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Chapter 1 Introduction  

Financial analysis refers to an assessment of the viability, stability and profitability of 

a business, sub-business or project. It is performed by professionals who prepare 

reports using ratios that make use of information taken from financial statements and 

other reports.  

This thesis focuses on Apple Corporation. Apple operates in electronic industry 

and it is leader of electronic production in the world. Apple is the biggest phone 

manufacture in the world, at the same time it is the biggest PC manufacture in the 

world. Apple’s core business is electronic technological products. 

The main objective of the thesis is to assess the financial performance of Apple 

Corporation, based on data from 2007 to 2011. The financial performance will be 

evaluated by methods of financial analysis, especially by common-size analysis and 

financial ratio analysis. 

This thesis consists three main parts, Chapter 2, 3 and 4. Second Chapter is about 

methods of financial analysis that will be used in the thesis when the company will be 

analyzed. In this part, we introduce 2 methods, common-size analysis and financial 

ratio analysis. Third Chapter is description of Apple Corporation. In this part we can 

know some basic information about Apple Corporation such as history, products or 

segments information. In this part, we also explain the global position using 

common-size analysis. Forth Chapter is the most important chapter. In this part the 

important financial ratios will be calculated. These ratios allow us to compare date 

over time, so we can identify some trends of some unusual development.  

Based on the results presented in Chapter 4, main conclusions and 

recommendations will be presented. By analyzing above-mentioned ratios, we are 

able to assess the impact of some important decisions, major events or other important 

things to the company. So finally we can make a better plan to improve the company.  

The other 2 chapters are Chapter 1 and Chapter 5. The first Chapter is 

introduction. And the last Chapter is conclusion. 
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Chapter 2 Description of the Financial Analysis Methodology
1 

This part will introduce two financial analysis methods, common-size analysis and 

financial ratio analysis. The financial analysis of a company is a process of selecting, 

evaluating, and interpreting financial data, along with other pertinent information, in 

order to formulate an assessment of the company’s present and future financial 

condition and performance. In common-size analysis, we restate financial statements 

in a form that helps the analyst detect significant changes and trends. This approach 

allows us to compare a company with itself over time or to compare companies of 

different sizes. In financial ratio analysis, we select relevant information—primarily 

from the financial statement data—and evaluate it in the context of other financial 

data, as well as over time and in comparison with other companies or the industry.  

 

2.1 Common-size Analysis 

Common-size analysis is the restatement of financial statement items using a common 

denominator or reference item that allows us to identify trends and major differences. 

There are two types of common-size analysis. The most common is vertical 

common-size analysis, in which we compare the accounts in a given period to a 

benchmark item in that same year. The other type is horizontal common-size analysis, 

in which we use the accounts in a given period as the benchmark or base period and 

restate every account in subsequent period as a percentage of the base period’s same 

account. 

 

2.1.1 Vertical Common-size Analysis 

We use vertical common-size analysis to analyze patterns in profitability and patterns 

in investments and financing. Because we scale each account by reference account,  

 

1 Source: information from Corporate Finance: a practical approach  

Author: Clayman M.R., Fridson M.S., Troughton G.H.     John Wiley, 2008.  

ISBN: 978-0-470-19768-4. 
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we can also use the resulting percentages to make comparisons across companies. We 

can also see how a company’s reliance on debt financing has changed over time by  

focusing on liabilities as a percentage of assets. Moreover, we can represent this 

information in graphical form, which allows us to more readily visualize trends 

components over time. 

 

2.1.2 Horizontal Common-size Analysis 

Horizontal common-size analysis is a time-series analysis and is useful for identifying 

trends and growth in accounts over time. Whereas each account in a vertical 

common-size analysis is restated each year as a proportion of the reference account, 

each account in a horizontal common-size analysis is instead compared with the value 

of that same account in a benchmark year. 

