



Selected Company for the Analysis and Purpose of Analysis
The company selected for this financial analysis is Amazon.com, Inc. This company has released annual reports going back at least 2 years, allowing for ratio comparisons for this purpose. Amazon's performance in 2024 and 2025 will be analysed using ratios based on its annual report (financial statements). Ratio analysis will indicate not only whether the company's sales and profits have improved but also whether it has become more efficient, liquid, and sustainable over the period analysed. Financial statement analysis allows stakeholders to evaluate how well the accounting data can be utilised for making business decisions and developing the company's strategic direction (Kothari, 2001; Sharma, 2023).
Amazon makes an ideal company for this case study due to its involvement in corporate and enterprise retail operations. Its retail operations span all market segments; cloud computing operations are substantial and encompass all aspects of technology; Amazon's advertising base is broad-based and supports all forms of advertising models and styles; Amazon is involved in subscriptions and has one of the largest subscription revenues; and finally, Amazon is one of the largest logistics companies in the world. As a result of the diversified nature of Amazon, an overall company performance analysis will provide a comprehensive view of how each of the company's various businesses contributes to the overall financial success of the organisation. Amazon's reported net sales declined from $637,959 million in 2024 to $716,924 million in 2025; this change represents an increase of 17.0%. At the same time, Amazon's net income for the same two years declined from $59,248 million in 2024 to $77,670 million in 2025, an increase of 32.2% in net income between the two years, relative to a total revenue increase of 17.0%. These figures imply that Amazon has improved its financial performance over the past two years. However, to understand the significance of this improvement, ratio analysis will be necessary.  (Charles & Uford, 2023). 
 Main Financial Numbers Used
The main numbers that will be used from Amazon's financial statements are:
· Net Sales 2024: $637,959 million
· Net Sales 2025: $716,924 million
· Cost of Sales 2024: $326,288 million
· Cost of Sales 2025: $356,414 million
· Operating Income 2024: $68,593 million
· Operating Income 2025: $79,975 million
· Net Income 2024: $59,248 million
· Net Income 2025: $77,670 million
· Current Assets 2024: $190,867 million
· Current Assets 2025: $229,083 million
· Current Liabilities 2024: $179,431 million
· Current Liabilities 2025: $218,005 million
· Inventories 2024: $34,214 million
· Inventories 2025: $38,325 million
· Total Assets 2024: $624,894 million
· Total Assets 2025: $818,042 million
· Equity 2024: $285,970 million
· Equity 2025: $411,065 million
These numbers provide the basis for the ratios below.



Profitability and Strength of Margins
A starting point for profitability is the ability of Amazon to convert sales into earnings.
Gross Margin
Gross Margin = (Net Sales - Cost of Sales) / Net Sales x 100
For 2024: ($637,959 million - $326,288 million) / $637,959 million x 100
$311,671 million / $637,959 million x 100 = 48.9%
For 2025: ($716,924 million - $356,414 million) / $716,924 million x 100
$360,510 million / $716,924 million x 100 = 50.3%
Thus, Amazon retained more of its revenue after deducting direct costs in 2025. The gross margin is a measure of production and sales efficiency, and an increase in gross margin indicates that Amazon exercised tighter control over costs or developed a stronger mix of products (Investing Answers, 2016; Carlon et al., 2025).
Operating Margin
In 2024, Amazon's Operating Margin was 10.8%, which is determined as follows: 
68,593 million / 637,959 million = 0.1078 x 100 = 10.8% Operating Margin 
The Operating Margin improved to 11.2% in 2025, with the calculation as:
79,975 million / 716,924 million = 0.1115 x 100 = 11.2% Operating Margin 
The increase in Operating Margin suggests that Amazon is generating more profit from its core operations than it did previously and has improved control over operating expenses and performance in key areas of profitability (AWS and advertising). As noted by Charles and Uford (2023), Amazon's growth is largely automated through its operational ability to scale while exercising strategic efficiencies in its execution.
Net Profit Margin
Net Profit Margin is calculated by dividing Net Income by Sales and then multiplying by 100.
In 2024, Amazon's Net Profit Margin was 9.30%, calculated as follows:
59,248 million / 637,959 million = 0.0929 x 100 = 9.30%
In 2025, the Net Profit Margin improved to 10.80%:
77,670 million / 716,924 million = 0.0108 x 100 = 10.80%
The subsequent improvement reflects that Amazon was able to generate more net profit for each sales dollar in 2025 than was possible in 2024, indicating that overall business performance improved beyond the growth of revenue.
Short-term Financial Position
Liquidity ratios indicate a company's ability to pay its short-term obligations.
Current Ratio is calculated as:
Current Assets ÷ Current Liabilities 
In 2024, Amazon's Current Ratio was 1.06, as described below:
190,867 million / 179,431 million = 1.06: 1
In 2025, Amazon's Current Ratio was reported as 1.05:
229,083 million / 218,005 million = 1.05: 1 
The Current Ratio remained relatively unchanged over the period analysed. Therefore, Amazon can still meet its short-term liabilities, with no material change; given the size and speed of a company such as Amazon, a ratio close to 1 should be acceptable based on its capacity to efficiently manage its working capital.
