Part A (Introduction)
History
The company was established on 1st April 1976 by Steve Jobs, Steve Wozniak, and Ronald Wayne in Cupertino, California. Originally known as Apple Computer Inc. and was formed to design and market personal computers. Apple, as a brand, was born from this innovation – the first product which it developed was the Apple I. Apple floated in the stock market in 1980 and in the next twenty-five years it stormed into the market with stars like Macintosh, iPod, iPhone, iPad and so on. In 2007 the company decided to remove ‘Computer’ from its name as it had evolved to also encompass electronics and digital services.
Business Model
Apple’s business operations focus on developing and marketing computer and digital products, peripherals, mobile phones, networking and storage devices, and software products and digital services. The key and well-known products of the company are the iPhone, iPad, Mac, Apple Watch, and Apple TV. It also provides several services like the application store, storing space or cloud storage, music and television services and a streaming platform. It earns its revenue from product sales, subscriptions, and with the digital services forming an ecosystem around the company. Apple’s business model is defined as the company that focuses on the premium value, on the high-quality hardware and software which is tightly connected with each other (Apple Inc., 2023b)
Market Presence
Apple Inc. is one of the most prominent companies on the international technology industry market. Industry gurus regard it as one among the key players in the smartphone, tablet and personal computers categories. The company has established its operations in many countries of the world with special emphasis on North America, Europe and Asia. Apple specifically stores are recognizable and affect the market positioning and brand equity to the maximum. The existence of the firm and its proliferation to embrace the market leader in consumer technology is informed by innovation and brand loyalty (Statista, 2023).
Major Competitors
Some of its chief rivals are Microsoft Corporation, Samsung Electronics, and Google LLC. Microsoft is a competitor of Apple in the PC and software segment of the market offering Windows OS as well as the laptops and tablets Surface. Google has a direct competitor in the forms of Samsung’s smartphones and tablets, which are direct rivals to Apple’s iPhone and iPad. Google has been known to be in direct rivalry with Apple in the digital services market more so through the android marketplace and Google byte (Forbes, 2023).
Recent Events (Last 5 Years):
Leadership Changes:
 In August 2021, the company lost its Chief Design Officer, Jony Ive, who has been in the company’s most core product designs. His exit was instrumental in changing the face of Apple design leadership while at the same time, Apple’s innovation on design was sustained (The Guardian, 2021).
Profit Warnings or Financial Performance:
 However, in 2022 Apple experienced certain difficulties connected with problem in the global supply chain that influenced availability of some products and became the cause of the growth rate decrease for the temporary period of time. However, such difficulties did not affect the company’s financial results and it retained its growth of the product and service portfolio (Apple Inc. , 2023c).
Legal Issues:
 Major legal proceedings of Apple have been recorded in the past five years. A notable one was the on-going disagreement that the company had with Epic games over the App store revenue share. This case involved some aspects of the digital marketplaces and the antitrust matters (BBC News, 2021).
Mergers and Acquisitions (M&A): 
Thus, in 2022, Apple purchased the VR company NextVR in an effort to advance itself in the area of virtual reality and to accommodate it strategic development based on augmented reality and extremities of such technologies (TechCrunch, 2022).
Strategic Changes:
 Apple has continued to step up efforts to diversify its services segment, the firm has dedicated huge resources in the Apple TV+ streaming platform and new subscription products offered under the Apple One umbrella (Apple Inc., 2023).

Part B: Performance Evaluation in Terms of Financial Proformas 
Growth and profitability analysis of Apple Inc. for the period of the last five years using the key financial ratios are critiqued in this section. Competitors' evaluation is presented with reference to a major rival, Samsung Electronics, as well as suggestions for Apple's better handling of its finances. 

1. Profitability Ratios
This class of earned business opinion is about how efficiently the organization is in the production of profits relative to the selling expenses, total expenses, assets or shareholders' funds in a given period of time. All these ratios are crucial in setting the position of balance sheets of a business and the capacity to produce returns to the shareholders. some of the common or popular profitability ratios are; gross profit margin, operation profit margin and net profit margin, return on assets (ROA) and return on equity (ROE). These ratios signify in what manner or to what extent firms are capitalizing on resources in the production of revenues and are used commonly by investors and analysts to take a measure of the current state of a firm as an investment asset.