 

2.2  Financial Ratio Analysis 

Financial ratio analysis is the use of financial accounting and other information to 

assess a company’s financial performance and financial condition. Specially, financial 

ratio analysis uses comparisons of financial data in the form of ratios to assess a 

company’s financial health and profitability.  

 

2.2.1 Activity Ratios 

We can use activity ratios as measures of how well assets are used. Activity ratios can 

helps us evaluate the benefits produced by specific assets, such as inventory or 

accounts receivable. 

 

Turnover Ratios  

We use turnover ratios to gauge the company’s efficiently in the use of its assets. A 

turnover ratio compares a measure of output to the investment used to generate that 

output. The most common turnover ratios are the inventory turnover, the total asset 

turnover, and the receivables turnover.  
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Inventory turnover 

In accounting, the Inventory turnover is a measure of the number of times inventory is 

sold or used in a time period such as a year. This ratio should be compared against 

industry averages. A low turnover implies poor sales and, therefore, excess inventory. 

A high ratio implies either strong sales or ineffective buying. High inventory levels 

are unhealthy because they represent an investment with a rate of return of zero. It 

also opens the company up to trouble should prices begin to fall.  The formula for 

inventory turnover: 

            Inventory turnover =
𝐶𝑜𝑠𝑡  𝑜𝑓  𝑔𝑜𝑜𝑑𝑠  𝑠𝑜𝑙𝑑

𝐴𝑣𝑒𝑟𝑎𝑔𝑒  𝑖𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦
.                    (2.1)  

 

Receivables turnover 

Receivable turnover is the ratio of total revenue to average accounts receivable. This 

ratio provides an indication of resources tied up in accounts receivable and the speed 

at which receivables are collected during the period: 

       Receivables turnover =
𝑇𝑜𝑡𝑎𝑙  𝑟𝑒𝑣𝑒𝑛𝑢𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒  𝑟𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠
.                 (2.2)  

                                                

Total asset turnover 

Total asset turnover is the ratio of revenues to total assets. This ratio indicates the 

extent to which the investment in total assets results in revenues.  

        𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 =
𝑡𝑜𝑡𝑎𝑙  𝑟𝑒𝑣𝑒𝑛𝑢𝑒

𝑎𝑣𝑒𝑟𝑎𝑔 𝑒  𝑡𝑜𝑡𝑎𝑙  𝑎𝑠𝑠𝑒𝑡𝑠
.             (2.3) 

 

Working capital turnover  

Working capital is the difference between current assets and current liabilities. With 

the working capital turnover, we compare revenues with working capital to produce a 

measure that shows how efficiently working capital is employed: 

    Working capital turnover =
Total revenue

𝐴𝑣𝑒𝑟𝑎𝑔𝑒  𝑤𝑜𝑟𝑘𝑖𝑛𝑔  𝑐𝑎𝑝𝑖𝑡𝑎𝑙
 .           (2.4) 

 

 

http://en.wikipedia.org/wiki/Accountancy
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Operating cycle and its components  

The operating cycle is the duration between the time a company makes an investment 

in goods and services—for example, to purchase inventory—and the time that 

investment produces cash. 

 

Number of days of inventory  

We compute the number of days of inventory by calculating the ratio of the amount of 

inventory on hand to the average day’s cost of goods sold: 

    Number of days of inventory =
𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦

Average day's cost of goods sold
  .         (2.5)  

 

Number of days of receivables 

We can extend the same logic from the inventory turnover to estimate the number of 

days of receivables, which is the length of time between a sale—when an account 

receivable is created—and the collection of the account receivables in cash. If the 

balance of receivables at the end of year is representative of the receivables on any 

day througthout the year, then it takes, on average, approximately the number of days 

of receivables to collect the accounts receivable: 

              Number of days of receivables =
𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠  𝑟𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒  𝑑𝑎𝑦 ′ 𝑠  𝑟𝑒𝑣𝑒𝑛𝑢𝑒
  .       (2.6)  

 

Number of days of payable 

We can apply the same logic to accounts payable as to accounts receivable and 

inventory, calculating the number of days of payables.  

