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Introduction 

The chosen company for analysis is Apple Inc., the American technology company known for producing the most famous products such as iPhones, iPads, or Mac computers. I think Apple could be a perfect subject for analysis as it is a well-known company subject to extensive developments and strategic changes over the past five years, from 2018 to 2022. 
Industry/Business Model/Marketplace
Apple operates in the technology hardware and software industry. The firm produces and develops its own revolutionary consumer electronics and expands its digital services portfolio. Apple is the leading consumer electronics and mobile devices firm founded on a premium brand, strong consumer experience, and a closely linked product ecosystem. 
The company competes with many other technology firms, such as Samsung, Google, Microsoft, Amazon, or Sony. Despite the competitive pressure, Apple is favoured by the market. It is a market leader due to its product design, consumer popularity, and company coherence due to a closed ecosystem. 
It is a business that has long profited from integrating hardware, software, and services into a single product, which has secured it many faithful users. In addition, Apple is recognized for its focus on consumer privacy and security.
Significant events over the previous five years.
In 2018, Apple announced record revenues and earnings, fuelled by the iPhone’s growing popularity and the growth of its services segment. The firm additionally disclosed a significant $100 billion share mitigation initiative.
The following year, 2019, Apple launched its streaming service, Apple TV+, to diversify revenue sources away from the sale of hardware devices (The New York Times, 2019). The company faced some legal issues as well, most notably a European Union investigation into antitrust practices (The Verge, 2019). 
In 2020, the company faced disruptions to operations and the supply chain systems because of the COVID-19 pandemic. Apple was able to weather the storm and reported impressive financial results due to the strong demand for products and services (Apple, 2020). 
The year also saw the release of the first Mac based on Apple Silicon. In 2021, Apple announced a significant migration to Apple Silicon chips, the M1 series, for its Macs, which were previously powered by Intel processors Warren, T. (2020). The move is made to improve performance, reduce power consumption, and improve continuity and integration with an operating system and other Apple devices. 
Apple continued to deliver record results in its most recent fiscal year, 2022 (Apple, 2022b). The company was involved in litigation with Epic Games about in-game purchases and the App Store’s business model (The New York Times, 2022). The launch of new iPhones, iPads, and Apple Watches was a major addition to the company’s product range in 2022. 
Through all these years, Apple has remained true to its business model. Loyal to innovation and customer commitment, it has been at the forefront of the entire era.



Calculation of Apple’s Financial Ratios

To analyse Apple’s financial performance, I will compute one financial ratio from each type: profitability, liquidity, gearing, and efficiency. I will select Apple’s most recent financial year, for which data is available – the fiscal year 2022 that ended on September 24, 2022. Thus, the employed financial figures are retrieved from Apple. 
Including profitability, the first selected ratio is Net Profit Margin: 
Net Profit Margin = Net Income / Revenue * 100. 
For fiscal year 2022, Apple holds a net income of $99.8 billion and a total net revenue of $394.3 billion. 
Plugging in these values, the net profit margin is 25.3%. This indicates the proportion of net income to revenue and signifies that Apple retains roughly 25.3% of its revenue as net income, which is a strong performance. 
Current Ratio = Current Assets / Current Liabilities. Based on fiscal year 2022’s financial data, Apple holds $169.9 billion in current assets while owing zero in current liabilities. Calculating the measure, it equals 1.16, where ratios exceeding one imply generally satisfactory liquidity – in other words, it has enough current assets to comfortably cover its short-term liabilities possibilities. 
Considering gearing, the third financial ratio is Ratio Debt-to-Equity Ratio = Total Debt / Total Equity. 
With $122.1 billion in total debt and $99.3 in total equity, the computed figure would be 1.23. A ratio of less than 2 is acceptable, meaning Apple’s capital structure is not overly reliant on debt. 
Offering an efficiency ratio, I would compute the Asset Turnover Ratio as Asset Turnover Ratio = Revenue / Total Assets. 
With $394.3 billion in revenue and $351.0 billion in total assets for the year in question, the measure would be 1.12. Since higher ratios represent more efficient asset utilization, Apple’s utilization of its assets to convert them into revenue stands at roughly 1.12, which signals strong efficiency.

