Amazon Financial Report

This report is going to discuss the overall finance health of major company Amazon. Taking a look at the profitability of amazon the gross margin of this could represent the company is very profitable and that there are many opportunities for growth. This is because it suggests that the company is generating more profit on each dollar of sales meaning there will be more money to invest is these future growth opportunities. With amazons EBIT also being positive this shows the companies real earning power before its interest and taxes are considered. This is beneficial for investors as it helps to again point that amazon is a very profitable company meaning that investors capital is likely to also follow the same growth pattern so investors could also then feel obliged to then invest more which in turn will help amazon to maintain the high levels of growth. Looking between the two years EBIT does slightly fall in the second year compared to the first year as well as the net margin which also takes a large fall however while it is still positive the company is still performing well however this may deter some investors until the numbers make an improvements hopefully in 2023.
It is notable that Amazon’s Technology & content and Sales & marketing have seen sharp increases, indicating the heavy spend on AWS and Prime Video content. While the e-commerce segment is seen to be normalizing post the Covid-19 boom, sales reflect the increasing global inflation levels.  

Taking a look at liquidity of amazon the current ratio of current assets and liabilities is shows to be falling over this 2 year period. The drop from 1.14 in 2021 to 0.94 in 2022 actually shows that in 2021 they had more current assets than liabilities. However in 2022 this changed and being below 1 this represents that amazon have more current liabilities than assets. This in turn means that amazon may have struggled to pay short term obligations as they just did not have the resources to do so. This poor ratio trend is seen in the quick and cash ratio to as they all tell similar stories that the short term financial health of amazon was not at a good position throughout the 2 years discussed. With amazons inventory days also being over a month this means that amazon hold products on average for this long before they are sold. This contributes to the statement that their financial health in the short term to deal with current liabilities is not great as it takes them longer to sell items.	Comment by Shamla Yoosoof: Good observation
The Current ratio is greater than 1 indicating the short-term asset’s ability to meet short term liabilities. Quick and Cash ratios above 0.5 which also indicates that the company can meet more than 50% of its short-term liabilities with its cash in hand. The decline in current ratio was mainly to be attributed to a reduction of marketable securities (following the sale of the company’s stake in Rivian).

As an online marketplace where thousands of vendors are hosted on site, Amazon’s payable days is typically higher than other companies as it is part of its 90-day credit policy. As a result of Amazon’s nature of business, its payable balances are higher than its inventories and receivables where it holds inventory on behalf of its vendors. Therefore, working capital is negative and so is the trading cycle. On a year over year basis the number has worsened, but can be supported with the argument that Amazon has started its own fulfilment services and is a fast growing company.

Furthermore assessing the financial health of amazon you can use inventory turnover. Inventory turnover measures how often a company replaces inventory relative to its cost of sales. Looking at the 2 years covered this number is over 1 and slightly rises from 2021 from 8.34 to 8.40 in 2022. This indicates the overall position on inventory turnover improved as the higher the number this generally reflects better performance for the company. Furthermore, adding to the positive indicators for asset utilisation with the companies total asset turnover being more than 1 this shows company is creating more sales per dollar of assets, indicating efficient asset management.
Amazon has a large portion of goodwill in its asset base, where the Fixed asset turnover is almost three times higher than the total asset turnover. The goodwill and intangibles are manly as a result of acquisitions in addition to the increased R&D spending on AWS which we will have to closely watch for future profitability.

Taking a look at the solvency and debt management of amazon these stats make amazons financial health look rather favourable. This is because figures like long term debt to capital being less than 1.0 is a good position as if this had been over this could suggest the company may be overleveraged and be at risk of defaulting on its loans. Another figure contributing to this is also the company’s debt to equity figures of 0.35 in 2021 and 0.46 in 2022. While there is a rise between the two years calculated, this is by no means cause for concern as this still implies that the company is still in a very good position as if it was 1.0 this would mean that long term debt is equal to shareholders equity. Ideally this figure would be as low as possible but around 0.5 is a very good position for a company such as amazon which indicates there overall financial health is still very good.
Amazon’s long-term liabilities have been increasing over the years as the company has increased its Financial lease commitments to facilitate the number of new fulfilment centres opened over the last year. Although the long-term debt remain rather steady, financial lease commitments have dramatically increased which has increased the debt service burden as well. However, the company has adequate levels of interest coverage and free cash flow indicating its financial health. However, the increase in the debt level would also mean that the company’s borrowing capacity in future is strained where it might have to pay higher interests to secure more debt.

Finally taking a look at amazons investor/ market ratios such as price to equity. P/E ratio, or price-to-earnings ratio, is a quick way to see if a stock is undervalued or overvalued. The lower this figure generally the better this will be for the business and investors. A market average is typically seen to be about 20-25. Amazon in 2021 is double this sitting at 44.76. Another figure to look at is price to book value. A company with a high P/B ratio could mean the stock price is overvalued, while a company with a lower P/B could be undervalued. Amazons P/B value of 11 in 2021 and 10.3 in 2022. This figure is neither to low or to high however it is still a fairly low number which could represent that stock is undervalued.

ROE, ROA and ROCE all are within the health territory, however, have declined slightly compared to previous year. Furthermore, given Amazon’s valuations, one would expect the ratios to be better as there are many other smaller companies with better returns than Amazon, however, it is notable that these valuations are backed by Amazon’s expansion.


