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Financial Analysis
Company Background
Apple.inc is an American-based multinational technology firm that deals with electronics, software, and online services. The Apple watch, apple smartphone, IPad and Mac computers are among the hardware products of the company. On the other hand, the software of the company include iTunes media and the operating systems which are the macOS and iOS. Apple Inc. offers online services such as iCloud, iTunes store, and iOS and Mac app store and apple music. Likewise, the firm offers its products across the world through its online podiums and the many retail offices it has globally (Kraemer et al., 2011). Apple Inc. is the largest information technology firm in the world that generates revenue of more than $700 billion. Also, its products are more valuable due to brand loyalty by consumers across the world.
Business Strategy
The company aims at providing best services to its consumers by being innovative and designing operating systems that are unique to allow users have the best of experience. Also, as part of the company’s strategy, it aims at developing its systems that are easier to use and have an innovative design. The firm also expands its podium for discovery and disclosure of applications through the iTunes store which allows consumers to download such applications through their Apple gadgets such as Mac computers and iPad devices (Kraemer, et al., 2011). The clients are also able to discover and download the Mac applications easily. The company employs salespersons who are proficient in dealing with the marketing of the products and having the ability to attract more clients. Therefore, the company expands both its retail and online services across the world to provide high-quality products to their customers and retain their loyalty (Linden, et al., 2011). The company has a wide variety of products that make it a competitor to many industries in the market. Apple Inc. is categorized under the technology industry. 
Financial Statements
Net sales of the company increased from $215 billion in 2016 to $229 billion in 2017, and this is due to the increase in the cost of goods sold. Also, the operating income increased from 2016 to 2017 but had recorded slight decline in the year 2015. An increase in operating income could be as a result of a decrease in operating expenses of the company and hence lead to more income generation within the years. In this case, the company may have sold off its assets to cater for its expenses leading to decrease in operating expenses and increase in income in the fiscal year 2017. Also, income before taxes increased from $61 billion in 2016 to $64billion in 2017. The net income for Apple amounted to $45.69 billion in the fiscal year 2016 October to September 2017, and in the first quarter of 2017, it recorded revenue of $54 billion due to the sale of 216 million iPhones only (“Securities Exchange Commission,” 2018). 
Apple Inc.
Annual income statement
For the year ending 2016 and 2017
Value in “000
	Particulars 
	9/302017
	9/24/2016

	Total revenues 
	$229234000
	$215639000

	Cost of revenues 
	$141048000
	$131376000

	Gross profit 
	$88186000
	$84263000

	Operating Expenses ;
	
	

	Research and Development 
	$11581000
	$10045000

	Sales, general and Admin
	$15261000
	$14194000

	Non-Recurring items 
	$0
	$0

	Other operating items 
	$0
	$0

	Operating income 
	$61344000
	$60024000

	Add ‘I income /expenses 
	$2745000
	$1348000

	Earnings Before Interest and Tax
	$64089000
	$61372000

	Interest expense 
	$0
	$0

	Earnings before tax 
	$64089000
	$61372000

	Income Tax 
	$15738000
	$15685000

	Minority interest 
	$0
	$0

	Equity earnings / Loss unconsolidated subsidiary 
	$0
	$0

	Net income-Cont. operations 
	$48351000
	$45687000

	Net income 
	$48351000
	$42687000

	Net income applicable to common shareholders 
	$48351000
	$45687000


Source: (AAPL Cash Flow, 2018)

The balance sheet recorded an increase in stocks from $31 billion in 2016 to $34 billion in 2017. Therefore, Apple Inc. is likely to have invited more investors who invested in the firm and increased stock. Hence, leading to increasing their sales. The action shows that the company is performing quite well in the market. On the other hand, the company uses its long-term liabilities to purchase more assets which lead to increase in the returns (Brigham, 2013). Likewise, the firm uses its reserves to purchase more fixed assets such as plant and machinery. The cash generated by Apple Inc. from the operating activities declined from 2015 to 2016 as well as from 2016 to 2017. 
Apple Inc.
Balance sheet
As the year ended 2016 and 2017
(Values in ‘000)
	Particulars 
	9/30/2017
	9/24/2016

	Current Assets :
	
	

	Cash and cash equivalents 
	$20289000
	$20484000

	Short-term investments 
	$53892000
	$46671000

	Net Receivables 
	$35673000
	$29299000

	Inventory 
	$4855000
	$2132000

	Other Current Assets 
	$13936000
	$8283000

	Total Current Assets 
	$128645000
	$106869000

	Long-term Assets :
	
	