Critical Evaluation of the Ratios

Net Profit Margin:
The net profit margin of 25.3% in fy2022 for Apple is strong, given that the average profit margin for its industry is between 8% and 10%. According to an industry report developed by McKinsey & Company, the average aggregate net margin of technology hardware and equipment companies is 12% percent in 2021. Therefore, it is implied that Apple is more than twice as profitable as the average competitor.
Apple’s high net profit margin is meaning the company can easily sell its products at a premium price because of its brand power and ecosystem, controlling costs and benefiting from cutting-edge marketing such as the services business, and much more. Nonetheless, cost control and operational effectiveness will be crucial for Apple to preserve the level of profits and profitability at current levels in the future technology market as the sector is highly competitive. (Gartner, 2022).
From an academic viewpoint, a high net profit margin is a positive factor in a company’s performance because it indicates that the firm may create many profits when compared to its revenue (Brigham & Houston, 2019). As a result, the company can become more financially solid and be able to expand, survive during periods of recession, and perhaps pass more value back to shareholders through dividends or share buybacks.
Having said that, it is essential for Apple to make sure it can reconcile its high profitability with its investment in research and development to remain competitive and innovative (Palepu & Healy, 2013). Alternatively, Apple focusing too much on short-term profitability may put its position at risk given the high level of competition in the technology industry. 
Liquidity Ratio: Current Ratio
Current ratio = 1.16. The current ratio reflects that Apple is in a good liquidity position when it is inferred that current assets are more than sufficient to cover short liabilities. In fact, “most commonly acceptable current ratio is between 1 and 2, while the ratio above 1.5 is considered as strong”. (Brigham & Houston, 2019).
Apple’s working capital management appears to be effective and efficient, as demonstrated by the high current ratio. As such, the company manages its current assets and current liabilities in such way that it can cover its short-term obligations with liquidity to spare. From the perspective of investment, this ensures Apple’s ability to invest into expansion, research, and development, and withstand market turbulence. (Damodaran, 2012).
From a theoretical perspective, the current ratio is one of the key indicators that shows a company’s short-term financial health and its ability to cover short-term financial obligations. In Apple’s case, a high current ratio will help avoid situations when the company is unable to pay the suppliers or run out of cash to meet the payroll, halting their operations, and damaging their reputation. Nonetheless, Apple should not let the current assets to grow too high as it would lower asset use and potentially increase opportunity expenses. The company should maintain stringent control over the current ratio and work towards optimal working capital levels by balancing stability and efficiency. (Gitman & Zutter, 2015).
The gearing ratio: 
Debt to Equity Ratio of Apple is 1.23 compared to both the industry average and hypothetical top company, indicating a moderately leveraged capital structure where a large proportion of finance is funded through debt as opposed to equity Percentage of finance is debt. (Brealey et al. 2020) confirmed by academic finance research that a debt-to-equity ratio under 2 is generally a healthy distribution of capital. This enables the firm to use the advantages of debt’s subsidy and maintain sufficient financial resources.
Apple can profit from the lower cost of debt financing, which is usually lower than the cost of equity, by doing business with a reasonable degree of leverage. It could help improve the company’s profitability and, therefore, its shareholders’ prospects (Ross et al., 2019). Nevertheless, cost of debt may become problematic for Apple’s financial health and credit quality if the corporation does not keep track of its debt at a reasonable level.
The debt-to-equity ratio is, therefore, an essential indicator of a company’s theoretical capital structure and financial risk profile. A high ratio indicates a highly leveraged company, which is undesirable since its financial flexibility is constrained, and a slight change in the market or economy renders it insolvent (Brealey et al., 2020). On the other hand, a low ratio implies that a company does not maximize the benefits of debt financing, including the tax shield and the effect of leverage. By using a moderate debt-to-equity ratio, Apple balances the advantages and disadvantages of debt financing and secures the necessary funds for its strategic initiatives while maintaining financial discipline to ensure it is never overloaded with debt.
Efficiency Ratio: Asset Turnover Ratio
Apple’s asset turnover ratio is 1.12, which indicates a high level of efficiency in converting its assets into revenue. The value implies that the firm makes a lot of sales in relation to its total asset base. It is a good trait for the technology company to have (Palepu & Healy, 2013).
High asset turnover ratio is possible due to Apple’s business model focused on asset-light operations, including manufacturing and supplies. Moreover, Apple’s business is attractive enough to maintain a high level of demand for its products and services around the world, and its inventory management is also effective (Investopedia, 2022).
Theoretically, the asset turnover ratio is a vital indicator of a company’s operational effectiveness and the ability to create sales from the investments made in assets. Normally, an increased asset turnover rate implies a company is using its resources more efficiently to drive sales, resulting in greater profitability and returns to shareholders (Palepu & Healy, 2013).
Nonetheless, the company must review its asset management strategies and the extent to which it underinvests in critical areas including its research and development to maintain a competitive edge in what could be a very dynamic industry (Palepu & Healy, 2013). Thus, the company should lower the extent to which it under-utilizes its assets while continuing to commit significant resources to expand its global presence and innovating new products.


