The Report
To : Paul
From : Kehinde
Date: 12/12/2024
Subject: Analysis of Financial Health of Amazon  

Introduction:
[bookmark: _Hlk182170690]These report talks about liquidity, profitability, debt management, asset utilization and market ratio of Amazon from December 2017  to December 2019. It covers the area of  Liquidity, profitability, debt management, asset utilization and market ratio.

LIQUIDITY 

  Liquidity Ratios:
· Current Ratio: Stable across the years, around 1.1, indicating consistent short-term financial stability.
· Quick Ratio: Slight improvement from 0.76 (2017) to 0.86 (2019), showing better coverage of liabilities with liquid assets.
· Cash Ratio: Gradual increase from 0.54 (2017) to 0.63 (2019), reflecting an increase in cash reserves relative to liabilities.
  Defensive Interval:
· Improved slightly from 135 days (2017) to 144 days (2019), suggesting better capacity to cover daily expenses without relying on revenue.
  Operational Days:
· Inventory Days: Decreased from 52.3 (2017) to 45.2 (2019), reflecting improved inventory turnover.
· Payable Days: Reduced slightly from 112.9 (2017) to 104 (2019), but still relatively high.
· Receivable Days: Stable across the years, averaging 27 days, showing consistent collection efficiency.
  Net Trading Cycle:
· Remains negative, improving from -33.54 days (2017) to -31.76 days (2019), indicating strong working capital management by delaying payments longer than collections.
  Working Capital Trends:
· Absolute Working Capital: Increased from $2,314K (2017) to $8,522K (2019), signalling better short-term financial health.
· Working Capital as % of Sales: Improved from 1.3% (2017) to 3.04% (2019), showing enhanced operational efficiency.
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This chart shows 
· Liquidity Ratios: Current, Quick, and Cash Ratios remained consistent from 2017 to 2019, showing stable liquidity management.
· Operational Days:
·  Inventory and Receivable Days remained steady, while Payable Days were consistently higher, reflecting strong payment terms with suppliers.
· The Net Trading Cycle stayed negative, indicating efficient working capital use.
· Working Capital: Increased significantly from 2017 ($2,314K) to 2019 ($8,522K), supported by a rise in Working Capital as a Percentage of Sales from 1.3% to 3.04%.
PROFITABILITY

  Gross Margin: Improved from 37.07% (2017) to 40.99% (2019), indicating better cost control.
  EBITDA: Increased from 15,584 (2017) to 36,330 (2019), with margin rising to 12.95% (2019).
  EBIT: Grew from 4,106 (2017) to 14,541 (2019), showing operational gains.
  Net Margin: Rose from 1.7% (2017) to 4.13% (2019), reflecting improved overall  profitability.
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This chart display profitability metrics from 2017 to 2019.
· Profitability Margins: Gradual improvement in Gross Margin, EBITDA Margin, and Net Margin from 2017 to 2019, indicating better cost management and profitability.
· EBITDA and EBIT Growth: Significant increases in absolute values for both EBITDA and EBIT, reflecting strong operational performance.
The charts highlight consistent improvements in the company’s profitability over the three years

DEBT MANAGEMENT 
· Debt Levels: Significant improvement in Debt-to-Equity (0.89 to 0.38) and Debt-to-Total Assets (0.35 to 0.16) from 2017 to 2019, indicating reduced reliance on debt financing.
· Interest Coverage: Improved ability to cover interest payments, with Times Interest Earned rising from 12.52 to 16.62.
· Free Cash Flow (FCFE): Declined sharply from $29,221 (2017) to $11,960 (2019), reflecting reduced cash availability for shareholders.
Overall, the company reduced debt effectively but faces challenges with declining free cash flow                                                                                                                                                                        
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This |chat shows the following :
  Debt Ratios:
· Declining Debt-to-Equity, Debt-to-Total Assets, and Long-Term Debt to Capital from 2017 to 2019 indicate reduced reliance on debt financing.
  Interest and Debt Coverage:
· Times Interest Earned improved consistently, showing stronger ability to meet interest obligations.
· Debt Coverage peaked in 2018 but declined in 2019, suggesting reduced debt repayment capacity.
  Free Cash Flow (FCFE):
· Both FCFE Per Share and Total FCFE dropped significantly, indicating shrinking cash reserves available for shareholders.


