions  

Medical-Surgical Solutions (Med-Surg) distributes medical 
supplies and equipment to physician offices, ambulatory 
surgery centers, and health systems. The segment focuses 
on consumables and procedural products rather than 
branded pharmaceuticals.  

Recent growth has been limited (Figure 6). Revenue 
increased from $11.3 billion in 2024 to $11.4 billion in 
2025, or 0.7% growth, with quarterly trends showing 
similarly modest expansion. Management expects FY26 
results at the lower end of 2-6% growth, reinforcing the 
segment’s mature profile8.  

Figure 6: Med-Surg Revenue & Growth (same Q, prior Yr) 

 

 

 

 

 

 

 

Management continues to advance the separation of 
Med-Surg, with transition service agreements now in place 
and an IPO targeted for the second half of calendar 20276, 
subject to market conditions and regulatory approvals.  

The spin-off is expected to create two more focused 
entities: A standalone med-surg company and the 
McKesson parent concentrated on pharmaceutical 
distribution, specialty services, and healthcare technology.  

Revenue Mix and Consolidated Growth 

We forecast McKesson’s revenue composition to shift 
meaningfully over the forecast horizon. NA Pharma 
remains the dominant segment, but its share of total 
revenue gradually declines from 84.6% in 2024 to 82.3% 
by 2031 (Figure 7).  

Figure 7: Forecasted Revenue Mix 
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McKesson’s revenue base shifts toward faster-growing 
and higher-contribution segments over the forecast 
horizon. Oncology & Multispecialty expands from 9.9% of 
revenue in 2024 to 14% by 2031, while RxTS grows 
modestly. Additionally, NA Pharma’s mix is increasingly 
influenced by specialty and GLP-1 therapies. 

This evolving mix supports operating profit growth that 
outpaces revenue, consistent with management’s 
expectation of 13-17% operating profit growth in Fy26.  

Cost Structure Analysis 

McKesson operates on thin margins, making small cost 
assumptions highly impactful to NOPLAT, ROIC, and 
ultimately valuation (Figure 8).  

Figure 8: COGS and Operating Expenses as % Revenue 

 

 

 

 

 

 

Cost of Product Sold (COGS) 

COGS is modeled off FY25 levels at 96.16% of revenue, 
with a conservative 0.5 basis point annual increase 
through the forecast period.  

COGS primarily represents the cost of pharmaceuticals 
purchased from manufacturers and resold to customers. 
As a high-volume, pass-through distributor, McKesson’s 
revenue and product costs generally move in tandem. 
Drug inflation, reimbursement shifts, or macro pressures 
typically flow through both lines, limiting sustained 
volatility in gross margin. 

From FY 2020 to FY25, COGS increased from 94.46% to 
96.16% of revenue. The move was driven by mix: higher 
branded and specialty penetration, including GLP-1 
adoption, and the rebalancing of elevated generic margins 
seen in earlier years. This represents a step-up in margin 
profile rather than an ongoing linear deterioration.  

Figure 9: COGS as a % of Revenue (ex. D&A)  

 

 

 

 

 

 

Going forward, our model assumes specialty and GLP-1 
continue to grow, but at a steadier pace. Any incremental 
mix pressure is partially offset by procurement leverage, 
sourcing scale, and effective contract management.  

In short, our forward outlook assumes a steady-state 
distribution margin consistent with McKesson’s scale and 
purchasing power.  

Sales, Distribution, General & Administrative  

SDG&A (SG&A) is modeled off FY25 at 2.37% of revenue, 
improving by 3 basis points annually through the forecast. 

Over the past several years, SG&A as a percentage of 
revenue has declined meaningfully, reflecting operating 
leverage and cost control1 (Figure 10). At the same time, 
revenue composition is shifting toward higher-margin 
segments, particularly Oncology & Multispecialty and 
RxTS, which generate stronger operating contribution than 
traditional drug distribution.  

