Introduction
	Do you use Walgreens’ Balance® Rewards or CVS ExtraCare® Rewards Programs? Before becoming the Walgreens that is known today, the drugstore conglomerate started its humble beginning in 1901, when Charles R. Walgreen invested $6,000 into the purchase of the drugstore where he worked as a pharmacist in Chicago, IL. Sixty-two years later in 1963 in Lowell, Massachusetts, brothers Stanley and Sidney Goldstein, and partner Ralph Hoagland opened the doors to the very first CVS pharmacy™ (Consumer Value Stores), selling health and beauty products. Over the years, both companies have not only evolved and transformed how pharmacies do business, the chains have become the two largest pharmacies in the United States. Respectively, they rank numbers one (1) and two (2), with CVS pharmacy™ serving as the largest.  In fact, Walgreens and CVS pharmacy™ together control at least half of the drugstore market share in almost every major U.S. city (Stern, 2015) from coast to coast. As of August 31, 2019, Walgreens operated approximately 9,277 locations throughout all 50 states ("Newsroom," n.d.) and CVS pharmacy™ operates 9,990 locations in 49 states, the District of Columbia and Puerto Rico ("Company information, facts & figures," n.d.). Whether one’s preference is Walgreens, CVS pharmacy™, or neither, this paper will examine these two entities from a financial perspective to determine which one is currently performing the best financially, and recommend which of the two would be the better choice to place one’s investment. 
[bookmark: _Hlk52484001]	Globally, the health care industry is one of the largest and fastest growing of the eleven industries that are classified by the Global Industry Classification Standard (GICS). Health care in the U.S. has been, and remains to be, one of the most important social and economic issues facing the country today.  While current trends in the industry are shifting from a volume-based  model to a value-based model, which means lesser revenues for providers, ("US healthcare industry trends 2019 | Infiniti research identifies the biggest healthcare industry trends of the year," 2019) it remains to be seen how this market shift will affect Walgreens and CVS pharmacy™ financially. The most recent statistical data of 2019 shows that in the U.S. Walgreens holds 18.9% of the prescription drug market while CVS pharmacy™ boasts 24.5% (Mikulic, 2020). It is important to note, however, that although the health care industry is growing and both entities hold a significant market share, these “traditional” pharmacies not only compete with one another, they are also competing with the growth of online pharmacies.  By examining both companies’ current debt, profitability, operating and investment valuation ratios, and cash flow, the findings will support the recommendation of which pharmacy to invest in that will offer the best return on one’s investment.   
Ability to Pay Current Liabilities
	A company relies on debt to help finance its operations. A company’s ability to pay its debts (liabilities), both short-term and long-term, is critical to its long-standing. Another critical key to such long-standing is the means by which a company funds those debts. Collectively, Walgreens and CVS pharmacy™ have a long-standing of 176-years in the pharmacy business. Therefore, it is easy to assume that both companies have sustained enough cash and working capital throughout the years to have positioned themselves as the largest pharmacies in the U.S. Having sufficient cash to operate is very important, as a business can be profitable and still run out of working capital (Jesenik, 2008). Equally as important is a company’s debt ratio, which reveals whether a company has more debt than assets and vice versa. As such, an examination of both companies’ ability to pay its current liabilities and its debt ratio will help to compare and determine which company is doing better at the present time. 
	Walgreens’ 2019 SEC Form-10K annual report filing reported that the company’s current assets are valued at $18,700 million; and its current liabilities are reported as $25,769 million (Annual Report 2019, 2020, p. 73). To determine the company’s current ratio, one will divide its current assets by its current liabilities. Based on Walgreens filing, it has a current ratio of 0.7249, which is lower than the desirable level of 1.0. CVS’s 2019 SEC Form 10-K annual report filing reported that the company’s current assets are valued at $50,302 million; and its current liabilities are reported as $53,303 million (CVSHealth 2019 Annual Report, 2020, p. 105). Using the same formula, CVS pharmacy™ has a current ratio of 0.9437 which is also lower than the desirable level of 1.0. While both companies have current ratios below the current average, in comparing the two, one can determine that CVS pharmacy™ is doing better than Walgreens in its ability to pay its current liabilities.
	Walgreens’ 2019 SEC Form-10K annual report filing reported that the company’s current total debts are $43,447 million; and its total assets are reported as $24,152 million (Annual Report 2019, 2020, p. 73). To determine the company’s debt ratio, one will divide its total debts by its total assets. Based on Walgreens filing it has a debt ratio of 1.8. CVS’s 2019 SEC Form 10-K annual report filing reported that the company’s total debts are valued at $158,279 million; and its total assets are reported as $222,449 million (CVSHealth 2019 Annual Report, 2020, p. 105). Using the same formula, CVS pharmacy™ has a debt ratio of 0.71. Most investors look for companies to invest in that have a debt ratio between 0.3 and 0.6 (Ross, 2019), and while neither company’s debt ratio falls within those parameters, CVS has a more favorable debt ratio when compared to Walgreens.   
The general consensus is that a company with a current ratio of less than 1.0 may indicate insolvency; the inability to pay one’s debt. However, a company may still have the ability to meet its current obligations in spite of a less than 1.0 current ratio. Similarly, the general consensus regarding debt ratio is that a company with a debt ratio between 0.3 and 0.6 indicates that it has more assets than debt. It is significant to note that when comparing like entities such as Walgreens and CVS pharmacy™, one must be cognizant of the average current ratio and debt ratio in the retail pharmacy and drug store industry. In 2019, the average current ratio in the U.S. health care industry was 1.19, and the average debt ratio was 0.64 ("Health services: Industry financial ratios benchmarking," n.d.), according to IFRS financial reporting and analysis software. Comparing the current ratio and debt ratio of Walgreens and CVS pharmacy™, CVS pharmacy™ is the better investment.