Comparison to a Major Competitor
Samsung Electronics

To facilitate the comparison, I also retrieved the financial ratios of pre-dominant Apple’s competitor, Samsung Electronics, for the same FY2022 period. Profitability ratio: net profit margin. (Samsung Electronics, 2022), reported a net profit margin of 19.5%. This index is below the performance of Apple of 25.3%, which means that Apple generates more profit is relation to the revenue it obtains. The reason for the difference is the higher brand recognition and the capacity to charge a premium by Apple, as well as the successful ecosystem approach that enables the company to attain higher margins. Samsung is also a leader, but it has diverse additional components and customer electronics offering in its portfolio, which contracts its profitability (Gartner, 2022).
In terms of academic merit, the higher figure of net profit margin is usually welcome because it shows that a company is better at converting its revenue into profit. As a result, it gives the business more financial options in terms of investment in growth projects, resistance to a downturn in the market and contribution of capital to shareholders (Brigham & Houston, 2019).
The current ratio applied to Samsung Electronics is 1.36 for the fiscal year 2022 (Samsung Electronics, 2022). The ratio is higher than that of Apple, equalling 1.16. The calculation means the company has a better liquidity position, and its short-term obligations are more manageable than the competitors are. The higher current ratio is likely attributable to Samsung’s substantial inventory and cash, which stem from the company’s significant share in a variety of markets, including semiconductors and household appliances, and Apple’s limited consumer electronics and services specialization (Gitman & Zutter, 2015).
From a theoretical point of view, a higher current ratio means that a company has a larger basket to cover its current liabilities, giving it more financial elbow room and more stable ground. However, Apple and Samsung both need to monitor how they manage their working capital and make sure not to over-accumulate current assets, which would mean less utilization of assets and more opportunity costs (Brigham & Houston, 2019)
The Gearing Ratio: Debt-to-Equity Ratio
For the fiscal year 2022, Samsung Electronics has reported a debt-to-equity ratio equal to 0.38 (Samsung Electronics, 2022), whereas this indicator for Apple is equal to 1.23. Based on this information, it is possible to suggest that Samsung utilizes more conservative capital structure, which implies that a higher proportion of capital is generated using equity financing. In turn, it is possible to suggest that the lower debt-to-equity ratio indicates a lower level of financial leverage, which may be interpreted as less risky approach for capital structure, as the company has more financial stability and flexibility (Brealey et al., 2020). At the same, this fact implies that Samsung is more limited in its growth opportunities that could be financed by debts.
Academically, a lower debt-to-equity ratio is indicated to be more conservative and less risky as a capital structure. This is because it lowers the company’s exposure to adverse consequences of too much debt financing, such as increased interest expenses and financial distress. However, it is critical for both Apple and Samsung to keep reviewing their capital structure to make sure that they are employing their use of debt and equity financing to accomplish their strategic goals.
Efficiency Ratio: Asset Turnover Ratio:
The asset turnover ratio for Samsung Electronics for the fiscal year 2022 is 0.84 (Samsung Electronics, 2022). Thus, Apple’s asset turnover ratio of 1.12 suggests that Apple is more efficient when it comes to converting its assets into revenue. Indeed, Investopedia states that the asset turnover ratio reflects how effective the company is in generating sales relative to its asset base. The website also suggests that Apple’s superior asset turnover ratio can be due to its slimmer operations, a more focused portfolio, and stronger branding. However, in theory, since Apple is better at utilizing its assets to generate sales, it should also be better when it comes to reaping the reward of the sales in the form of the bottom line and shareholder returns overall. Nevertheless, both Apple and Samsung need to keep a close eye on their asset management strategies and ensure that they apply the funds profitably to retain the high levels of growth and competitiveness.