	Long-term investments 
	$194714000
	$170430000

	Fixed assets 
	$33783000
	$27010000

	Goodwill 
	$5717000
	$5414000

	Intangible assets 
	$2298000
	$3206000

	Other assets 
	$10162000
	$8757000

	Deferred asset charges 
	$0
	$0

	Total assets 
	$375319000
	$321686000

	Current Liabilities:
	
	

	Accounts Payable 
	$74793000
	$59321000

	Short-term debt/current portion of long-term debt 
	$18473000
	$11605000

	Other current liabilities 
	$7548000
	$8080000

	Total current  liabilities 
	$100814000
	$790006000

	Long- term debt
	$97207000
	$75427000

	Other liabilities 
	$40415000
	$36074000

	Deferred liability charges 
	$2836000
	$2930000

	Total liability 
	$241272000
	$193437000

	Stock Holders’ Equity:
	
	

	Common stocks 
	$35867000
	$31251000

	Capital surplus 
	$0
	$0

	Retained Earnings 
	$98330000
	$96364000

	Treasury stock 
	$0
	$0

	Other equity 
	$(150000)
	$(634000)

	Total Equity 
	$134047000
	$128249000

	Total liabilities and equity 
	$375319000
	$321686000


Source: (AAPL Cash Flow, 2018)

The foreign currency change translations for Apple Inc. and the effects of net tax increased from 2015 to 2016 as well as from 2016 to 2017. Also, the unrealized gains and losses for the company on derivatives increased from 2016 to 2017 as compared to a decrease in 2015. On the other hand, unrealized gains and losses on marketable securities decreased from 2016 to 2017. These changes, therefore, lead to an increase in the comprehensive income for the company in 2017 from the figures recorded in 2016.
The accounts payable for Apple increased from 2016 to 2017 and this indicates that the firm is in a position to pay for the services and goods provided to them by vendors. Therefore, the firm is financially stable. Both the current and non-current liabilities for the company also increased increasing its total liabilities. Likewise, the shareholder’s equity in the firm increased from 2016 to 2017. So, the company has been performing well recently increasing its profits and yielding a high return on investments hence enabling shareholders to get higher dividends at the end of the year (Ross et al., 2014). The key financial ratios of the company include the price earnings ratio which is at 18.5%, net profit margin 22.5%, price to sales ratio 3.85%, operating margin 29.8% and dividend yield at 1.37%.
Horizontal Analysis
The horizontal analysis focuses mainly on changes in patterns of the monetary proclamation of the company, and this helps clients to monitor the changes in the company’s pattern from time to time either positive or negative.  In this case, the base year is chosen and the analysis for other years is calculated by dividing the base year with the year of the transaction and multiplying by 100. For example, in this case, the base year will be 2015, and this helps in the calculation of percentage change in revenues of the company between 2016 and 2017 (Heracleous, 2013). So, taking 2015 as the base year, the revenues for 2016 and 2017 were 92.63% and 98.83% of the sum of the base year has appeared in the accompanying computations shown below;
2016 revenue 214.23/ 2015 revenue 231.28 × 100 = 92.63%
2017 revenue 228.57/ 2015 revenue 231.28 × 100 = 98.83%
The revenues of the company increased by 6.2% in 2017 due to the huge sale of iPhone that year. Also, revenues collected from products such as iTunes and ITV significantly contributed to the increase in gross profit for that year. Also, there is a decrease in revenue in the year 2016 due to the decrease in total sales of the company.
Vertical Analysis
Vertical analysis is also known as the common-size analysis and its used to compare companies that differ in size as it provides an insight into the financial statements structure of a company (Brigham,2013). For Apple Inc., a vertical analysis is conducted for the income statement, and it shows an increase in the cost of sales in the year 2016 and this is because the firm keeps changing its raw materials over time. The increase in the cost of sales results to a decrease in the Gross profit of the company and also the operating income decreases due to increase in costs involved in research and development of new raw materials provided to the firm (Heracleous, 2013). So, in this case, each item is stated as a percentage of the aggregate which that item is a part. For instance, in the balance sheet, the analysis shows the percentage of each asset to the total assets and that of liabilities to that total liabilities similar to the case of the income statement. Therefore, the analysis allows investors to identify noteworthy changes for each organization as they have access to their financial statements and can compare them easily within a specific period.

