Financial Health Analysis of Amazon.com, Inc. (2020-2022)
This report provides an overview of Amazon’s financial performance from 2020 to 2022 based on key financial ratios covering liquidity, profitability, solvency, asset utilization, and investor/market metrics. The analysis highlights the company's ability to sustain operations, generate profits, manage debt, and deliver value to shareholders.
Liquidity
Amazon's liquidity position weakened from 2020 to 2022, as indicated by several key ratios.
Current Ratio: The current ratio dropped from 1.14 in 2021 to 0.94 in 2022, below the 1.0 threshold. This indicates a growing strain on Amazon’s ability to cover short-term liabilities using current assets. The decline suggests Amazon’s increasing reliance on short-term financing to manage operations.
 Quick Ratio: Similarly, the quick ratio fell from 0.91 in 2021 to 0.72 in 2022, indicating reduced coverage of short-term liabilities excluding inventory. This reflects the increased pressure on cash and receivables to meet immediate obligations.
Defensive Interval: The defensive interval also dropped sharply from 109.49 days in 2020 to 81.76 days in 2022, signaling that Amazon has fewer days of cash and equivalents to cover daily expenses without relying on additional revenue.
Overall, Amazon’s liquidity ratios highlight a declining ability to meet short-term obligations, raising concerns about the company’s working capital management, particularly with a negative working capital figure of $-8.6 billion in 2022.

Profitability
Amazon's profitability ratios display a mixed trend over the three-year period.
Gross Margin: Amazon’s gross margin improved from 39.57% in 2020 to 43.81% in 2022, driven by the growth of high-margin businesses like Amazon Web Services (AWS). This reflects strong revenue generation relative to the cost of goods sold.
EBITDA Margin: The EBITDA margin rose consistently, reaching 105.77% in 2022, indicating enhanced operational efficiency and robust earnings before interest, tax, depreciation, and amortization. This was supported by Amazon’s continuous investment in technology and infrastructure.
Net Margin: The net margin, however, declined drastically from 7.10% in 2021 to -0.53% in 2022, signifying that Amazon faced challenges in converting revenues into net income. Rising operational costs, inflationary pressures, and substantial investments negatively impacted profitability, culminating in a net loss in 2022.
Amazon's gross and EBITDA margins indicate strong operational performance, but the sharp decline in net margin raises concerns about its ability to sustain profit growth amid rising costs.

Solvency
Solvency ratios show that Amazon’s debt levels increased between 2020 and 2022, placing more reliance on debt financing.
Debt to Equity (D/E): The D/E ratio increased from 34.06% in 2020 to 45.98% in 2022, reflecting Amazon's increased use of debt to finance its rapid expansion. The rise suggests that Amazon is increasingly leveraging its capital structure, potentially exposing the company to higher interest and repayment risks.
Long-term Debt to Capital: This ratio rose from 25.41% in 2020 to 31.50% in 2022, further indicating that a larger portion of Amazon’s capital is financed through long-term debt.
Times Interest Earned (TIE): The TIE ratio deteriorated significantly from -13.90 in 2020 to -5.17 in 2022, reflecting Amazon's decreasing ability to cover interest expenses with operating income, which is concerning given the rising debt levels.
While Amazon's ability to raise and manage debt is evident, the increasing reliance on debt financing and declining interest coverage pose potential solvency risks in the long term.

Asset Utilization
Amazon’s ability to utilize its assets to generate revenue also experienced some decline.
Asset Turnover: The total asset turnover ratio decreased from 31.67% in 2021 to 29.10% in 2022, indicating a reduction in the efficiency with which Amazon converts its assets into revenue.
Fixed Asset Turnover: Similarly, the fixed asset turnover ratio dropped from 85.92% in 2021 to 74.06% in 2022, suggesting that Amazon’s extensive investments in property, plants, and equipment are not generating as much revenue as before.
Inventory Turnover: The inventory turnover ratio also fell, from 241.29% in 2021 to 215.40% in 2022. This indicates that Amazon took longer to sell its inventory, which could be attributed to slower demand growth or inefficiencies in managing inventory amidst supply chain challenges.
These declining asset utilization ratios suggest that Amazon is not generating as much revenue relative to its growing asset base, potentially affecting its future profitability.

Investor/Market Ratios
The investor and market ratios paint a fluctuating picture of Amazon’s market value and attractiveness to investors.
Price-to-Earnings (P/E) Ratio: The P/E ratio fell from 49.48 in 2021 to -381.96 in 2022, reflecting negative earnings and a drop in market sentiment. This sharp decline highlights investor concerns regarding Amazon’s future profitability.
Return on Equity (ROE): ROE dropped from 7.20% in 2021 to -0.48% in 2022, indicating that shareholders' equity is not being used effectively to generate returns, largely due to Amazon’s net loss in 2022.
Enterprise Value to EBITDA (EV/EBITDA): The EV/EBITDA ratio decreased from 3.47 in 2021 to 1.96 in 2022, signaling that the company’s market value relative to its earnings has become more attractive, though this could also reflect reduced investor confidence.

Conclusion
Amazon’s financial health shows both strengths and weaknesses from 2020 to 2022. On the positive side, the company has maintained robust operational margins, driven by AWS and strategic investments. However, the declining liquidity, profitability challenges, increasing reliance on debt, and falling asset utilization raise concerns about the company’s ability to sustain growth in the short to medium term. Despite these challenges, Amazon remains a key player in the global market, though it will need to address rising costs, improve liquidity, and optimize its assets to ensure continued success.
Debt to Equity (D/E)

Debt to Equity (D/E)	
2020	2021	2022	0.34062781037214679	0.35259141379435061	0.45979608745369516	
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Long-term Debt to Capital	
2020	2021	2022	0.2540808177607411	0.26067843562990334	0.31497281805687805	
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Times interest earned(TIE)	
2020	2021	2022	-13.903460837887067	-13.752902155887231	-5.1744824672581329	
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2021	2022	0.31670091028710712	0.29096978795866052	

Fixed Asset Turnover

Fixed Asset Turnover	
2021	2022	0.85923663563708186	0.74061804747028781	

Inventory Turnover

Inventory Turnover	
2021	2022	2.4128997962257466	2.1540085017525543	

Price-to-Earnings (P/E)

Price-to-Earnings (P/E)	
2020	2021	2022	48.057416267942585	49.478395061728392	-381.96296296296293	

Return on Equity (ROE)

Return on Equity (ROE)	
2021	2022	7.2014124818151601E-2	-4.7873986942818551E-3	
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Enterprise Value to EBITDA (EV/EBITDA)	
2020	2021	2022	2.6110317372439455	3.46925119321785	1.9572184800682786	
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Current Ratio	
2020	2021	2022	1.0502274795268425	1.1357597739445826	0.9446435811136924	

Quick Ratio

Quick Ratio	
2020	2021	2022	0.86195355461486722	0.90633039517523517	0.72323721145740161	
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Defensive Interval	
2020	2021	2022	109.48844189280355	105.77332377405646	81.758079464259026	

Gross Margin

Gross Margin	
2020	2021	2022	0.3956779186870571	0.42032514441639601	0.43805339865326287	

EBITDA Margin

EBITDA Margin	
2020	2021	2022	1.0059083468026027	1.0203353610516324	1.0577314813914078	

Net Margin

Net Margin	
2020	2021	2022	5.5252496995316841E-2	7.1014128755145567E-2	-5.2958950004183018E-3	