The current ratio can be calculated as follows:
Current Ratio = (Current Assets - Inventory) / Current Liabilities
Were,
2024 = ($190,867,000,000 - $34,214,000,000) / $179,431,000,000 = $156,653,000,000 /$179,431,000,000
Current Ratio = 0.87: 1
2025 = ($229,083,000,000 - $38,325,000,000) / $218,005,000,000 = $190,758,000,000 /$218,005,000,000
Current Ratio = 0.88: 1
Overall, the current ratios of both years increased slightly, which tells us that the company should be able to cover its short-term obligations.
While a quick ratio does not show a high level of liquidity, it is consistent with large retail businesses that are expected to have high inventory turnover and generate cash quickly.
Understanding the Returns that have been generated from Investments made through Assets and Equity
Profit alone does not show how effectively Amazon utilised its assets, and equity return ratios help identify this.
Return on Asset (ROA) = Net Income/Average Total Assets x 100
2024: Average Total Assets = ($527,854,000,000 + $624,894,000,000) / 2 = $576,374,000,000
2024 ROA = $59,248,000,000 / $576,374,000,000 x 100 = 10.30%
2025: Average Total Assets = ($624,894,000,000 + $818,042,000,000) / 2 = $721,468,000,000
2025 ROA = $77,670,000,000 / $721,468,000,000 x 100 = 10.80%
Overall, the improvements in ROA for both years indicate that Amazon was able to achieve slightly better returns from its asset base in 2025. This is very important as the company invested a considerable amount of money during that year.  Return on equity (ROE) is defined as the amount of profit earned on each unit of shareholder equity. To calculate ROE for 2024, first divide the net income ($59,248 million) by the average equity for 2024 ($243,923 million) and multiply by 100:
ROE for 2024 - $59,248 million ÷ $243,923 million x 100 = 24.3%
The formula can be repeated for the following year. For example, to calculate ROE in 2025:
Average equity for 2025:
($285,970 million + $411,065 million) ÷ 2 = $348,518 million
ROE for 2025:
$77,670 million ÷ $348,518 million x 100 = 22.3% 
It should be noted that even though net income has increased year over year (from $59,248 to $77,670 million), the ROE dropped 2% from 24.3% to 22.3%. This occurred because equity increased substantially, with the effect that profit growth was slower than the amount of funds put into the business by shareholders. 
The ratio analysis of ROE illustrates this by showing that even though the headline figure for profit increased from $59,248 million to $77,670 million, there was a decline in the rate of return in terms of share capital being put into the company (Abdusalomova, 2026).
In conclusion, 2025 was superior to 2024 because growth in Amazon's business was greater due to an improved mix of revenue streams, including high-margin, high-growth revenue streams such as AWS, advertising and subscription revenue. With revenue growth generated specifically from North American Revenue Growth of 10%, International Revenue Growth of 13% and AWS Revenue Growth of 20%, the strong performance of AWS is critical because AWS financing generates the highest margins of all of Amazon's revenue streams. Furthermore, through advertising and subscriptions and by leveraging more operational efficiencies (operational efficiency) to generate additional revenue streams, Amazon's overall performance continues to benefit from innovation, management quality and diversification (Umar, 2022; Oyewole, 2021; Charles & Uford, 2023).
Conversely, free cash flow in 2025 decreased from around $38 billion to around $11 billion due to Amazon's significant capital expenditures in AI infrastructure and property and equipment; consequently, even though profitability has improved from $59 billion to $78 billion, it negatively impacted Amazon in the short term by generating lower levels of free cash flow. As noted by Antonopoulos (2023), Amazon frequently accepts short-term pressure for generating cash flow while pursuing long-term strategic investments. This is consistent with the overall risks associated with inflation, investment cycles and strategic expansion (Investing Answers, 2017; Jin, 2023).
Overall, Amazon can improve its financial performance through three areas of focus. First, it should continue to focus on increasing both revenue and profit by expanding high-margin categories (e.g., AWS, Advertising, Subscription) as these categories provide higher cumulative returns than retail. Second, it should more carefully manage the timing of capital expenditures relative to the timing of cash returns from projects it is funding so that it receives cash returns much sooner after it makes expenditures to upgrade AI technologies. Finally, Amazon and all companies should improve their long-term sustainability by implementing practices that help them to achieve lower emissions in their supply chains, utilise renewable energy to meet their energy requirements and operate in an efficient manner when fulfilling customer orders. As noted by Li (2023), climate change will play a significant role in Amazon's long-term corporate responsibility efforts, and management accounting metrics can provide firms with tools to measure both their operational efficiency and their sustainability efforts (Abdusalomova, 2026).
Overall, based on the analysis derived from the ratios, Amazon's performance improved in 2025 versus 2024. Amazon improved its profitability position from an increased gross margin, operating margin, net profit margin, and daily return on assets; liquidity remained stable; and the decline in return on equity was a direct result of the increase in equity. The one key issue for Amazon is that its free cash flow decreased. Free cash flow decreased because Amazon has invested a significant amount of capital into building out its infrastructure. The primary point that can be drawn from this analysis is that overall, Amazon continues to be financially strong; however, Amazon's future growth will be contingent on its ability to convert its investments into sustainable long-term returns. Ratio analysis has provided useful insight into how and why Amazon has grown, as well as helped to illustrate areas where Amazon continues to be successful (Sharma, 2023; Kothari, 2001).
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