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CVS Smokes the Competition in Corporate Social 
Responsibility 

INTRODUCTION 

In 1963, brothers Stanley and Sidney Goldstein founded the first Consumer Value Store (CVS) 

with partner Ralph Hoagland in Lowell, Massachusetts. The original CVS store sold health and 

beauty supplies. The company became widely successful and grew to include 17 stores during its 

second year of business. By 1967, CVS began offering in-store pharmacy departments, and in less 

than a decade, the company was acquired by the retail holding corporation Melville Corporation. 

This marked the beginning of CVS’s expansion across the East Coast through new store openings 

or mergers and acquisitions. In 1974, CVS reached a major milestone of exceeding $100 million 

in sales. 

As the company grew, they faced intense competition, which they responded to through a 

differentiation strategy. CVS focused on their core offerings of health and beauty products and 

began placing stores in shopping malls to generate more foot traffic. This strategy worked well for 

the company, allowing them to hit $1 billion in sales by 1985. The company celebrated its 25th 

anniversary in 1988 with 750 stores and $1.6 billion in sales. The acquisition of Peoples Drug, a 

chain of drugstores based in Alexandria, Virginia, allowed CVS to establish their presence more 

widely along the East Coast and spurred the launch of PharmaCare, a pharmacy benefit 

management (PBM) company providing services to employers and insurers. PBMs aid employers 

in managing healthcare benefit plans and in processing prescriptions. PBMs also have strong 

*This case was prepared by Jennifer Sawayda, Yixing Chen, Christine Shields, and Michelle Urban for and under the direction of 
O.C. Ferrell and Linda Ferrell © 2022. It was prepared for classroom discussion rather than to illustrate either effective or 
ineffective handling of an administrative, ethical, or legal decision by management. All sources used for this case were obtained 
through publicly available material and the CVS website. 
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HIPAA Privacy Case 

As a company grows and achieves widespread influence, they also inherit a responsibility to act 

ethically and within the law. In 2009, CVS was accused of improperly disposing of patients’ health 

information. It was alleged that company employees threw prescription bottle labels and old 

prescriptions into the trash without destroying sensitive patient information, making it possible for 

the information to fall into public hands. This is a violation of the HIPAA Privacy Rule, which 



 

  

          

      

      

      

          

   

   

     

          

    

       

       

        

         

           

         

        

        

    

    

       

      

 

report all violations of these new privacy policies; and (7) submit compliance reports to HHS for 

three years. The company also settled with the FTC by signing a consent order requiring the 

company to develop a comprehensive program that would ensure the security and confidentiality 

of information collected from customers. In so doing, the company agreed to a biennial audit from 

an independent third party. This audit was meant to ensure that CVS’s program continued to meet 

the FTC’s security program standards. 

Deceptive Business Practices 

In addition to privacy challenges, CVS has been accused of deceptive business practices. A 2008 

civil lawsuit involving 28 states was filed against the PBM division of CVS, which acts as the 

prescription drug claim intermediary between employers and employees. It also maintains 

relationships with drugstores and manufacturers. One of the main allegations of the lawsuit 

claimed that doctors were urged to switch patients to name brand prescriptions under the notion 

that it would save them money. Furthermore, these switches were encouraged without informing 

doctors of the financial burden it would impose on patients, and employer health care plans were 

not informed that this activity would benefit CVS. This could be seen as a conflict of interest at 

the expense of customers. Due to these allegations, the suit called for a revision in how the division 

gives information to consumers. In the end, CVS signed a consent decree without admitting fault 

and paid a settlement of $38.5 million to reimburse states for the legal costs and patients 

overcharged due to the switch in prescriptions. In a similar matter, a multi-year-long FTC 

investigation concluded in 2009 that the company had misled consumers regarding prices on 

certain prescriptions in one of its Medicare plans. The switch harmed elderly customers who were 

billed up to 10 times the amount they anticipated. CVS settled with the FTC for $5 million to 

reimburse customers for the change in price. 
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however, the DEA’s claims explicitly assigned negligence on the part of pharmacists in light of 

obvious “questionable circumstances.” These circumstances included the fact that several 

customers were coming to Florida from out of state to fill prescriptions. Many lacked insurance 



 

  

  

   

 

 

 

 

   

 

    

 

  

 

    

        

    

         

         

Two years later, CVS agreed to settle an $8 million claim with the DEA for violation of 

the Controlled Substances Act in its Maryland pharmacies. CVS faced allegations of dispensing 

controlled substances pursuant to prescriptions that did not have a legitimate medical purpose. 