Recommendations for Improving Apple's Financial Management

1. Keep a balanced capital structure. Even though the debt-to-equity ratio is currently sufficient, Apple should keep track of the capital structure and ensure that a right mix of debt and equity is maintained. As a result, it will ensure the opportunity to receive interest and derivatives, tax protection of interest, as well as financial strength.
2. Optimize working capital management – Apple has a high current ratio, which allows for low liquidity risk, but the company needs to review the existing strategies to avoid excessive current assets, which are an inadequate exercise and bring about lower asset utilization rates and higher opportunity costs. The firm should optimize inventory, accounts receivable, and accounts payable management to enhance overall efficiency and profitability.
3. Invest in R&D: Although Apple’s current high asset turnover ratio suggests high efficiency in asset utilization, the company must ensure it does not underinvest in other vital areas like R&D to stay competitive in the tech industry that has high velocity change. Continued investment in research and innovation to create new products would continue to give Apple a competitive advantage and maintain its market leader spot.
4. Improve revenue, streams diversification; despite the profitability and brand power that have significantly contributed to the success of Apple, the company should explore new opportunities to diversify its revenue streams beyond hardware sales. It can diversify its sources of revenue expanding its high-margin services business such as App Store, Apple Music, and Apple TV+. Diversifying sources of revenue will help the company to reduce dependency on market volatility and re-establish a balanced and more sustainable financial performance.
5. Improve cost control and operational efficiency. Even Apple’s outstanding net profit margin implies that the company maintains strong cost discipline, it should make every effort to improve its operational operations and cost base. For instance, Apple might need to simplify some of its suppliers’ processes, utilize lean manufacturing, and use recent technology development to increase efficiency. Apple should place as much emphasis on controlling costs as it does on its P/E ratio as it helps Apple maintain its profit margin as competition in the industry becomes stronger.

For Apple, I would recommend a more generic and broader financial management plan in addition to the specific suggestions mentioned above. Overall, the company may review its broader framework and develop a more comprehensive approach to provide high-quality financial information to investors and support it with advanced data analytics.
To further take a comprehensive approach to this, Apple should set clear financial targets and key performance indicators for itself. This may include the target liquidity ratios, an acceptable level of the debt-to-equity ratio, and specific profitability goals. By setting these KPIs and checking them on an ongoing basis, Apple will ensure that its financial management decisions are in line with its long run strategy and the shareholders’ welfare.
Additionally, Apple should further strengthen its financial risk management. This may involve establishing more robust hedging mechanisms to shield against currency exchange risks, interest rate shifts, and changes in the costs of commodities. Addressing such financial risks in advance may help this company safeguard its profitability and cash flow when dealing with macroeconomic factors.