1. Gross Margin
Definition:
Gross Margin is beneficial to the investors and analysts in determining the degree of efficiency of the company in controlling its cost of production and the proportion of the amount of its total earnings that is available for distribution. Indeed, it is widely used to benchmark the competing firms in the same industry, and to analyze the performance change of a certain firm. Gross margin measures the company's selling price achievement in its products and its ability to manage production costs and this can be arrived at as follows Gross margin = (Total sales - cost of sales) / total sales A high gross margin normally reflects good cost management and strong pricing capability on the part of the firm while a low gross margin usually signals poor cost control and or pricing pressures in the marketplace.
“Gross margin is a critical profitability ratio that shows how much of every dollar of revenue is retained after accounting for the direct costs of production. It reflects a company’s efficiency in producing and selling its goods.” – Stephen H. Penman, Financial Statement Analysis and Security Valuation (6th Edition, p. 235)

Gross Margin (%) = Net Sales/Gross Profit​×100
	Year
	Gross Profit ($m)
	Net Sales ($m)
	Gross Margin (%)

	2019
	98,392
	260,174
	37.31%

	2020
	104,956
	274,515
	38.25%

	2021
	152,836
	365,817
	41.78%

	2022
	170,782
	394,328
	43.25%

	2023
	169,148
	382,285
	44.23%



Apple inc.

	Year
	Gross Profit (USD millions)
	Net Sales (USD millions)
	Gross Margin (%)

	2023
	60,137.59
	198,247.86
	30.30%


Samsung inc.

A comparison of the gross margin figures of Apple and Samsung shows that Apple has been continuously generating higher gross margins than Samsung. Gross margin has equally depicted an upward trend over the last five years, having increased from 37.31% in 2019 to 44. 23% in 2023. This trend has a bearing on Apple’s stringer capacity to book a larger proportion of its revenues once COGS is eliminated, pointing to strong earnings capacity as well as stringent cost control. 
 Fiscal year 2023 gross margin of Apple was 44. 23%, which is higher than in the previous years. Such significant margin shows that not only Apple is doing well in terms of revenue generation but also it has a good control over the cost of production. The remarkable margins that Apple has been able to post are as a result of its above-average pricing, brand image and the fact that it has a tight rein on costs of production and sourcing of raw materials. The company has a brilliant gross margin because of its concentration on high-margin products like iPhones and services. 
 In the same year, Samsung’s gross margin was comparatively lower at 30 in 2023. 30%. Such a divergence indicates that Samsung can produce devices at a higher cost or offer a more competitive price to offset market share loss. Some of the factors leading to high production costs may be as a result of Samsung spending so much in developing technology as well as developing strong manufacturing arm that may not necessarily bring in the same proportion of revenues. Also, Samsung has a vast product line that has electronics ranging from low-end to high-end products, and the mix may in a way bring down the overall margin relative to Apple. 
 This is an indication of the fact that Apple has been able to manage its cost better and also charge higher prices for its products compared to Samsung. Samsung’s lower margin reveals the issues in cost management or pricing strategies on its products, while Apple, which enjoys a higher margin, shows its dominance in the market and good management of operation cost. For investors and stakeholders, Apple's higher gross margin is a testament to its robust financial health and ability to extract more value from its sales compared to Samsung.

2. Net Profit Margin (%) = (Net Sales/Net Profit​) ×100
Definition
Net Profit Margin as a business calculating tool shows the proportion of business net profit in relation of business net sales. This is a measure of how much of one dollar of revenues is left after having provided for operating expenses, interest, taxes as well as all other expenses that are not operating ones. This ratio gives a clear picture about profitability of a company and efficiency of sales in terms of arriving at actual profit.
“The net profit margin measures the proportion of revenue that remains as profit after all expenses are deducted. It is an essential metric for assessing overall profitability and cost management effectiveness”: A Practitioner's Guide (5th Edition, p. 137)







Apple inc.
	Year
	Net sale ($m)
	Net income ($m)
	Net Profit Margin (%)

	2019
	55,256
	260,174
	21.23%

	2020
	57,411
	274,515
	20.91%

	2021
	94,680
	365,817
	25.88%

	2022
	99,803
	394,328
	25.31%

	2023
	96,995
	383,285
	25.31%



Samsung inc.
	Metric
	Amount (USD)
	Net Profit Ratio (%)