Figure 10: SGD&A as a % Revenue 
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Source: Erica Liesfeld, McKesson 202311 

Management continues investing in automation, AI-driven 
tools, and workflow optimization across the enterprise6. 
These initiatives are already producing measurable 
efficiency gains, with operating income growing faster 
than revenue. As specialty volumes scale and technology-
enabled services expand, infrastructure costs are 
leveraged across a larger base.  

The modeled 3 bps annual improvement assumes steady 
execution and continued mix benefit, while remaining 
aligned with management’s 13-17% operating profit 
growth outlook. Under these assumptions, we project 
operating profit growth at 15% YoY.  

Litigation and Restructuring 

Litigation and restructuring costs are treated as recurring 
components of operating performance (Figure 11). 
Pharmaceutical distribution carries structural legal and 
regulatory exposure, and even normal periods involve 
compliance, defense, and settlement-related costs. 

Figure 11: Litigation & Restructuring as % Revenue 

 

 

 

 

 

 

Rather than excluding these items, our model assumes 
average levels consistent with recent history. This reflects 
the industry’s risk profile and avoids overstating 
sustainable margin expansion.  

Supply Chain & Working Capital Dynamics 

In pharmaceutical distribution, execution drives value. 
McKesson’s supply chain is the economic backbone of its 
model and a core source of competitive durability.  

National Scale and Reliability 

McKesson serves over 40,000 customers and moves 
approximately one-third of total U.S. pharmaceutical 
volume through its distribution network9. The company 
executes 41,000+ daily deliveries with a 99.9% delivery 

accuracy, demonstrating near-perfect fulfillment at a 
national scale10 (Figure 12). 

Figure 12: McKesson’s Distribution Centers (2023) 

 

 

 

 

 

 

 

 

 

 

McKesson’s footprint includes 30 U.S. pharmaceutical 
distribution centers (DC’s), supported by two strategic 
redistribution centers totaling 740,000+ square feet, 
enabling a two-tier structure that balances centralized 
inventory with local responsiveness1. 

Operational scale is evident at the National Redistribution 
Center (NRDC) in Mississippi, which handles roughly 85k 
cases of medicine daily (21M annually), unloads 40-60 
trucks daily, and uses automated guided vehicles for 20-
30% of outbound volume10. Automation reduces error 
rates, compresses fulfillment time, and sustains 
consistency at scale.  

National Scale and Reliability 

As drug mix shifts toward specialty and biologics, 
refrigerated logistics becomes a gating capability.  

Management disclosed that McKesson is midway through 
a five-year initiative expected to increase refrigerated 
capacity at many forward distribution centers by more 
than 50%6. This investment positions the company to 
support temperature-sensitive therapies without 
sacrificing service levels, reinforcing both growth capacity 
and customer retention. 
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Sources: MCK Valuation Model, CAH 10K13, COR 10K14 

Source: FactSet17 

Technology and Regulatory Execution 

McKesson embeds AI and digital tools directly into supply 
chain workflows. For example: 

 An AI-enabled chat tool addressing Drug Supply 
Chain Security Act (DSCSA 2013) prevented 75% 
of inquiries from escalating, improving first-
contact resolution6. 

 Canadian contact center pilots achieved nearly 
100% service accuracy and reliability while 
reducing turnaround time.  

Given DSCSA’s requirement for electronic, interoperable 
drug traceability at the package level, digital integration is 
now core infrastructure, not optional enhancement12. 

Working Capital Efficiency 

McKesson’s operational discipline translates into cash flow 
strength (Figure 13).  

Figure 13: MCK vs Peers – Working Capital Stats 

 

McKesson operates with a -7 day cash conversion cycle, 
financing inventory through supplier terms while 
maintaining steady receivables. Net working capital 
remains negative (approx. $6.2B), supporting free cash 
flow generation despite thin margins2.  

Competitive Context 

Peers are investing aggressively. 

 Cardinal Health (CAH) announced a new 230k sq. 
ft. automated facility supporting 70k+ deliveries 
daily15. 

 Cencora (COR) announced a $1B investment 
through 2030, including a 530k sq. ft. facility and 
major refrigerated capacity expansion16.  

McKesson’s differentiation lies in its already established 
throughput scale (one-third of U.S. volume), disclosed 
99.9% delivery accuracy, automation depth, and 
quantified 50%+ refrigeration expansion underway.  