Calculation – Part C
Calculation of PBP, ARR, and NPV of the Projects

a. Project A
PBP: initial investment - £5,000m; cumulative cash flows -
Year 1 £2,500m. 
Year 2 £4,500m; (£2,500m + £2,000m). 
Year 3 £5,500m; (£4,500m + £1,000m).
The PBP is between 2 and 3 years, while the precise indicator can be found by interpolation.
PBP = 2 + (£5,000m - £4,500m) / £1,000m = 2.5 years
ARR: average annual profit - (£2,500m; + £2,000m; +£1,000m - £442m) / 4 = £1,264.5m; average investment - (£5,000m) / 2 = £2,500m.
ARR = £1,264.5m / £2,500m = 50.58%
NPV: discount rate - 0.75% per annum
NPV = £5,000m + £2,487.56m + £1,973.78m + £976.52m + (-£430.10m) = £7.76m
b. Project B
PBP: initial investment £1,000m; cumulative cash flows -
Year 1 £1,500m; ¬
Year 2 £2,500m; (£1,500m + £1,000m). 
Year 3 £3,500m; (£2,500m + £1,000m).
The PBP is 1 year.
ARR: average annual profit - (£1,500m + £1,000m + £1,000m - £470m) / 4 = £757.5m; average investment - (£1,000m) / 2 = £500m.
ARR = £757.5m / £500m = 151.5%
NPV: discount rate - 0.75% per annum
NPV = £1,000m + £1,491.13m + £983.77m + £976.52m + (-457.81m) = £1,993.61m

Evaluation and Recommendation:

Project A's payback period is 2.5 years, while Project B's is 1 year, making Project B the faster investment recovery alternative. However, the accounting rate of return in Project B at 151.5% is significantly higher than in Project A at 50.58%, which is less profitable in accounting terms. Concerning NPV, it is apparent that Project B at ¬£1,993.61m outperforms Project A at ¬£7.76m; as a result, this shows that Project B is a more economically feasible alternative. They are, as already stated, both a positive NPV meaning that they will result in returns that are greater than the cost of capital. However, Project B's NPV is vastly higher, making it the better alternative. Given the outcomes of the three investment appraisal strategies, I will recommend that the business adopt Project B. Project B is a better option due to its shorter payback period, higher accounting rate of return, and substantially more economic value. 

NPVs Recalculation with 10% Increased Initial Investments and 10% Decrease in Cash Flows

 Assuming all initial investments for each project are increased by 10% and all cash flows are decreased by 10%, here are the new project details: 
Project A: 
Initial Investment: £5,500m 
Year 1: £2,250m 
Year 2: £1,800m 
Year 3: £900m 
Year 4: -£398.8m 
Project B: 
initial Investment: £1,100m 
Year 1: £ 1,350m 
Year 2: £900m 
Year 3: £900m 
Year 4: -¬£423 
NPV recalculation 
Project A: -£5,500 + £2,233.83 + £1773.58 + £880.11 + (-£388.41) = -£1,001.89 
Project B: -£1,100 + ¬£1,341.02 + ¬£885.4 + ¬£880.11 + (-¬£412.7) = £1,593.83
The differences because of a 10% increase in initial investment and a 10% reduction in cash flows have significantly impaired the NPV of both investment projects. For this reason, NPV in Project A stands at -32.38 which means that the project is no longer a viable economic investment option. As for NPV P in Project B, it continues to be positive; however, it is lower than initially anticipated. If the NPV P was 66.7 initially, the altered investment and cash flow have enticed NP to drop to 54.67. I would still recommend the company pursue projects B based on my NPV postulations. With the alteration in assumptions making Project B a less attractive proposition, it is still a case that depends on the opportunity generating positive economic value if pursued. Moreover, it should be noted that the changes in investment proposals and cash flow could have a profound impact on the ability of the project to remain a viable investment option. Therefore, the company must carry out a detailed sensitivity analysis to ascertain the viability of the project under incremental cash flow and possible investment changes.