Profitability and Operating Performance
	Before investing in a company, one should examine its profitability and operating performance ratios which provide insight into how the company generates income, and how efficient a company’s management is at keeping cost low and revenue or sales high, i.e., generating profits and value for shareholders. To compare the profitability and operating performance of Walgreens and CVS pharmacy™, one must examine the company’s Return on Assets (ROA) and Return on Equity (ROE).
	Sales are paramount in any business organization. Companies use their fixed assets to generate sales. By examining the fixed-asset turnover ratio, one can determine how well a business generates sales using its fixed assets. A higher ratio indicates that less money is tied into fixed assets from sales revenue, which is a good indication of a business’ operating performance. To calculate the fixed asset turnover, one must divide the net sales by the average net fixed assets (Boundless.com, n.d.). Beginning in 2017-2019, Walgreens had fixed-asset turnover ratios of 1.79, 1.93, and 2.02; and CVS pharmacy™ had fixed-asset turnover ratios of 1.94, 0.99, 1.15. Walgreens indicated better operating performance due to higher fixed-turnover ratios than CVS.
	Earning profits are key to a business’s success, and a company’s ability to generate profits from its assets highlights the company’s efficiency. Return on Assets (ROA) is an indicator that shows how well a company utilizes its assets. To determine ROA, one must determine a company’s net sales revenue and divide by its average total assets. This formula is used to indicate a company’s ability to generate profits from its assets. It measures the efficiency of the company’s operations in generating earnings from its assets (Boundless.com, n.d.). Beginning in 2017-2019, Walgreens had ROAs of 6.21, 7.39, and 5.86; and CVS pharmacy™ had ROAs of 6.97, -0.30, and 2.98. Based on Walgreens consistent ROA during the 2017-2019 time period, it is more efficient than CVS pharmacy™ in generating a profit from its assets, making Walgreens more profitable, and showing better operating performance than CVS pharmacy™.
[bookmark: _Hlk52484540]Without profits, there are no investors, and without investors, businesses cease to exist. A company’s ability to generate profits from its shareholders investments in the company is called return on equity (ROE). By examining the ROE of Walgreens and CVS pharmacy™, one can determine which company generates the most profits from its shareholders investments. ROE is calculated by subtracting preferred dividends from net earnings after taxes, then dividing by common equity dollars. Beginning in 2017-2019, Walgreens had an average ROE of 13.71%, 16.89%, and 17.18% (Walgreens ROE, n.d.); and CVS pharmacy™ had an average ROE of 15.71%, 8.38%, 6.41% (CVS Health ROE, n.d.). These data show that Walgreens generated more profit than CVS due to its higher ROE between 2017-2019 time period.
After utilizing the ratios for return on equity (ROE), return on assets (ROA), and fixed-asset turnover to compare the profitability and performance of Walgreens and CVS pharmacy™, one can determine that Walgreens is a better investment because of its higher ROE, consistent ROA, and favorable fixed-asset turnover ratio. A point to note is that Walgreens can become more profitable by turning over its inventory quicker. 
Cash Flow Indicator & Investment Valuation Ratios
The shareholders in a company are, in essence, the owners of that company.  An investor exchanges capital for shares of a business, giving him or her equity in that business.  The shareholders have a stake in both the business’s successes and failures (Hayes, 2020), so an investor will want to closely evaluate the dividend payout ratio and the price per earnings ratio of a prospective stock investment to determine if that company’s performance is favorable for its shareholders.  
A dividend is a portion of a company’s profit that is separated from retained earnings and paid to shareholders (Boundless Finance, n.d.).  Some companies attract investors by paying a larger portion of profit in dividends, while others place a higher importance on allocating more profit to retained earnings in order to grow the business, and in turn raise the value of the stock for shareholders.  While keeping a larger portion for retained earnings may provide a better long-term prospect, healthy dividend payments have an important role in keeping shareholders happy in the short-term.  
The dividend payout ratio can be utilized to determine how much of the earnings during a period are paid out as dividends.  This number can help assess which company is healthy enough to allocate a larger portion of profit back to the shareholders.  The dividend payout ratio is calculated simply by dividing dividends by net income for a determined period.  
Analyzing the consolidated statement of shareholders’ equity from CVS’s SEC 10-k filing for 2019 will show a reported net income of $6,631 million, and common stock dividends paid in the amount of $2,615 million (SEC Form 10-K, 2020, p. 96). This produces a dividend payout ratio of 0.394, or 39.4%.  In 2019, Walgreens reported net income of $3,962 million, and dividends paid of $1,632 million (Annual Report 2019, 2020, p. 70). The resulting dividend payout ratio is slightly higher than that of CVS, at 0.412, or 41.2%.  
The price to earnings ratio is calculated by dividing the current share price of a company by the earnings per share. The resulting figure is often used to evaluate the relative value of a company (Boundless Finance, n.d.) because it shows how much each share earns relative to the cost of the stock.  When benchmarking one company against another, this ratio indicates which share is actually more expensive.  The higher the ratio, the more expensive the stock. 
The current share price of CVS pharmacy™ is $59.57, with an earnings per share of $6.29. Walgreens has a current share price of $36.93, producing an EPS of $0.85.  The resulting price per earnings ratios for CVS pharmacy™ and Walgreens are 9.47 and 43.45, respectively.  This shows that despite the higher stock price; the cost of a share in CVS pharmacy™ produces much better results, and therefore is a less expensive investment relative to the earnings of the company.  
	While Walgreens produced a slightly higher dividend payout ratio than CVS pharmacy™, the disparity between the price per earnings ratios of the two companies weighs much more heavily in favor of CVS pharmacy™.  When it comes to keeping shareholders happy, the ratios point towards CVS pharmacy™ as the superior company.