Debt Maturity  

McKesson maintains a conservative, investment-grade 
balance sheet. As of the most recent filings, the company 
is rated BBB+, in line with Cencora, and slightly above 
Cardinal Health, supporting consistent access to capital 
markets17 (Figure 14). 

Figure 14: McKesson vs Peers – Debt Ratings 

Company S&P Rating 
MCK BBB+ 
CAH BBB 
COR BBB+ 

 

On December 31, 2025, total debt outstanding was 
approximately $6.6 billion, of which roughly $1.1 billion 
was classified as current portion of LT debt. Over the past 
four fiscal years, total debt remained stable in the $5.6-5.9 
billion range, despite growth in non-cash operating assets. 
As a result, debt as a percentage of non-cash assets 
declined, indicating improving balance sheet capacity 
rather than incremental leverage.  

Recent issuance has been acquisition driven. In May of 
2025, McKesson issued: 

 $650 million in 4.65% Notes due 2030 
 $650 million of 4.95% Notes due 2032 
 $700 million of 5.25% Notes due 2035 

Net proceeds of approximately $2.0 billion were used, 
together with cash, to fund the Core Ventures acquisition.  

 Figure 15: McKesson Debt Maturity 

Five-Year Debt Maturity Schedule 
Fiscal Year  Payment ($mil) 
2026  $1184 
2027  1228 
2028  384 
2029  1011 
2030  725 
Thereafter  2025 
Total  $6,557 

Sources: MCK 2025 10K, MCK 2026 Q3 10Q 

The maturity profile is well staggered with no 
concentrated near-term refinancing pressure. Given 
projected operating cash flow of $5.2 billion in FY26 and 

Company DSO DIO DPO CCC 
MCK 27 24 58 -7 
CAH 23 29 59 -8 
COR 30 24 64 -11 
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$6.1 billion in FY27, we have no concerns about debt 
service capacity2 (Figure 15). 

Finally, we model principal maturities to refinance on a 1:1 
basis. This is consistent with historical practice, the 
company’s investment-grade rating, stable leverage levels, 
and strong recurring cash flow generation. 

Environmental, Social, Governance 

McKesson’s ESG profile shows strong governance and 
environmental oversight, balanced against the inherent 
regulatory and litigation exposure of pharmaceutical 
distribution (Figure 16).  

Figure 16: McKesson vs Peers – Bloomberg ESG Rating 

 

 

 

 

 

 

 

Environmental: 8.22 

McKesson scores highest among peers on environmental 
metrics. According to its FY25 Impact Report, the company 
continues investing in energy efficiency across its 
distribution network, expanding renewable energy 
procurement, and reducing Scope 1 and 2 emissions. 
Ongoing modernization of DC’s, including automation and 
refrigeration upgrades, improves both operational 
resilience and energy efficiency19. Given its asset-light, 
logistics-focused model, environmental risk is manageable 
relative to other healthcare industries.  

Environmental: 2.80 

The lower social score reflects industry-wide scrutiny 
related to opioid litigation and drug distribution oversight. 
That said, McKesson emphasizes medication safety, access 
to care, and supply chain integrity in its FY25 Impact 
Report. The company distributes roughly one-third of U.S. 
pharmaceuticals daily with 99.98% order accuracy, 

underscoring its public health role. Workforce safety, 
compliance programs, and expanded patient access 
initiatives remain central focus areas.  

Governance: 8.29 

Governance is a relative strength for McKesson, who 
maintains a majority-independent board, strong oversight 
committees, and disciplined capital allocation. Its BBB+ 
credit rating and consistent refinancing approach further 
reflect financial stewardship. Product Quality 
Management (3.00), the most operationally critical ESG 
sub-metric for a distributor, leads peers and aligns with the 
company’s emphasis on DSCSA compliance, traceability, 
and quality control. 

