Using the profitability and operating performance ratios, discuss what conclusions you can make about each company’s profits over the past three years. Support your conclusions. Which company is doing better, why or why not?
Profitability and operating performance of CVS as compared to Walgreens pharmacy. In order to show the comparison of their performance indicator ratios, we will need to take a closer look at their Return on Assets and Return on Equity.
There are 5 basic financial ratio calculations that will reveal how profitability a company is. 
1. Working Capital Ratio
2. Quick Ratio
3. Price-Earnings (P/E) Ratio
4. Debt-Equity Ratio
5. Return on Equity (ROE)
To calculate for the working capital ratio, we’ll need to know the Current Assets and divide it by the Current Liabilities, the company who has more cash than assets shows that they’re better able to payoff their debts.
CVS’s working capital ratio for 2017 was 1.02, 2018 was 1.03 and 2019 was .94. Walgreens’ working capital ratio were 2017 was 1.07, 2018 was .82 and 2019 was .73. These data show that CVS are more profitable and has better performance because CVS are better able to pay off their debts.
To validate, we can calculate the Quick Ratio, EPS, P/E ratio and Debt-Equity ratio of both CVS and Walgreens and compare to find out which one of them has a better operating performance.
To calculate for quick ratio, we need to subtract inventories from assets then divide by liabilities. CVS quick ratio for 2017 was .52, 2018 was .65 and 2019 was .62. Walgreens quick ratio for 2017 was .59, 2018 was .38 and 2019 was .36. Walgreens shows smaller ratio which means that they need to turnover their inventories faster. 
To calculate the price per earnings ratio, divide the current share price by earnings per share (EPS). CVS current share price is 59.57 while Walgreens is at 36.93. The EPS for CVS is at 6.29 and Walgreens is at .85. The P/E ratio of CVS is 9.47 and Walgreens is 43.45, this shows that CVS investors would only have to pay 9.47 for every dollar of annual earnings instead of paying 43.45 for Walgreens which means CVS is a better P/E ratio than Walgreens.
The calculation of debt-equity ratio will reveal if the company is borrowing too much. Debt-equity ratio is outstanding debt divided by shareholder’s equity. Walgreens has debt to equity ratio of .47 in 2017, .55 in 2018, and .72 in 2019 while CVS debt to equity ratio were .72 in 2017, 1.26 in 2018 and 1.07 in 2019. The company who borrows more between the two is CVS. Even though CVS has more debt than Walgreens, CVS’s working capital ratio still shows that CVS are better setup to payoff their debt than Walgreens.
To calculate for return on equity, will need to subtract the preferred dividends from net earnings after taxes then divide by common equity dollars. CVS average ROE in 2017 was 15.71%, 2018 was 8.38%, and 2019 was 6.41% (CVS Health ROE, n.d.). Walgreens average ROE in 2017 was 13.71%, 2018 was 16.89%, and 2019 was 17.18% (Walgreens ROE, n.d.). These data show that Walgreens generate more profit than CVS due to higher ROE.
Now that the working capital ratio, quick ratio, P/E ratio, debt-equity ratio and ROE are exposed for both CVS and Walgreens, it will be safe to say that Walgreens will be a better investment due to higher ROE even if they have smaller quick ratio. Walgreens will be more profitable once they figure out how to turnover their inventory faster.
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