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1. [bookmark: _Toc531634313]Company overview
Apple in the recent past experienced harsh financial times. The electronics industry has become more competitive making it difficult to sell without being innovative. The company believes that through the sale of its innovative and differentiated products and services, it will be in a position to increase the profit margins. The firm also believes that through providing direct contact with the targeted customers, it is a position to demonstrate with certainty the advantages of the products made over those of the competitors — the retail stores for Apple.Inc is mainly located in high traffic locations in the shopping malls and the urban centers. The company’s stores are made in a simple way that enhances the presentation and marketing strategies. 
Amazon has been performing its operations as Amazon.inc. It is an American based company selling electronics and also manages cloud computing company which located in Seattle, Washington (Cloud, 2008, Nov). While making its website sales, it started by selling books then diversified its operations to electronics, games and videos, audiobooks which can be downloaded, mp3 downloads, furniture, food, toys and even jeweller (Marshall, Tufo, and Keahey, 2012, pp. 1085-1994). Currently, it has evolved to be the provider of the world of cloud services and largest after Alibaba Group in internet retailing. It also leads globally in total revenue and capitalization. 


The paper aims to analyze the financial performance of the firm through ratio evaluation. The main ratios to be examined include liquidity, profitability, solvency and market ratios. 
2. [bookmark: _Toc531634314]Liquidity ratios
[bookmark: _Toc531634315]2.1Current ratio
The current ratio measures the institution's current assets against short-term liabilities. It shows whether the firm can pay off its short-term debt from the available assets. A low figure of beneath one time implies powerlessness to settle obligations. From the analysis of the firm for the years 2016 and 2017, the ratio is above the allocated threshold. The values are above one which implies that the firm is in a position to repay its short-term obligation. There is an increase in all the items in the current asset which means that the firm has increased its level of operations. A high current ratio means that there is a high liquidity level since much of the cash is tied up either in stock or receivables. In such a scenario, Apple.Inc should implement a new inventory management system to track stock flow and help in fast movement in and out of the warehouse. Amazon on the other hand displays a poor performance for the two years of which the ratio is below 1 which imply that it depends on debt to finance the operatons. The current ratio is calculated as below:
Current ratio=current assets/current liabilities
2.2. [bookmark: _Toc531634316]Quick ratio
	The ratio compares the cash, short-term marketable securities and, accounts receivable to current liabilities. It accepts items, for example, prepaid costs, have just been paid out for some time later and can't be rapidly and effortlessly changed over back to money for liquidity purposes. From the analysis of the financial statements from Apple.Inc, it is clear that the firm is in a position to cover up the payment of current liabilities by use of its most liquid assets, The year 2017 indicated that the company is in a position to cover up the amount of the existing obligations by 1.227905 which is a drop from the previous year’s 1.32. The decline is however healthy for the firm's progress since it is in the best interest of the company to have fewer amounts in liquid amount. The number in the liquid form is not healthy for the company’s going concern since it ties up capital. Apple on the other hand displays a much poor performance slightly below Apple performance. Even though the company is able to pay its debts, still performs poorly compared to Apple. The firm is not in a position to settle the short term debt from the available quick assets. The formula for calculation is illustrated below:
Quick Ratio= Cash +accounts receivables/Current Liabilities
3. [bookmark: _Toc531634317]Solvency ratio
[bookmark: _Toc531634318]3.1.Long term debt ratio
The long-term debt ratio gives an analysis of the company's operating cash flow to its total debt. A high debt to equity ratio signifies that the company may not have the capability of generating enough cash that will enable it to pay its obligations.  The low rate of the same implies that the company is taking the privilege of the incurred profits to come with the financial leverage. When the price is less than one, it signifies that it bears negative cash flow. From the analysis, it is clear that the Apple is improving since from its earlier low recording of 0.6 to 1.8. Amazon on the other hand records a dismal performance of below one. The year 2016, the firm had recorded a ratio of 0.78 while a ratio of 0.76 in 2017 which implies a much poor performance on the part of liquidity. The long-term debt ratio is calculated as below:
Long term debt=(long term debt)/(long term debt +total equity)
3.2. [bookmark: _Toc531634319]Debt ratio to equity ratio
	Debt to equity ratio is a financial performance evaluation that indicates the relative proportion of the shareholder's equity that is mainly used to finance the operating assets. The ratio is also referred to as gearing or leverage ratio. The market values for the companies are used to calculate the ratio for the trading companies. The evaluation compares the company’s finance from debt sources to the total equity. The ratio is calculated by dividing the debt with equity (Total debts/Total equity). The shareholder's equity, on the other hand, is calculated by subtracting the assets from the liabilities. In most cases, the ratio is used to measure the extent to which the company is taking on the debt as a means of financial leverage on its assets. A higher ratio of debt to equity is linked to higher risk showing that the firm is aggressive in managing its operations by use of debt. A better performance on the debt to equity ratio should be 2 which signifies that the firm gets two-thirds of its total capital from debt sources and the other third from the shareholders equity. Amazon performs better on the debt to equity ratio since it records a performance of 0.89 in the year 2017. From Apple's financial statements for the year 2016 and 2015, it is clear that much of the finance is from equity which is healthy for the going concern. The same situation happens in Amazon but there is a much impressive performance in the year 2016. 