RECENT DEVELOPMENTS 

Recent Earnings & FY26 Outlook 

McKesson’s most recent quarter reinforced the durability 
of its distribution model and the accelerating contribution 
from higher-margin growth platforms. Consolidated 
revenue increased double digits year-over-year, driven by 
higher prescription volumes in NA Pharma and continued 
strength in Oncology & Multispecialty. Operating profit 
grew faster than revenue, reflecting operating leverage 
and mix shift toward specialty and technology-enabled 
services. Management reaffirmed FY26 guidance, which 
our model aligns with (Figure 17).  

Figure 17: Our Model vs McKesson Guidance 

FY26 Metric Model Guidance 
Operating Profit Growth 15% 13-17% 

Effective Tax Rate 19% 19% 
Free Cash Flow $4.5B $4.4-4.8B 

Share Repurchases $2.6B $2.5B 
 

Operating expenses continue to scale slower than gross 
profit, supporting margin expansion without requiring 
aggressive cost assumptions. The quarter validates our 
core assumption: Profit growth is increasingly driven by 
mix and execution rather than volume alone.  

  



  
 

 

 
Page 9 

 
  

1.4 million 
patients per 

year

15,000 
nonprovider 

staff
3400 

providers

Source: The US Oncology Network Annual Report22 

674
728

786
849

917
990

2024 2025 2026 2027 2028 2029

Source: McKinsey & Company US Healthcare Outlook23 

M&A: CORE Ventures & PRISM Vision 

McKesson continues to scale its higher-contribution 
Oncology & Multispecialty platform through targeted 
acquisitions. In August 2024, the company agreed to 
acquire 70% of CORE Ventures for roughly $2.5 billion in 
cash, integrating the business into its oncology platform. 
CORE, established by Florida Cancer Specialists (FCS), 
expands McKesson’s presence in community oncology 
services and strengthens its administrative and business 
services capabilities. FCS, which includes more than 250 
physicians and 280 practice providers, joined McKesson’s 
U.S. Oncology Network as part of the transaction21. 

In addition, PRISM Vision adds over 200 retina and 
ophthalmology providers, expanding McKesson’s specialty 
provider footprint beyond oncology. Today, the U.S. 
oncology network includes roughly 3,400 providers, 
positioning McKesson as one of the largest community 
oncology platforms in the country6 (Figure 18).  

Figure 18: The US Oncology Network - McKesson 

 

 

 

 

 

 

 

Management noted that both CORE and PRISM are 
performing at or slightly ahead of acquisition expectations. 
The acquisitions contributed approximately 13% of 
Oncology & Multispecialty segment growth in Q3 and are 
expected to contribute 30–34% of the segment’s FY26 
operating profit growth. Management views these 
transactions as accretive to revenue, operating income, 
and margin expansion over time. 

Together, these acquisitions deepen McKesson’s 
integration with specialty providers, increase exposure to 
higher-margin service revenue, and reinforce the strategic 
shift toward oncology and biopharma services as core 
growth drivers. 

INDUSTRY TRENDS 

The healthcare industry is constantly evolving, and 
tracking the changes most relevant to McKesson is critical 
to evaluating forward earnings power. While overall 
spending continues to rise, profit pools are shifting toward 
specialty pharmaceuticals, technology-enabled services, 
and scaled intermediaries; areas directly aligned with 
McKesson’s positioning. 

 Rising Drug Net Spend & Specialty Focus 

Drug net spending increased 11% from 2023 to 2024 and 
is expected to grow at an 8% CAGR through 2029, reaching 
roughly $990 billion23 (Figure 19). 

Figure 19: Expected Net Drug Spend in the U.S. ($B) 

 

 

 

 

 

 

 

Importantly, GLP-1 therapies account for nearly half of 
recent drug spend growth, driven by expanding obesity 
and diabetes utilization. GLP-1s are increasingly viewed as 
first-line therapy for Type 2 diabetes and are gaining 
broader payer acceptance for obesity treatment24. As 
utilization expands across commercial and Medicare 
populations, specialty distribution volumes rise 
disproportionately.  For McKesson, this matters because: 

 Higher specialty and branded mix increase 
revenue scale 

 Specialty logistics, cold-chain capacity, and 
provider integration become more valuable 

 Growth is volume and mix driven 

Even with pressure on unit pricing, industry drug spending 
growth remains intact.  
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Health Services & Tech (HST) Consolidation 

Health Services & Technology is the fastest-growing 
segment of healthcare. The top 25 players now control 
roughly 29% of revenue pools in 2025, indicating 
consolidation toward scaled operators (Figure 20).  