	Net Profit
	$11,857,333 
	5.98%

	(Net Sales)
	$198,247,859 
	




In 2023, Apple's net profit margin stood at 25.31%, a reflection of its strong profitability and operational efficiency. This figure represents a significant percentage of its revenue being retained as profit after all expenses are accounted for. In contrast, Samsung Electronics recorded a net profit margin of 5.98% for the same fiscal year. This stark difference highlights Apple’s superior efficiency in converting its sales into actual profit. Apple’s high net profit margin can be attributed to several factors. The company’s premium pricing strategy, strong brand loyalty, and operational efficiency contribute to its ability to maintain high margins. Apple's focus on high-margin products, such as the iPhone and other consumer electronics, enables it to command higher prices and achieve substantial profit from its sales. Additionally, Apple’s streamlined supply chain and effective cost management further bolster its profitability.
Samsung, while also profitable, operates with a significantly lower net profit margin. The company’s broader product range, which includes more budget-friendly and mid-range devices in addition to its high-end offerings, results in a more competitive pricing strategy. This strategy, while increasing market share, often results in lower margins. Furthermore, Samsung's diversified business operations, spanning various sectors beyond consumer electronics, might dilute its profit margins in its electronics segment.
The disparity in net profit margins between Apple and Samsung underscores the different strategic approaches and market positions of the two companies. Apple’s ability to maintain a high margin indicates a successful execution of its premium product strategy and operational excellence. On the other hand, Samsung’s lower margin suggests a more competitive pricing strategy and a diversified business model, which may impact profitability in the electronics segment.
 
3. Current Ratio=Current Liabilities/Current Assets​
A current ratio, only if bigger than 1 means that the company has more current assets than current liabilities which, again, means it has good current liquidity. On the other hand, a current ratio below 1 can be a pointer to some liquidity constraints because the firm may not be in a position to pay off its current liabilities with the current assets. 
Apple Inc.

	Year
	Current Assets ($m)
	Current Liabilities ($m)
	Current Ratio

	2019
	162,816
	105,392
	0.64

	2020
	143,713
	105,718
	0.74

	2021
	167,570
	110,200
	0.66

	2022
	135,405
	124,484
	0.91

	2023
	143,566
	145,308
	1.01


		
Samsung Inc.

	Year
	Current Assets (USD thousands)
	Current Liabilities (USD thousands)
	Current Ratio

	2023
	150,014,208
	57,972,815
	2.59


Comparing current ratio of the Apple Inc with that of Samsung Inc help in understanding the liquidity position or financial health of both these firms. Apple’s Current ratio has seen an upward trend from 0. 64 in 2019 to 1. 01 in 2023. This improvement shows that over the years Apple has strengthened its liquidity over the years, whereas earlier the current liabilities surpassed its current assets to the current state whereby its assets are slightly greater than its liabilities. The rise to a figure higher than one indicates that Apple is well placed in terms of liquidity to meet its near-term commitments, which is an indication of sound liquidity management. 
 Here, on the other hand, Samsung’s current ratio stands at 2. 59 in 2023 is almost five times more than Apple’s indicating a much stronger liquidity for Samsung. Hence Samsung’s ratio reveals that the current assets to its current liabilities are well balanced and exceeded two imply a strong ability to meet short term financial obligations with adequate investment in future growth prospects. Although there is an improvement in the ratio of Apple, it is still a bit low while the one of Samsung is even higher, which means that this company has better protection from the liquidity risks. This comparative analysis also shows that Samsung has more financial elasticity and is less aggressive in managing its liquidity compared to Apple which per its performance, has a relatively improved but still constricted liquidity buffer.
4. Cash Ratio
The cash ratio is one of the liquidity ratios and it reflects the ability of the company to pay off it short term liabilities by using the most liquid of the assets, cash and cash equivalents. This is far less than the current ratio or the quick ratio, since it only takes into account the absolute most liquid of assets.
Apple Inc.
	Year
	Cash and Cash Equivalents ($m)
	Current Liabilities ($m)
	Cash Ratio

	2019
	48,844
	105,718
	0.46

	2020
	38,016
	  105,392
	0.36

	2021
	34,452
	110,200
	0.31

	2022
	23,646
	153,982
	0.15

	2023
	29,965
	145,308
	0.21


	
	Year
	Cash and Cash Equivalents ($m)
	Current Liabilities ($m)
	Cash Ratio

	2023
	52,890,158
	8,666,757
	6


Samsung Inc.