CVS acknowledged that between 2008 and 2012 they dispensed controlled substances, including 

oxycodone, fentanyl, and hydrocodone, in a manner not compliant with its obligations or with 

regulations. The District Attorney in the case emphasized that pharmacies have a duty to ensure 

prescriptions filled are issued for a legitimate medical purpose. He also reminded doctors and 

pharmacists of the charge to protect against abuse of pharmaceutical drugs for non-medical 

purposes. 

Fraudulently Billing for Illegally Dispensed Drugs 

In 2019, the Department of Justice accused CVS Health and Omnicare (a CVS Health company) 

of fraudulently billing federal health programs for illegally dispensed drugs. According to the 

lawsuit, from 2010 to 2018 Omnicare allowed its pharmacies to distribute prescription drugs— 

including opioids—to long-term care facility residents even after a prescription had expired or 

the resident had no additional refills available. This impacted residents at more than 1,700 

residential living facilities. Medicare, Medicaid, and Tricare were then billed by Omnicare. In 

2020, CVS Health agreed to a $15.3 million settlement. 

MOVING TOWARD A HEALTHCARE COMPANY 

Despite the ethical challenges CVS has experienced, they are trying to reposition themselves as a 

socially responsible organization that places priority on consumer health. Being a quality 

healthcare company not only offers reputational benefits but also financial advantages as well. 

Changes in both the economic and healthcare landscape are creating new opportunities for CVS 

8 







 

  

           

      

       

          

         

 

       

       

           

           

     

  

      

        

           

            

       

           

       

            

        

     

     

for consumers who use CVS for their prescriptions as they can now choose from a CVS drugstore 

or a CVS/pharmacy within a Target location. Target pharmacies have generally received higher 

customer satisfaction ratings compared to CVS. If CVS can tap into the same practices that Target 

pharmacies have used to keep their customers satisfied, CVS could use what it learns to adopt a 

more customer-centric culture that would provide it with an advantage over rivals such as 

Walgreens. 

Despite CVS’s strides in becoming a healthcare company, competition from Walgreens 

has been gaining. In 2017, Walgreens obtained an advantage in prescription management contracts 

after the Tricare plan from the Department of Defense signed a deal with Walgreens. This deal did 

not include CVS pharmacies. Walgreens Boots Alliance also made a deal with PBM Prime 

Therapeutics to launch a specialty pharmacy and mail services company called AllianceRx 

Walgreens Prime, further increasing the competitive threat to CVS. 

Additionally, CVS is moving beyond MinuteClinic and entering the territory of home 

health care. The company began a clinical trial for a home-dialysis HemoCare device in 2019 

following a White House announcement of an initiative that encourages at-home dialysis treatment 

that is less costly. The goal of the initiative is to decrease end-stage kidney disease by 25 percent 

before 2030 by improving prevention, detection, and treatment of the disease. If the CVS clinical 



 

  

   



 

  

 

 

  

  

 

  

    

   

 

    



 

  

 

        

     

        

     

         

           

        

           

          

       

       

           

 

        

   

     

         

      

       

         

  

TOBACCO-FREE CVS 

In order to be consistent with its transition from pharmacy to healthcare company, CVS has made 

some landmark decisions aimed toward helping individuals lead healthier lives. In 2014, CVS 

announced that it would no longer sell tobacco products. The company became the first national 

retail pharmacy to stop selling tobacco products. The revenues generated from selling tobacco 

products were about $2 billion annually, so this bold decision sent a strong message to stakeholders 

regarding the values of the company. A company that is consistent in their actions will gain a good 

reputation, which will attract more customers and generate revenue. This decision also gave CVS 



 

  

       

         

         

     

          

 

  

       

      

       

         

         

    

         

          

          

       

 

     

    

          

    

decision affected its short-term profits and reduced each share by $0.06 to $0.09 each. One year 

after the decision, CVS released a report of results from studying states where it had greater than 

15 percent of the retail pharmacy market share. In the eight months following the elimination of 

tobacco products, the stores in these states reported approximately 95 million fewer packs 



 

  

   

      

 

 

 

      

      

         

          

          

       

         

     

     

          

 

        

         

   

       

           

         

104 (for children), and ailments requiring controlled substances should seek care elsewhere. 