Figure 20: HST Industry Revenue Consolidation (Top 25) 

 

 

 

 

 

 

 

 

Supporting this shift includes the increased adoption of AI, 
data infrastructure and compliance requirements (DSCSA), 
cost-efficiency mandates, and the proposed $50 billion 
Rural Health Transformation Plan, which aims to allocate 
funds to states over 5 years to modernize rural care.  

Scale and infrastructure matter. McKesson’s investments 
in automation, specialty platforms, and technology-
enabled services position it within this expanding revenue 
pool. As healthcare systems seek efficiency, intermediaries 
that reduce friction and cost gain relative advantage. 

Margin Compression in Payers & Providers 

Industry EBITDA as a percentage of National Health 
Expenditures is projected to fall 8.7% by 2027, with margin 
pressure concentrated among payers and providers.  

Healthcare spending continues to grow, but profitability is 
tightening in capital-intensive care delivery models. 
Pharmaceutical distribution economics, by contrast, are 
based on volume throughput and working capital 
efficiency rather than reimbursement spreads. 

This environment reinforces McKesson’s positioning as an 
asset-light intermediary rather than a risk-bearing 
provider. As providers face margin pressure, outsourcing 

distribution, specialty services, and administrative 
functions becomes increasingly rational. 

Regulatory & Structural Considerations 

Several regulatory developments warranting monitoring: 

 Direct to Consumer (DTC) and cost-plus 
distribution models are gaining visibility. 
However, McKesson’s management indicates 
that such models do not meaningfully disrupt the 
core economics of scaled distribution. Even in 
DTC scenarios, manufacturers still require 
logistics, compliance, and channel infrastructure; 
McKesson performs at scale6.  

 Most Favored Nation (MFN) pricing proposals 
have limited near-term economic impact. 
Current implementations affect a narrow subset 
of drugs and populations, with minimal 
disruption to distributor spreads25.  

 IRA Medicare Part D negotiations apply to a 
limited number of drugs and are already 
incorporated into McKesson management’s full-
year guidance assumptions.  

 Medicaid or ACA coverage shifts may alter payer 
mix, but drug demand for chronic and specialty 
conditions remain resilient.  

Overall, while policy headlines generate volatility, the 
demand drivers for specialty pharmaceuticals and supply 
chain efficiency remain intact.  

COMPETITIVE POSITIONING 

The U.S. pharmaceutical wholesaling industry is mature, 
highly concentrated, and structurally stable. IBISWorld 
estimates the “Big Three” distributors — McKesson, 
Cencora, and Cardinal Health — account for over 90% of 
domestic drug distribution revenue in 202526. While 
industry revenue is expected to grow at 2.2% CAGR from 
2025-2030, in line with GDP, this baseline reflects 
traditional distribution activity. Growth is increasingly 
concentrated in specialty pharma, oncology, and advanced 
therapeutics; areas where scale and service capabilities 
matter more than volume alone.  

This dynamic supports our thesis. McKesson is not 
positioned as a low-growth, pure-play wholesaler. Its 
expanding Oncology & Multispecialty platform, RxTS 
capabilities, and exposure to GLP-1 therapies position the 
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Source: Bloomberg Relative Valuation Data27 

company to grow meaningfully above the mature industry 
average. We forecast 6.8% revenue CAGR from FY26-31, 
consistent with Street estimates of 6.9%5. 

Industry Forces (Porter’s 5 Analysis) 

Threat of New Entrants – Very Low 

National distribution infrastructure, cold-chain 
capabilities, DSCSA compliance, and working capital scale 
create formidable barriers. Regional wholesalers have 
struggled, with multiple closures between 2020-2025 due 
to rising compliance and logistics costs26. Scale is required 
to compete.  