ASSET UTILIZATION 
1. Total Asset Turnover:
· Decreased from 1.43 (2018) to 1.25 (2019), indicating reduced efficiency in generating revenue from total assets.
2. Fixed Asset Turnover:
· Declined from 2.66 (2018) to 2.18 (2019), showing reduced utilization of fixed assets to generate sales.
3. Inventory Turnover:
· Relatively stable, improving from 6.98 (2017) to 8.08 (2019), reflecting better management of inventory efficiency.
4. Return on Assets (ROA):
· Increased from 0.023 (2017) to 0.062 (2018) but dropped to 0.051 (2019), indicating fluctuating profitability relative to total assets.
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This chart shows :
· Asset Turnover: Total and Fixed Asset Turnover peaked in 2018 but declined in 2019, indicating reduced efficiency.
· Inventory Turnover: Remained stable, showing consistent inventory management.
· ROA: Increased in 2018 but declined in 2019, reflecting fluctuating profitability.
The chart highlights stable inventory efficiency but declining overall asset utilization in 2019.


MARKET RATIO 
1. Valuation Ratios:
· Price-to-Equity (P/E): Declined from 9.25 (2017) to 3.94 (2019), indicating reduced market valuation of earnings.
· Price-to-Book Value (PBV): Shows a decreasing trend, reflecting reduced investor willingness to pay a premium on book value.
2. Profitability Metrics:
· Earnings Per Share (EPS): Increased from 6.15 (2017) to 23.01 (2019), highlighting improved profitability per share.
· Return on Equity (ROE): Improved steadily from 2.31% (2017) to 5.14% (2019).
· Return on Capital Employed (ROCE): Increased from 7.83% (2017) to 17.01% (2019), indicating efficient use of capital.
3. Dividend Metrics:
· Dividend Payout Ratio, Dividend Per Share, and Dividend Yield: Negative values indicate no dividends were distributed, possibly due to reinvestments or financial adjustments.
4. Enterprise Value (EV):
· Increased from 5.12 (2018) to 6.24 (2019), suggesting higher market valuation.

[image: ]
This chart shows Investor/Market Ratios over 2017–2019:
1. Profitability Metrics:
· Earnings Per Share (EPS) shows consistent growth.
· Price-to-Equity (P/E) ratio decreased, reflecting declining market valuation relative to earnings.
2. Book and Market Values:
· Book Value Per Share (BV) increased significantly.
· Price-to-Book Value (PBV) decreased, showing reduced market valuation of book equity.
3. Returns and Enterprise Value:
· Both Return on Equity (ROE) and Return on Capital Employed (ROCE) improved steadily.
· Enterprise Value (EV) showed a dip in 2018 but recovered in 2019.









CONCLUSION:

The company’s liquidity and working capital management improved steadily over the three years, with better cash reserves and reduced inventory holding. The company’s profitability has improved consistently over the three years, with notable gains in gross margin and EBITDA, supported by cost control and revenue growth. The rising net margin reflects efficient expense management and better net earnings performance. The company debt management has made substantial progress in reducing debt levels and improving interest coverage. However, declining free cash flow suggests challenges in maintaining liquidity, which could impact future operations or debt repayment capacity. The company’s asset utilization shows mixed results while inventory turnover improved, total and fixed asset turnover declined, reflecting reduced overall efficiency. The drop in ROA in 2019 highlights reduced profitability despite better inventory management. The company  market ratio demonstrated significant improvements in profitability and capital efficiency, reflected in rising EPS, ROE, and ROCE. Market valuations (P/E and PBV) decreased, possibly due to market perception or external factors. Negative dividend metrics suggest a focus on reinvestment rather than shareholder payouts.
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