Cash Flow Analysis
Cash flows are most significant in making important investment decisions in any company and understanding cash flows helps one in identifying the strategy of the company as well as its strengths and weaknesses over time. Cash flows from operating activities of the company are the most crucial as it shows how much a firm can produce from its operations excluding money borrowed from outside sources and financing and investing activities.
Apple Inc. recorded $63 billion of cash flows from its operating activities in 2017, and this indicates that despite the recent decline in the growth rate, the firm still manages to generate a huge sum of money from its operations. Correspondingly, in 2015 and 2016, the company indicates faster rates in its growth. Out of the $63 billion generated from the company’s operations, $5billion were used by the company to reinvest in fixed assets such as plant, property, and equipment amounting to available cash flows of $58 billion ( Call et al.,2013). Therefore, Apple Inc. is seen as a profitable business that requires less amount of money to reinvest in its assets. Also, its capital expenditures amounted to a lower percentage of 12% of its operating activities. 
Apple Inc.
Cash Flow Statement
For the year ended 2016 and 2017
(Value in ‘000)
	Particulars 
	9/30/2017
	9/24/2016

	Net income 
	$48351000
	$45687000

	Cash Flow from Operating Activities :
	
	

	Depreciation 
	$10157000
	$10505000

	Net income adjustments
	$10640000
	$9634000

	
	
	

	
	
	

	Changes in operating activities:
	
	

	Accounts receivable 
	($6347000)
	$476000

	Changes in innovation 
	($2723000)
	$217000

	Other operating activities 
	($5318000)
	$1055000

	Liabilities 
	$8838000
	($1750000)

	Net Cash Flow- Operating 
	$63598000
	$65824000

	Cash Flow from Investing activities:
	
	

	Capital expenditure 
	($12451000)
	($12734000)

	Investments 
	($33542000)
	($32022000)

	Other investing activities 
	($453000)
	($1221000)

	Net Cash Flow-Investing 
	($46446000)
	($45977000)

	Cash Flows from Financing activities:
	
	

	Sale and purchase of stock 
	($32345000)
	($29227000)

	Net Borrowings 
	($29014000)
	($22057000)

	Other Financing activities 
	($1874000)
	($1570000)

	Net cash flow-financing 
	($17347000)
	($20483000)

	Effect of Exchange rate 
	$0
	$0

	Net Cash Flow 
	($195000)
	($636000)


Source: (AAPL Cash Flow, 2018)
The amount of cash flow from operating activities can decline from quarter to quarter. However, Apple Inc. has proficient employees who transform its cash flows into free cash flows, and this gives it a competitive advantage over its competitors such as the Samsung Company which reinvests almost 50% of its cash flows in plant and equipment (“Securities Exchange Commission”, 2018). So, Apple attracts more investors as it gets more money after paying for the capital expenditures and hence a huge amount of cash flows is shared among the shareholders. For instance, for the past three quarters, Apple dispersed $8.3 billion in dividends and $28 billion in the repurchase of shares.
Risks and their Impacts
The company experiences certain risks which affect the company’s financials adversely and therefore; current trends cannot be used to predict future performances of the business. The risks that Apple faces include the economic condition globally as the performance of the firm mainly depends on worldwide economic conditions. Therefore uncertainty in the economic condition across the world poses risks to the firm as consumers and businesses hold spending due to unemployment and decline in the value of assets (Kraemer et al., 2011). For instance, in Europe, consumers have lost confidence in spending due to the continuing crisis in debt and market volatility that affects the demand for products in the company.
Another risk that the company faces is high competition from industries in the global market. The firm competes in a highly competitive market which is characterized by the decrease in prices, downward pressure on the gross margin, product life cycles that are the short and regular introduction of new products into the market. Therefore, for the company to have a successful competitive advantage over other competing firms, it ensures continues production of new products that are innovative to the market (Kraemer et al., 2011). Though, Apple Inc. Believes that it designs and provides innovative products to its clients as well as the operating systems including both the software and hardware. So, the company makes significant investments in research and development which contribute to the registration of the patent rights and trademarks for the company. These make it unique from other companies competing with it since those firms mainly depend on decreasing prices of the products and services.
Although the company’s share in the market, especially in mobile communication and video players, is gratifying, Apple still needs to address the major risks associated with a global expansion of the company’s products and services. These risks include the interest rate and foreign risks. The income interest and expenses of the company are subjected more to fluctuations in the interest rates of the advanced countries that Apple is exposed to and this affects Apple’s earnings on interest in cash, securities and the cost that are interrelated to the current foreign hedges (Ross et.al, 2014). On the other hand, Apple is a net receiver of currencies may be affected negatively by changes in the foreign exchange rate since its net sales and gross margins are expressed regarding the US dollar. Additionally, these changes in the foreign exchange rate force the company to adjust the prices of its products locally to strengthen its dollars. The adjustment of prices leads to a negative effect on the sales of the company due to lower prices offered by the local firms (Brigham, 2013).
Percentage of Sales
The company’s costs of research and development increase by 36% in 2011 as compared to that recorded in 2010. It is a decline due to the year-to-year development in 20111 which recorded a 66% in the firm’s net deals. Similarly, in 2010, there was an incremental rate of 36% in research and development due to the expansion of an increase in costs interrelated to research and development to boost its exercises.  As stated in the Securities and Exchange Commission (2018), the increase in the costs of research and development was the capitalization of programming in 2009 to boost improvement expenses costing $71 million by the Mac OS systems.
The firm has an attractive venture portfolio for securities which are evaluated efficiently and has an approach to restrain the introduction of its credit information to anyone outside the company. The firm’s venture approach obliges speculations with the aim of minimizing the danger that may befall its activities due to misfortunes. In the mid-September in the year 2010 and 2011, $30.8 and 54.3 billion dollars were held by outsiders respectively who are mostly situated in United States Dollars. So, money held by outsiders are mostly subject to the payment of taxes in the United States tax charges.
Financial Analyses for Decision Making
The financial analyses used for the general planning, management and decision making of the company include the identification of the strengths and weaknesses of the firm (Gibson, 2012). For instance, Apple’s ability to succeeds and perform well in the markets is due to its strengths including a good brand image and brand loyalty from the customers. On the other hand, one of the major weakness that the firm faces is that its products are of high prices (Kuratko et al., 2014). Therefore, management can consider reducing their prices by making decisions that will be in favor of the firm. In the same way, the firm has several opportunities such as the increase in demand for tablets and phones in the market. So, they may make decisions to produce a new line of products that may attract consumers across the world. Also, the firm identifies the threats it faces to help in the management and planning of the future for the business.
Comparison of Financial Ratios
	Ratios 
	Company 
	Industry 