Supplier Power – Moderate to High 

Upstream manufacturer consolidation increases pricing 
leverage. Distributors rely on a limited number of large 
suppliers, creating concentration risk. However, spread 
economics and contractual fee structures stabilize gross 
margins despite price volatility.  

Buyer Power – High but Rational 

Downstream consolidation among pharmacies, PBMs, and 
health systems increases negotiating leverage. 
Competitive bidding cycles can shift contracts abruptly: 
For example, OptumRx’s 2024 switch from Cardinal to 
McKesson (16% of Cardinal’s revenue). However, 
switching costs remain operationally complex, reinforcing 
long-term contracts.  

Threat of Substitution – Low but Emerging 

Direct-to-consumer (DTC) models, particularly for GlP-1’s 
and specialty drugs, are expanding. But wholesale bypass 
remains limited in scale due to regulatory complexity and 
logistics constraints. The wholesale channel remains the 
norm.  

Rivalry – 3-Player Oligopoly 

With three players controlling over 90% of volume, rivalry 
is stable. Firms compete on service breadth, specialty 
integration, and reliability rather than price.  

 

 Competitive Landscape & Peer Context 

McKesson leads the peer group in scale and profitability 
metrics (Figure 21). Last fiscal year-end (FYE), McKesson 
generated $359 billion in revenue verses $321 billion for 
Cencora and $223 billion for Cardinal. One-year revenue 
growth of 16.2% materially exceeds peers, reflecting 
stronger specialty and GLP-1 exposure.  

Figure 21: McKesson vs Peers – Key Metrics (last FYE) 

 

 

 

 

 

 

Gross margins are similar across the group, reinforcing 
that pricing power is limited. However, operating margin 
diverges, with McKesson leading at 1.54% last FYE. In a 
thin-margin industry, small execution advantages 
translate into big profit differences.  

Leverage further differentiates the group. McKesson’s net 
debt to EBITDA of 0.26x is lower than Cencora’s and 
Cardinal’s, providing balance sheet flexibility and future 
acquisition capacity.  

Competitive Landscape & Peer Context 

The clearest competitive advantage distinction emerges in 
capital returns. McKesson has generated consistently 
superior ROIC over the past 5 years, relative to peers 
(Figure 22). Bloomberg calculates ROIC using its own 
invested capital methodology, which differs from the 
McKinsey framework applied in our valuation; but the 
relative ranking across peers remains consistent under 
either definition.  
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While year-to-year volatility exists due to working capital 
swings and accounting differences, McKesson’s multi-year 
outperformance indicates stronger capital deployment 
(Figure 22).  

Figure 22: McKesson vs Peers – 5 Year ROIC Data 

 

 

 

 

 

In a mature distribution industry where gross margins are 
constrained, competitive advantage is derived from capital 
efficiency, working capital management, and mix shift 
toward higher-value services. McKesson’s oncology 
integration, RxTS platform, and scale-driven logistics 
infrastructure enable it to convert modest margins into 
superior returns on invested capital.  

ECONOMIC OUTLOOK 

Gross Domestic Product & Healthcare Share 

Macroeconomic growth matters for McKesson primarily 
through utilization and prescription volume. Centers for 
Medicare and Medicaid Services (CMS) reported national 
health expenditures (NHE) rose by 7.2% to $5.3 trillion in 
2024, representing 18% of GDP28.  

Figure 23: Net Health Expenditures vs Nominal GDP ($T)  

 

 

 

 

 

 

In its 2025-2033 projections, CMS expects NHE growth to 
average 5.8%, outpacing our Henry Fund long-term GDP 
growth estimate of 2.6%, which drives healthcare’s share 
of GDP higher (Figure 23)29,30. 

For McKesson, this backdrop supports sustained, non-
cyclical demand for pharmaceuticals and related services 
even amid mixed macro conditions, with the key sensitivity 
being utilization trends rather than consumer 
discretionary spending.  

Prescription Drugs: Inflation + Utilization 

Retail prescription drug spending remains a stable share of 
total healthcare spending, but the growth mix is shifting 
toward high-cost, specialty therapies. CMS reported retail 
prescription drug spending increased 10.1% in 2024 to 
$494 billion, while retail drug prices rose 1.4%, indicating 
2024 growth was driven more by utilization and mix than 
price inflation.  