MinuteClinics’ staff nurse practitioners and physician assistants generally provide services for 

minor wounds, common illnesses, wellness tests, and physicals, etc. Other information regarding 

insurance and pricing are also available on the website. 

STAKEHOLDER ORIENTATION 

CVS’s mission to be a pharmacy innovation company is guided by five values: innovation, 

collaboration, caring, integrity, and accountability. CVS uses these values to determine their 

actions and decisions, which offer a glimpse into their ethical culture. The company’s goal is to 

use their assets to reinvent the pharmacy experience and offer innovative solutions that help people 

follow a better path toward health. This goal relays to stakeholders that the company cares about 

healthcare. CVS’s business is committed to fostering a culture that encourages creativity and 

innovation, recognizing that contributions from all members are a high priority. This commitment 

highlights the value placed on collaboration with partners and stakeholders, which also serves to 

hold the company accountable for its operating activities—thus strengthening its integrity. Another 

important factor in the company’s ethical culture is to address enhanced access to care while also 

lowering its cost. 

CEO Larry J. Merlo emphasizes the long-term perspective the company is committed to 

with each decision and how it will affect each stakeholder group. He states that CVS’s priorities 

remain in customer health, the sustainability of healthcare systems, good stewardship, positive 

contributions to communities, and a meaningful workplace for employees. Such a statement from 

the top leader of the company sets the tone that fosters the ethical culture behind CVS. The 

company’s Code of Conduct includes ethical behavior expectations: CVS employs a Chief 
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become insured under the ACA. For instance, CVS embarked upon a five-year, $50 million 

initiative to fight against tobacco use. The company also offers free health screenings and flu shots 

for the uninsured, prescription discount card programs, and other community programs to supply 



 

  

        

    

       

         

       

       

   

       

        



 

  

   

        

       

      

       

   

  

 

        

        

         

       

     

      

        

         

           

        

         

        

      

 

energy use, so that each store can be continually monitored and adjusted according to each 

location’s needs. CVS is also in the process of upgrading lighting in the stores by including more 

energy efficient bulbs. Increasing water use was identified as a significant inefficiency, and CVS 

has responded by eliminating irrigation at retail locations and opting for less water-intensive 

landscapes. Finally, CVS offers customers ways to recycle and properly dispose of expired, 

unused, or unwanted medications, which benefit both human and environmental well-being. In 

one year alone, CVS collected 1.3 million pounds of unused medicines. 

CONCLUSION 

CVS is implementing strategies and allocating resources in the hope of achieving an ethical culture 

that benefits all stakeholder groups. This helps CVS maximize ethical decision-making and remain 

sustainable. It seems the company has learned from previous ethical lapses by being aware of 

addiction problems within their communities. As the first national retail pharmacy chain to 

eliminate cigarettes and other tobacco products, CVS boosted its transition from a pharmacy to a 

healthcare company, helping its customers lead healthier lives. Also, the merger with Aetna will 

has the potential to transform the healthcare industry by offering easy to use, affordable care 

options, including home healthcare solutions. The company’s impact on the environment is one of 

the next big challenges they will have to overcome. As one of the largest pharmacies in the United 

States, CVS has a long way to go to reduce their overall footprint. However, the company is on 

the right track, having set goals and action steps to achieve these goals. With the mission of helping 

people live healthier lives and innovating the pharmacy industry, CVS has a great responsibility 

in developing a business model, allowing the company to remain competitive while acting 

ethically at the same time. 

22 



 

  

   

  

  

          

  

 

  
      

                 
    

            
   

    



 

  

               
  

                 
    

               
                 

  
                

      
          

    
             

  
                

 
            

      
      

 
                  

        
             

                   
         

 
                  

    
                  

          
     

                 

            
      

        
     

          
  

                  
    

                
         

             
 

                 
     

               
  

             
   
            
     

      



 

  

   
 

https://www.journalinquirer.com/business/aetna-cvs




