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Introduction 

         This financial statement analysis serves as an evaluation of Amazon’s financial statements. 

It evaluates the companies ability to pay current liability, pay long term debt, sell merchandise 

inventory, collect receivables, profitability, and evaluating stock as an investment. The evaluation  

is done through specific ratios that help determine the overall standing of the company. At the 

end of every year companies prepare financial statements to keep track of their financial 

performance.  

Ability To Pay Current Liabilities  

           First, We evaluate the company’s ability to pay current liabilities through key ratios to 

help us determine if company is able to pay off current liability in a timely manner. Current 

liability is liabilities that a company is required to pay within a year. The key ratios use for this 

section of the analysis are working capital, current, cash, and acid-test ratios.  

            The working capital measures the ability to meet short-term obligations with current 

assets. A comparison of both years is done to review the overall standing of the business. The 

current assets have exceeded the current liability both years. The company is in good standings 

as far as for paying off current liability with current assets.  



            The current ratio measures a company’s ability to pay its current liability with current 

assets. A high current ratio indicates that the business has sufficient current assets to maintain 

normal business operations. Based on the table below we determine that in 2012 and 2011 

Amazon was able to operate normal business operations because their ratio was greater then one. 

That means that for every dollar of liability Amazon had 1.12 for 2012 and 1.17 for 2011 to pay 

off that debt. The industry average is 1.54:1, which is higher than Amazons current ratio. 

               The cash ratio helps to determine a company’s ability to meet its short-term obligations 

and is calculated as cash plus cash equivalents divided by total current liabilities. Since it’s 

leaving out other current assets and accounts receivable the ratio wont be able to pay off current 

liabilities alone. However, the current ratio indicates that cash is being invested into growing the 

company and not just hold large amount of cash.  

               The acid-test ratio tells us wether a company can pay all its liabilities if they came due 

immediately. The acid-test ratio is computed by adding up cash and cash equivalents, short term 

investments and net receivables then dividing it by total current liabilities. As soon on the table 

below the ratio has drop from 2011 to 2012 meaning if the company had to pay off total current 

liabilities it wouldn’t be able to within a short times notice. However, most of the current 

liabilities would be paid off because the ratio is slight under of the industry average.  

Ratios 2012 2011           Industry Average

Working Capital 2,294 2,594                                  N/A

Current Ratio                              1.12:1                              1.17:1                              1.54:1

Cash Ratio                              0.43:1                              0.35:1                                  N/A

Acid-Test Ratio                                 1:78                                 1:82                                 1:82



Ability To Sell Merchandise Inventory And Collect Receivables  

             Second, an evaluation of the company’s ability to sell merchandise inventory and to 

collect account receivables done with several different ratios. Merchandise inventory is product 

that a company has in stock to sell in the near future and account receivable are accounts that are 

owed to the company to be paid within a specified time frame. The ratios are use to determine 

the ability to sell inventory and to collect receivables, which are the inventory turnover, days’ 

sales in inventory, gross profit percentage, account receivable turnover, and days’ in receivables.  

              The inventory turnover measures the number of times a company sell average level of 

merchandise inventory during a year and the day’s sales in inventory is a ratio that measure the 

average number of days merchandise inventory is held by the company.  The table below shows 

that on average in 2012 and 2011 Amazon has been able to sell their merchandise faster than the 

industry average. However, from 2011 to 2012 the sells of merchandise has decreased at a 

minimal rate. Also, in 2012 and in 2011 the number of days it took for the company to sell off 

their inventory has been faster than the industry average.  Overall the company is able to sell 

merchandise above industry average, which helps the company continuously have revenue flow 

through the company. 

        The gross profit percentage reflects the company’s ability to earn a profit on the 

merchandise inventory. The gross profit percentage ratio is determine by dividing the gross profit 

by the net sales of the company. The gross profit is the amount of money left over after the cost 

of goods sold is subtracted by the net sales. The industry average is slightly greater than what 

Amazon has been reporting for their gross profit percentage. However, the gross profit has been 

increasing, from 2011 to 2012 it has increased a matter of 2%. This mean that the company is 



slightly becoming more profitable. If the trend continues the company will get up to the industry 

average in 5 years.  

              The accounts receivable turnover measures the number of times the company collects 

the average receivables balance in a year and the days’ sales in receivables indicates how many 

days it takes to collect the average level of receivables. Based on the information provided on the 

table below the turnover ratio from 2012 and 2011 has been greater than the industry average by 

over 10 times and it take about half of the days to collect the average amount of receivables. This 

is good for the company because it shows that the company is able to collect receivable at a 

faster rate compare to other companies in retail sales. 

Ability To Pay Long Term Debt 

           Next, an evaluation of the company’s ability to pay long term debt through a couple of 

different ratios. Long-term debt is accounts that are signed for a greater period than 12 months  

or fiscal years which ever comes first. Those ratios are debt ratio, debt to equity ratio, and the 

time-interest-earned ratio.  

      The debt ratio shows the proportion of assets financed with debt. In 2011 the amount of 

assets financed with debt was less than in 2012. In comparison with both year the amount of 

Ratios 2012 2011           Industry Average

Inventory Turnover                         8.3 times                         9.1 times                         4.8 times 

Days’ Sales In Inventory                           44 days                        40.1 days                      75.42 days

Gross Profit Percentage 24% 22% 33.55%

Accounts Receivable 
Turnover Ratio

                    20.59 times                     23.13 times                     10.11 times

Days' Sales in 
Receivables

                       17.7 days                        15.8 days                      36.11 days



assets obtained with debt has increase. This number is much greater than the industry average, 

which means that the company is much is greater risk.  