Figure 24: Prescription Drug Spend in the U.S. ($B) 

 

 

 

 

Growth is expected to moderate over the forecast horizon 
(Figure 24). CMS projects overall retail prescription drug 
spending growth to slow to 7% in 2025, average 5.6% in 
2026-2027, and decelerate further to 4.7% in 2028-33, 
reflecting Inflation Reduction Act (IRA) related Medicare 
drug provisions, CPI-linked price constraints, and 
enrollment shifts. Importantly, CMS highlights that 
demand for diabetes and anti-obesity therapies continued 
to rise even as overall spending growth slowed, 
underscoring the demand behind GLP-1 adoption.  

For McKesson, the implication is clear: Revenue growth is 
supported by durable utilization trends, but margin 
capture increasingly depends on scale, specialty 
distribution, and value-added services.  
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Insurance Coverage 

Insurance coverage remains a key determinant of 
prescription affordability and utilization. According to the 
CDC’s National Health Interview Survey (2024), 8.2% of 
Americans were uninsured in 2024, down from 9.7% in 
202031. Among working-age adults (18-64), the uninsured 
rate declined from 13.9% to 11.6% over the same period. 
Coverage composition has shifted modestly: 65.4% of 
individuals under 65 are covered by private insurance and 
26.6% by public programs, with exchange-based coverage 
rising from 3.8% in 2020 to 5.7% in 2024, partially 
offsetting Medicaid redetermination declines. 

Disparities remain: Adults in non-Medicaid expansion 
states are nearly twice as likely to be uninsured32. Looking 
forward, CMS projects the insured share remains near 91% 
through the late 2020s, with only modest increases in the 
uninsured population under current law assumptions29. 

For McKesson, the takeaway is constructive: Coverage 
levels remain historically high, supporting prescription 
volumes across retail, specialty, and oncology channels. 
While payer mix may shift at the margin, insured demand 
remains sufficient to sustain distribution growth.  

Aging Population: Durable Tailwind 

Figure 25: The Aging U.S. Population 

 

 

 

 

 

 

 

 

 

Demographics are one of the most reliable drivers of 
prescription volume. According to IBISWorld (sourced 
from the U.S. Census Bureau), the U.S. population aged 
65+ reached 63.3 million in 2025, up from 54.5 million in 
2020, and is projected to rise at 2-3% as the baby-boomer 
cohort fully transitions into Medicare eligibility (Figure 
25)33. This steady expansion of the senior population 
increases demand for chronic and specialty therapies. 

CMS projections reinforce this trend. Medicare enrollment 
is expected to grow to 69.6 million by 2026 and 78 million 
by 2033, supporting sustained insured utilization across 
pharmaceutical channels29.  

For McKesson, this demographic tailwind supports our 
long-term thesis that growth is driven less by pricing and 
more by rising volumes and therapy mix. The aging 
population provides a demand floor to support 
distribution scale and cushions cyclical volatility found 
elsewhere in healthcare.  

VALUATION 

Aging Population: Durable Tailwind 

We forecast revenue to grow at a 6.8% CAGR from FY26-
31, consistent with Street expectations (6.9%). Our 
forecast assumes continued specialty and oncology 
expansion, sustained GLP-1 utilization growth, and stable 
prescription drug volume growth supported by 
demographics (Figure 26).  

Figure 26: Henry Fund vs Street Revenue Estimates 
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Cost Structure & Margin Assumptions 

Given the thin-margin nature of pharmaceutical 
distribution, small changes in operating margin materially 
affect valuation (Figure 27). 

Figure 27: Cost Assumption Sensitivity Table 

 

 

 

 

Our model assumes: 

 Gross margin remains stable, consistent with 
historical spread economics. 

 Operating margin expands modestly as mix shifts 
toward oncology and higher-value services. 

 SG&A grows below revenue as scale efficiencies 
persist. 