4. [bookmark: _Toc531634320]Profitability Ratios
Profitability ratios are also of significance to the firm since they incorporate items in the balance sheet and statement of financial performance. 
4.1. [bookmark: _Toc531634321]Return on Assets
The rate shows the percentage of company profit in relation to its resources. The net salary is gotten from articulation of monetary execution. Apple records a ratio of 0.12 in the year 2017 and 0.14 for the year 2016. Amazon on the other hand performs dismally a ratio performance of 2.8% and 2.3% in 2016 and 2017 respectively
Return on Assets= Net income/Total Assets
4.2. [bookmark: _Toc531634322] Gross profit margin
Gross profit is in a general sense net remuneration (revenue cost of things sold) segregated by net compensation. The evaluation is a profitability measure that the investors use to compare the company performance. The ratio is also an indication of how successful a company is based on the viability of the products it offers. The higher the gross profit margin, the more the firm opts to retain a dollar of the sales to manage servicing the other costs and the outstanding obligations. 
	If a company has a higher gross profit that is consistent with its industry, it likely holds a high ground in quality, affirmation or stamping, drawing in the firm to charge more for its operations. Amazon total revenue grew massively between the years 2014 to 20 17. The growth saw the company receive growth of 30% in sales in the year 2017 (Marshall, Tufo, and Keahey, 2012). Such a projection increases the company goodwill thereby making the investor’s eye investment in the sector. Apple.Inc management should strive to maintain the rate at 50% which implies better performance.  The company however performs dismally as compared to Amazon. From the net profit margin, it is evident that the firm can translate its sales into earnings to shareholders. For instance, in the year 2017, the firm reported a net profit margin of 38.5% signifying that for every $1 revenue, 0.385 is put aside for the shareholders. Amazon on the other hand recorded a performance of 62% for the year 20117. The formulae for gross profit margin is expressed as below;
Gross profit |Margin= Gross profit/Net sales
4.3. [bookmark: _Toc531634323]Return on Equity
	The return on equity is an evaluation of financial performance by dividing the company’s net income by the shareholder's equity. The shareholder's capital is also the same as the company’s assets less the debts. The evaluation is expressed as a percentage of which it the figures need to be positive. The assessment is a measure that calculates the percentage of sales that exceed the cost of sales. The ratio is important since it shows the management and the investors how important and profitable the business activities are. The formulae for measurement of return on equity is calculated as below:
ROE= net Income/Average Shareholders’ equity
Apple.Inc return on equity is represented as 17% which is much better as compared to Amazon which recorded below the minimum threshold of 15%. 
[bookmark: _Toc531634324]Market ratios
[bookmark: _Toc531634325]Price to earnings ratios 
	The price-earnings ratio is not expressed as in the form of a dollar since the dollar terms numerator and the denominator of the price-earnings ratio cancel each other. The analysts are generally interested in the valuation of the business that goes for the long term — the evaluations used in gauging the total value of stock index like the S&P 500. If the company is not profitable or have no earnings, it becomes difficult to calculate the P/E ratio.  The price-earnings ratio for Apple.Inc for the two years evaluated is equivalent to 0.25 for the year 2017 and 0.26 for the year 2016. The result indicates a drop in the percentage increase in the earnings per share. Amazon records a much higher value on the price earnings ratio value. 
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