	Price to Earnings 
	18.50%
	-13.63%

	Price to book 
	6.53%
	2.23%

	Price to cash flows
	15.89%
	14.44%

	Dividend yield 
	1.40%
	1.83%

	Return on Equity 
	37.37%
	6.86%

	Debt to equity 
	0.74%
	42.57%

	Net profit margin 
	21.13%
	4.85%


Source: (“Securities Exchange Commission”, 2018)

The debt to equity ratio of Apple is lower than the industry’s ratio which is a good thing as it helps in the negotiation of lower interest rates for long-term loans. Likewise, the company can meet its short-term obligations. Therefore, it is liquid in the market. The Net profit margin is higher than that of the industry indicating that Apple has a healthy financial position and the performance of the business is appealing ( Garcia,2018). Also, in the sector of dividend yield, the company has a lower ratio than that of the industry and hence will not attract as many investors as it expects. Investors are mainly attracted to companies that will give them a higher return on their investments. So, Apple should work on improving their dividends for it to attract more investors who will be willing to invest in the company. 
The price to cash flow ratio of the firm is higher than that of the industry meaning that the company generates more cash flows from its operating activities and this results to increase the gross profit. The price to book value ratio of the firm is also higher for the company as compared to that of the industry. Price to earnings ratio for the industry records a negative ratio which favors the company having a positive ratio. Generally, Apple’s financial ratios are appealing to the public and this can attract investors who will take risks for the company 9 Garcia, 2018).
Annual Report of Financial Sources
	
	2017 (in $)
	2016 (in $)
	2015 (in $)

	Cash, cash equivalents, and marketable securities
	268895
	237588
	205666

	Property, plant, and equipment.
	33783
	27010
	22471

	Commercial paper 
	11977
	8105
	8499

	Total term debt 
	103703
	78927
	55829

	Working capital 
	27831
	27863
	8768

	Cash flow from operating activities
	63598
	65824
	81266

	Cash used in investing activities
	(46446)
	(45977)
	(56274)

	Cash used in financing activities
	(17347)
	(20483)
	(17716)


Source: (“Securities Exchange Commission”, 2018)
Impact of Ethical, Regulatory, and Tax Considerations on the Financial Policy Decisions
The company conducts its businesses across the world in an ethical manner and follows all the laws and regulations. It does not exploit other business people to acquire information instead it researches the market legitimately. At times, the company may acquire data mistakably from obscure sources, and in case of such situation, management is contacted to give way forward to the affected offices (Kraemer et al., 2011). Apple had a sum of $137 billion before 2013 ended, and this shows how a company can manage to make much money by dealing with businesses ethically.
Part of the company’s data is reported in light of the administration’s approach which then assigns and analyzes reports utilized by the administration. This approach allows the administration to survey and execute the company’s reports and in the process, all information about the company’s customers and geographical territories is revealed.
Conclusion
Apple Company receives non- stop interest rates on research and development. Similarly, the firm aims at promoting its products in online podiums to reach a wide range of consumers across the world. These strategy allows the company to the sale and advances its innovative technologies and products globally.
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