Advantages and Shortcomings of the PBP, ARR, and NPV

Various techniques help financial managers evaluate capital projects: the Payback Period, the Accounting Rate of Return, and the Net Present Value. They all have their advantages and shortcomings that should be taken into consideration when making investment decisions: 
Payback Period:
Advantage: this method is the easiest to understand and apply since the risks of a project may be accessed based on how quickly it is possible to cover the initial investment. (Brealey et al., 2020) state that the payback period method “measures how long it takes to repay the initial dollars invested”. Moreover, the payback period method can be especially valuable in projects where there is much uncertainty in whether the project will succeed and short-term investment horizons. 
Shortcoming: PBP overlooks the money’s time value and cash flows after the payback. Consequently, financial managers may accept projects with the increasing potential profitability for projects with low potential profitability in the long term. Also, by applying PBP, financial managers will not obtain additional information on the projects’ expected profitability.
Accounting Rate of Return: ARR
Advantages: ARR is based on the readily available and rather convenient accounting data to comprehend. As such, it is relatively easily interpreted. Moreover, this method can be employed to measure the profitability of various projects and support/contribute to the company’s ability to select an appropriate project from the financial perspective (Hillier et al., 2016) 
Shortcomings: It does not consider the profitability of money, and it is linked to arbitrariness, as it would be directly impacted by the depreciation and other factors that can be inscribed in negotiables and as such, can be manipulated to present variances. Additionally, it only considers profits and disregards the viability of overall economic trends.

Net Present Value: NVP
Advantage: It should be noted that NPV is “is usually considered, quite properly, to be the theoretically correct method of investment appraisal” since it considers the time value of money and provides a direct measure of a project’s value with respect to its impact on the economic situation of the firm Brigham & Ehrhardt, 2013). Thus, it is recommended to accept a project with a positive NPV since it provides a return higher than opportunity cost. 
Shortcoming: NPV may require more effort in its application since it requires an analysis of future cash flows and estimation of a proper discount rate to use.
To sum up, although the PBP and ARR approaches can impress with additional, easy-to-calculate factors, the NPV method remains the most resilient and extensive in capital projects analysis. Its high reliability stems from the consideration of the money inflow over time and the easy comparison option between capital projects. While other methods represent more of a “what is there now” approach and projects’ short-term outcomes, the NPV one provides a clear understanding of the long-term financial benefits of a project for the company.




Non-financial Factors to Consider

Given its status as a technology giant with a history of launching revolutionary products, providing stellar customer experience, and possessing a strong brand, Apple should consider numerous non-financial elements while evaluating probable capital projects. Such factors go beyond direct financial implications and are vital for maintaining the long-term sustainability and compatibility of its investments with the strategic focus.
Finally, the critical non-financial factor is the project’s effect on the brand and reputation. The Apple brand is the company’s most asset, and any investment decision should be assessed in view of whether it is going to add to the brand reputation or reinforce the image of excellence, innovation, and quality. Given that Apple’s products are positioned at a premium and quality, and the customer base has high demands, any projects that strengthen the brand’s association with cutting-edge technology, sleek design, and excellent customer experience would be assessed as favourable. 
Lastly, the brand is intimately associated with the customer experience. In a business that has made a reputation and trend of offering smooth and exquisite customer service, any capital project must be within the customer experience with the company. This ranges from assessing the implication of a capital project on product usability, the commodity’s posterior support and the general interactions with Apple’s suite of devices and services by the customer. Apple should remain obsessively anxious about the customer experience. Through such adherence to what the consumer demands, the business can continually grow the customers’ loyalty and business cycles and promote its status as the leading technological band.
Lastly, environmental sustainability is a non-financial factor that has gained increasing importance for Apple in recent years. Due to both the global increase in climate change concerns and the increasing resource depletion, Apple must evaluate whether a capital project contributes to its mission to decrease its ecological footprint. This assessment may consist of production facilities’ energy consumption levels, shifts to more sustainable materials, and the initiation of waste management and recycling programs. By exemplifying its commitment to environmental sustainability, Apple may improve its brand reputation, appeal to environmentally conscious clientele, and make the world a more suitable place. 
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