--Section 5—

Non-Financial Criteria for Investment Options
There are many nonfinancial factors than can affect one’s business criteria, and the top three are management structures, diversity, and growth potential.  Investors look at these factors to ascertain what is driving the business’s success.  As the business owner, one should use these factors to gain a sense of which values are important and how one should use them to maximize the value of the business for buyers.  Financial numbers provide one with a depth of information about the success of a company as there are several vital factors unrelated to finances that should be considered.
To accurately see the value of a business, one must look at years of data to examine growth trends such as whether the company has improved, or whether its earnings have stayed flat.  Another aspect that one should examine is the turnover rate within the company to determine whether the company is continuing to grow and develop its employees or has the leadership of the organization “checked out” and the company is slowly deteriorating.  A strong management team will directly impact the health of a business.  An example of the benefit of a strong management team is that it makes it easier to train new upper management personnel on the inner workings of the company from day to day operations to the long-term business plan that supports the longevity and future state of the company. While financial statements can show a company’s growth, it does not necessarily reveal the company’s potential, further highlighting the importance of including nonfinancial factors when evaluating a company.  Investors want to see growth strategy in a company’s business plan to include customer base expansion, markets, and new products
Conclusion
	It is evident that there are a number of financial factors that one must consider before investing in a company. When examining like entities to determine which is the better investment, one should begin by evaluating each company’s annual report and compare its current debt, profitability, operating and investment valuation ratios, and cash flow.  These factors will help inform an investor’s decision of which company to invest in that will provide the best return on investment. Companies who offer the highest potential of returns are the ones that are most desirable to investors. The examination of Walgreens and CVS pharmacy™, both financially sound companies, proved that CVS pharmacy™ is the better investment.  
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[bookmark: _GoBack]Appendix
Liquidity Measurement Ratio:
	Current Ratio

	Walgreens
	0.7249

	CVS
	0.9437



Profitability Indicator Ratios:
	Return on Assets

	
	2017
	2018
	2019

	Walgreens
	6.21
	7.39
	5.86

	CVS
	6.97
	-0.30
	2.98



	Return on Equity

	
	2017
	2018
	2019

	Walgreens
	13.71
	16.89
	17.18

	CVS
	15.71
	8.38
	6.41



Debt Ratio:
	Debt Ratio

	Walgreens
	1.80

	CVS
	0.71



Operating Performance Ratio:
	Fixed Asset Turnover Ratio

	
	2017
	2018
	2019

	Walgreens
	1.79
	1.93
	2.02

	CVS
	1.94
	0.99
	1.15



Cash Flow Indicator Ratio: 
	Dividend Payout Ratio

	Walgreens
	41.2%

	CVS
	39.4%



Investment Valuation Ratio: 
	Price / Earnings Ratio

	Walgreens
	43.45

	CVS
	9.47







2019 Ratio Comparison

Walgreens	1.80
41.2

Current Ratio	ROA	ROE (%)	Debt Ratio	Fixed Asset Turnover	Dividend Payout Ratio (%)	P/E Ratio	0.72489999999999999	5.86	17.18	1.38	2.02	41.2	43.45	CVS	
0.71

Current Ratio	ROA	ROE (%)	Debt Ratio	Fixed Asset Turnover	Dividend Payout Ratio (%)	P/E Ratio	0.94369999999999998	2.98	6.41	1.06	1.1499999999999999	39.4	9.4700000000000006	