Cost of Capital (WACC) - 6.01% 

We estimate McKesson’s weighted average cost of capital 
(WACC) at 6.01%, reflecting its defensive business model, 
low leverage, and stable cash flow profile. Using the 
Capital Asset Pricing Model, we calculate a 6.15% cost of 
equity, based on a 4.10% 10-Year U.S. Treasury Yield, a 
0.41 five-year monthly raw beta, and a 5% Henry Fund 
equity risk premium. We estimate a 3.55% after-tax cost 
of debt, derived from a 4.67% YTM on McKesson’s 10-year 
corporate bond and a 24% marginal tax rate. Applying 
market value weights of 94.6% equity and 5.4% debt 
results in a 6.01% WACC.  

Discounted Cash Flow (DCF) - $1081/ share 

Our enterprise DCF model implies an intrinsic value of 
$1081 per share, representing approximately 9.6% upside 
from the current price of $986.60. We project free cash 
flow to expand from $713 million in FY26 to $6.3 billion in 
FY31, driven by steady revenue growth and sustained 
capital efficiency.  

Key assumptions include a 2.5% terminal growth rate, a 
31% terminal ROIC, and a 6.01% WACC. These inputs 
generate operating assets of $138.5 billion. After adjusting 
for non-equity claims, we derive an equity value of $131.6 
billion, or $1081 per share.  

Relative Valuation - $811/ share 

We apply a forward P/E multiple on FY26E EPS as our 
primary relative valuation metric. The peer group includes 
Cardinal Health and Cencora, which trade at an average 
FY26 P/E of 26.6x. 

Applying the peer average multiple to McKesson’s FY26E 
EPS of $30.52 implies a relative value of $811 per share. 
McKesson currently trades at 32.3x FY26E earnings, 
reflecting a premium to peers. 

We believe this premium is partially justified by 
McKesson’s superior five-year ROIC, stronger specialty 
exposure, and lower leverage profile. However, for 
conservatism, we anchor our relative valuation to the peer 
average multiple rather than assuming sustained premium 
expansion. 

Henry Fund vs Street Price Target 

Our valuation framework blends intrinsic and market-
based approaches, with heavier emphasis on discounted 
cash flow given McKesson’s durable cash generation and 
high ROIC profile (Figure 28). 

Figure 28: Henry Fund Target Price Calculation 

 

 

 

With shares currently trading at $986.60, our target 
implies a 4.1% upside. 

Our price target is modestly above the Street consensus of 
$986.47. We believe consensus does not fully reflect the 
durability of McKesson’s revenue shift, sustained ROIC 
outperformance, and disciplined capital allocation.  
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KEYS TO MONITOR 

Our thesis rests on McKesson’s ability to compound 
earnings through specialty mix expansion, oncology 
platform growth, and sustained capital efficiency within a 
stable three-player oligopoly. Continued GLP-1 utilization, 
demographic tailwinds, and disciplined capital allocation 
remain central to long-term value creation.  

Key factors to monitor include specialty growth durability, 
reimbursement and IRA-related policy developments, 
shifts in payer mix, and competitive contract renewals 
within the distribution channel. Additionally, operating 
margin stability and working capital discipline are critical 
in a thin-margin industry where small execution changes 
materially impact returns.  

Overall, as McKesson sustains superior ROIC and converts 
modest revenue growth into durable cash flow expansion, 
our investment thesis remains intact.  
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DISCLAIMER 

Henry Fund reports are created by graduate students in 
the Applied Securities Management program at the 
University of Iowa’s Tippie College of Business. These 
reports provide potential employers and other interested 
parties an example of the analytical skills, investment 
knowledge, and communication abilities of our students. 
Henry Fund analysts are not registered investment 
advisors, brokers or licensed financial professionals. The 
investment opinion contained in this report does not 
represent an offer or solicitation to buy or sell any of the 
aforementioned securities. Unless otherwise noted, facts 
and figures included in this report are from publicly 
available sources. This report is not a complete 
compilation of data, and its accuracy is not guaranteed. 
From time to time, the University of Iowa, its faculty, staff, 
students, or the Henry Fund may hold an investment 
position in the companies mentioned in this report. 
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