Apple Inc.'s cash ratio analysis reveals a trend of decreasing liquidity over the past five years. In 2019, Apple had a cash ratio of 0.46, indicating that the company had 46 cents of cash for every dollar of current liabilities. This ratio declined to 0.21 in 2023, reflecting a reduced capacity to cover its short-term obligations with cash. The decrease in Apple’s cash ratio, particularly the significant drop from 0.46 in 2019 to 0.15 in 2022, suggests that the company has increasingly invested its cash into growth opportunities and other assets rather than maintaining high liquidity. This strategic choice aligns with Apple's focus on expansion and long-term value creation, though it does result in a lower immediate liquidity position.
In contrast, Samsung's cash ratio for 2023 is remarkably high at 6. This indicates that Samsung has six dollars of cash available for every dollar of current liabilities, showcasing an extraordinarily conservative approach to liquidity management. Samsung's high cash ratio signifies a strong focus on maintaining substantial cash reserves, which can be advantageous for addressing unforeseen expenses or seizing strategic investment opportunities without needing to raise additional capital. This cautious approach contrasts with Apple's more aggressive investment strategy, reflecting a different risk tolerance and management style.
While Apple's fluctuating cash ratio indicates a willingness to invest in growth and innovation, potentially leading to higher returns but also increased short-term risk, Samsung's high cash ratio suggests a preference for stability and liquidity. Samsung’s strategy reduces risk but may limit potential for rapid growth compared to Apple's approach. Both strategies have their merits, with Apple's approach potentially offering higher returns through aggressive investment and Samsung’s providing a buffer against economic uncertainties and operational risks.
Recommendations on Apple’s Financial Management
Based on a detailed analysis of Apple's financial performance and its comparison with Samsung Electronics, several recommendations can be made to further enhance Apple's financial management:
1. Enhance Liquidity Management:
   While Apple has made notable improvements in its current ratio, reaching 1.01 in 2023, it still lags behind Samsung, which has a significantly higher current ratio of 2.59. To bolster its liquidity position, Apple should consider maintaining a higher proportion of liquid assets. This could involve reallocating a portion of its investments into cash reserves or highly liquid assets. By doing so, Apple can better cushion against short-term financial pressures and unexpected expenses, while still pursuing its aggressive growth strategies.
2. Optimize Cash Utilization:
   Apple’s cash ratio has decreased from 0.46 in 2019 to 0.21 in 2023, reflecting a reduced ability to cover short-term liabilities with cash. This trend suggests a strategic shift towards investing cash in growth opportunities. However, Apple might benefit from reassessing its cash management strategy to strike a balance between investment and liquidity. Maintaining an optimal cash reserve can provide more flexibility for seizing strategic opportunities and managing potential risks without compromising financial stability.
3. Focus on Cost Management:
   Despite Apple’s high gross margin of 44.23%, indicating effective cost management and premium pricing power, there’s always room for improvement. Apple should continue to explore ways to further reduce production costs while maintaining product quality. This might involve leveraging technological advancements, renegotiating supplier contracts, or streamlining production processes. By enhancing cost efficiency, Apple can potentially increase its already impressive margins and sustain its competitive edge.
4. Diversify Revenue Streams:
   Apple’s strong gross and net profit margins are largely driven by its premium product offerings and high-margin services. To mitigate risks associated with over-reliance on a few product lines, Apple should consider diversifying its revenue streams. This could involve investing in emerging technologies, expanding into new markets, or developing innovative products and services. Diversification can provide additional growth avenues and reduce the impact of market fluctuations on overall profitability.
5. Improve Profitability through Strategic Pricing:
   Apple’s high gross margin reflects its successful premium pricing strategy. To sustain this advantage, Apple should continually assess its pricing strategies in response to market conditions and consumer preferences. Implementing dynamic pricing models, based on market demand and competitor pricing, can help Apple optimize its revenue and maintain its profit margins.
6. Benchmark Against Competitors:
   Regularly benchmarking financial performance against key competitors, such as Samsung, can provide valuable insights into areas for improvement. Apple should continually monitor industry trends and competitor strategies to ensure it remains competitive. This includes evaluating Samsung’s cost management practices and liquidity strategies to identify best practices that could be adapted to Apple’s operations.
By implementing these recommendations, Apple can strengthen its financial position, enhance profitability, and ensure long-term growth and stability.


Part C (Investment Appraisal)
Question 1. 
1. Payback Period (PBP)
For Project A:
· Year 0: -80
· Year 1: -80 + 25 = -55
· Year 2: -55 + 25 = -30
· Year 3: -30 + 20 = -10
· Year 4: -10 + 55 = 45
The payback occurs between year 3 and 4. The exact payback period is calculated as:

For Project B:
· Year 0: -75
· Year 1: -75 + 50 = -25
· Year 2: -25 + 20 = -5
· Year 3: -5 + 20 = 15
The payback occurs between year 2 and 3. The exact payback period is calculated as:

2. Accounting Rate of Return (ARR)
For Project A:



For Project B:



3. Net Present Value (NPV)
The NPV is the sum of the present values (PVs) of all cash flows associated with the project, discounted at the cost of capital (9.75%).
The formula for NPV is:

Where  is the discount rate (9.75%).
For Project A:

For Project B:

Project A and Project B both present viable investment opportunities, but they differ significantly in terms of their financial metrics. Project A has a slightly longer Payback Period (PBP) of 3.18 years compared to Project B's 2.25 years. This indicates that Project B recovers its initial investment faster, which could be advantageous for a company prioritizing liquidity or a quick return on investment.  The Accounting Rate of Return (ARR) for Project A is 39.06%, which is marginally higher than Project B's ARR of 36.67%. This suggests that Project A offers a better return on average annual profits relative to the initial investment. However, the difference is minimal, implying that both projects are nearly equally attractive in terms of profitability. When considering the Net Present Value (NPV), which takes into account the time value of money, Project B edges out Project A with an NPV of £16.06 million compared to £15.74 million for Project A. Despite the slight advantage in NPV, both projects generate a positive NPV, meaning they both add value to the company and should theoretically be pursued.
Both projects have their strengths: Project B is slightly better in terms of NPV and has a faster payback period, making it less risky and more attractive in the short term. However, Project A offers a marginally higher ARR, indicating that it could be more profitable over time.
Conclusion
Given these factors, Project B is recommended as the preferred option. It not only recovers the initial investment faster but also offers a slightly higher NPV, making it a less risky and more attractive investment. However, if the company’s strategic focus is on maximizing long-term profitability, Project A should not be dismissed, as it has a competitive ARR and a solid NPV, making it a viable alternative.
Question 2
 Advantages and Shortcomings of Investment Appraisal Techniques
Investment appraisal techniques like Payback Period (PBP), Accounting Rate of Return (ARR), and Net Present Value (NPV) are crucial in assessing the viability of capital projects. Each technique offers unique advantages but also has notable shortcomings. The Payback Period (PBP) is appreciated for its simplicity and ease of use, making it popular among managers who require quick decision-making tools (Siziba, & Hall, 2021). It effectively measures how quickly an investment can be recouped, which is particularly beneficial for liquidity-focused businesses or in high-risk environments. However, the PBP method has significant drawbacks, primarily its failure to consider the time value of money (John, 2019). This oversight can lead to suboptimal decisions, especially in long-term projects where later cash flows are undervalued. Additionally, PBP ignores any cash flows that occur after the payback period, potentially missing out on the full profitability picture of an investment.
The Accounting Rate of Return (ARR) focuses on profitability by comparing average annual profits to the initial investment, making it a useful tool for profit-oriented evaluations (John, 2019). It is easy to calculate and understand, providing a straightforward percentage that can be compared with a company’s required rate of return or other investment opportunities. However, ARR shares the same shortcoming as PBP in that it does not account for the time value of money, which can lead to inaccuracies in long-term project evaluations. Additionally, because ARR relies on accounting profits, it is susceptible to manipulation through non-cash items like depreciation, which may not reflect the true economic benefits of the investment (Lai & Locatelli, 2021).
The Net Present Value (NPV) method is widely regarded as the most reliable of the three techniques, primarily because it incorporates the time value of money into its calculations (Siziba & Hall, 2021). By discounting future cash flows to their present value, NPV provides a more accurate measure of a project’s potential to create value for the firm. This method is aligned with the goal of maximizing shareholder wealth, as it directly measures the net increase in value an investment would bring to the company. However, the NPV method is also more complex and requires precise estimates of future cash flows and the appropriate discount rate. The sensitivity of NPV to these assumptions means that small errors in forecasting can lead to significant variations in the calculated NPV, potentially skewing decision-making (John, 2019).

 Non-Financial Factors in Investment Decisions
While financial metrics like PBP, ARR, and NPV are critical in evaluating capital projects, they do not capture the full range of factors that can influence the success of an investment. Strategic alignment is a key non-financial consideration. Projects that align with a company’s long-term strategic goals, even if they do not have the highest financial returns, may be favored because they support the overall direction and growth of the business (Kristi, & Yanto, 2020). For example, a project that helps a company enter a new market or develop a new technology might be prioritized, despite having a lower NPV compared to other investments.
Environmental and social impact are increasingly important in today’s business environment. Companies are under growing pressure from stakeholders to invest in projects that contribute positively to society and the environment. Investments in sustainable technologies or projects that reduce carbon footprints, for instance, may be chosen for their long-term benefits to the company’s reputation and compliance with environmental regulations, even if their financial returns are modest (Zhang, & Zheng, 2020).
Regulatory and legal compliance is another critical non-financial factor. Projects must adhere to relevant laws and regulations, and those that carry legal risks or are likely to face regulatory hurdles may be less attractive, regardless of their financial metrics. Furthermore, the reputation and brand image of the company can be significantly affected by its investment decisions (Sukharev, & Voronchikhina, 2020). Projects that enhance a company’s brand, improve customer loyalty, or contribute to a positive public image may be pursued even if their financial benefits are not immediately apparent.
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