           The debt to equity ratio shows the proportion of total liabilities relative to total equity. The 

greater the debt to equity ratio the greater the company's financial risk. The table below shows 

that the debt to equity ratio is far greater then the industries average. Also it shows the company 

is at great risk because the ratio has increase from 2011 to 2012. This puts Amazon at great 

financial risk because the company finances more assets with debt then with equity.  

        The time-interest-earned ratio is use to determine the ability to pay interest expense. A high 

time-interest-earned ratio indicates a business’s ease in paying interest expense. The ratio has 

dropped from 2011 to 2012, but even with the drop the company has no difficulty paying interest 

expense. In 2011 the ratio was all most 3 times greater than the industry average but has dropped 

in 2012 to slightly under the industry average. Overall Amazon is has no difficulty paying 

interest expense.  

Profitability  

Ratios 2012 2011           Industry Average

Debt Ratio 75% 69% 34%

Debt To Equity 297% 226% 52%

Time-Interest-Earned 
Ratio

                      5.23 times                     15.18 times                       5.33 times



          Next, is company overall standing in profitability. To determine the company profitability 

several ratios are use. These ratios are the profit margin ratio, rate of return on total assets, assets 

turnover ratio, rate of return on total assets and earnings per share.  

           The profit margin ratio shows how much net income a business earns on every $1.00 of 

sales. Amazon has been operating under the industry average for 2011 and 2012. This shows that 

Amazon is less successful than the industry average. Also, in 2012 the company was losing 

money instead of earning money. If this trend continues to decline the company will become at a 

great financial risk.  

           The rate of return on total assets measures a company’s success in using assets to earn a 

profit. In 2011 and 2012 Amazon had a low rate of return on total assets. It has been operating 

lower than the industry average and on top of that it has decline dramatically in 2012. This 

effects on the company relying more on financing with debt then with equity. 

           The assets turnover ratio measures the amount of net sales generated for each average 

dollar of total assets invested. In 2011 and 2012 Amazon was earning more per each dollar invest 

then the industry average. This is good indication that the company is able to make money on the 

money invested in the company. The main reasons why the company hasn't been able to make a 

profit has been due to the expansion of the company.  

           The rate of return on common stockholder’s equity ratio shows the relationship between 

net income available to common stockholders and their average common equity invested in the 

company. The rate of return on common stockholders’s equity shows how much income is 

earned for each dollar invested by the common stockholders. Based on the ratios that were 

conducted for 2011 and 2012 the amounts per dollars invested have been below the industry 



average and in 2012 the amount was at a negative which was costing the stockholders money. If 

that trend is to continue the stockholder will want to pull out of the investment because a decline 

in the rate to return on common stockholder’s equity.  

           Earning per share reports the amount of net income (loss) for each share of the company’s 

outstanding common stock. In 2011 the earning per share was $1.39 but the following year the 

earnings per share dropped to a loss of $0.09 per share. This might scare off some investor but 

the investor that will stay will the company will take this as a loss and continue with their initial 

invest to slowly watch it grow.  

Evaluating Stock As An Investment  

         Finally, evaluating stock as an investment to determine if investing in this company is 

ideal. There are a few ratios to determine whether it would be ideal to invest on a particular 

stock. Those ratios are the price/earning ratio, dividend yield, and dividend payout. The price/

earning is the ratio of the market price of a share of common stock to the company’s earnings per 

share. Based on the ratios that were conducted in 2012 and 2011 the price/earned ratio has been 

up and down. in 2011 it was much greater than the industry average and in 2012 it dramatically 

dropped to below the industry average and below the actually price of the initial par value of the 

Ratios 2012 2011           Industry Average

Profit Margin Ratio -0.06% 1.31% 2.87%

Rate Of Return On Total 
Assets

0.18% 3.16% 4.76%

Asset Turnover Ratio                       2.11 times                       2.18 times                       1.66 times

Rate Of Return On 
Common Stockholders’ 
Equity

-0.49% 8.63% 11.39%

Earnings Per Share -$0.09 $1.39                                  N/A



common stock price. This can discourage investor to invest elsewhere. No dividend where paid 

for 2011 and 2012, because no dividend where paid the dividend yield and payout were both at 

zero. 

Conclusion 

         Conducting a financial statement analysis helps determine the overall performance of the 

company. There’s green flag and red flags when looking into the company. The green flags are 

that the company has a good amount of assets that can potentially pay off liabilities that the 

company has. It is also able to sale its inventory faster than its competitors within retail sales. 

This means that once they pay off their debt they’ll be able to make the company a lot more 

profitable. However, the red flags that were discovered when conduction this analysis where that 

from 2011 to 2012 there was a dramatic decline in net income. In 2012 there was an actual loss 

of 39 million compare to net income of the previous year of 631 million. Based on the loss in 

2012 it put the company at high risk because the ability to pay off debt decrease and if a 

company cant pay off debt the following step will be to file for bankruptcy. To determine 

whether the company is doing good compared to it’s competitors will be to keep a close eye and 

analysis the following years to come. The internet is becoming more relevant as the years pass by 

and if Amazon is able to maintain and pay off some of its debt. It’ll make the company a key 

market place for retail sales.  

Ratios 2012 2011           Industry Average

Price/Earnings Ratio -2,854.7 131.7 47.17

Dividend Yield 0 0                                  N/A

Dividend Payout 0 0                                  N/A