              Number of days of payables =
𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠  𝑝𝑎𝑦𝑎𝑏𝑙𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒  𝑑𝑎𝑦 ′ 𝑠  𝑝𝑢𝑟𝑐 𝑎𝑠𝑒𝑠
    .       (2.7)  

If we assume all purchases are made on credit, the total purchases for the year 

would be the cost of goods sold (COGS) less any amounts included in this cost of 

goods sold that are not purchases, such as depreciation.  

Purchases=COGS + Ending inventory –Beginning inventory.  (2.8) 
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Operating cycle  

The operating cycle is a measure of how long it takes to convert an investment in cash 

in inventory back into cash through collection of accounts receivable: 

            Operating cycle= Number of days of inventory + Number of days                               

                 of receivable.                                     (2.9) 

 

2.2.2 Liquidity Analysis 

In the context of financial analysis, we refer to liquidity as the company’s ability to 

satisfy its short-term obligations using assets that are almost readily converted into 

cash. We refer to the assets that may be converted into cash in a short period of time 

as the company’s liquid assets. These assets are listed in financial statements as 

current assets. 

Liquidity ratios provide a measure of a company’s ability to generate cash to 

meet its immediate needs.  

 

Current ratio 

The current ratio is the ratio of current assets to current liabilities. This ratio is a 

measure of a company’s ability to satisfy its current liabilities with its current assets: 

                𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑟𝑎𝑡𝑖𝑜 =
𝑐𝑢𝑟𝑟𝑒𝑛𝑡  𝑎𝑠𝑠𝑒𝑡𝑠

𝑐𝑢𝑟𝑟𝑒𝑛𝑡  𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
     .              (2.10) 

Quick ratio 

The quick ratio indicates a company’s ability to satisfy current liabilities with its most 

liquid assets: 

            𝑄𝑢𝑖𝑐𝑘  𝑟𝑎𝑡𝑖𝑜 =
𝑐𝑎𝑠 +𝑠𝑜𝑟𝑡 −𝑡𝑒𝑟𝑚  𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 +𝑟𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠

𝑐𝑢𝑟𝑟𝑒𝑛𝑡  𝑙𝑖𝑎𝑏𝑙𝑖𝑡𝑖𝑒𝑠
  .     (2.11)  

 

Cash ratio 

Cash ratio is a measure of the company’s ability to meet its current obligations with 

just the cash and cash equivalents on hand: 

            𝐶𝑎𝑠 𝑟𝑎𝑡𝑖𝑜 =
𝑐𝑎𝑠 +𝑠𝑜𝑟𝑡 −𝑡𝑒𝑟𝑚  𝑚𝑎𝑟𝑘𝑎𝑏𝑙𝑒  𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑠

𝑐𝑢𝑟𝑟𝑒𝑛𝑡  𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
.       (2.12) 
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2.2.3 Solvency Analysis 

We use solvency ratios to assess a company’s level of financial risk. There are two 

types of solvency ratios: component percentages and coverage ratios. Component 

percentages typically compare a company’s debt level with either its total assets or its 

equity capital. Coverage ratios reflect a company’s ability to satisfy the obligations 

that arise out of debt financing, such as interest, principle repayment, and lease 

payment. 

 

Component percentage solvency ratios 

We use component percentage solvency ratios to gauge how reliant a company is on 

debt financing. Solvency ratios that compare debt with either equity or total assets are 

also commonly referred to as financial leverage ratios and gearing ratios.  

 

Debt-to-asset ratio 

The debt-to-asset ratio is a measure of the proportion of assets that is financed with 

debt (both short-term and long-term debt): 

            𝐷𝑒𝑏𝑡 − 𝑡𝑜 − 𝑎𝑠𝑠𝑒𝑡𝑠 𝑟𝑎𝑡𝑖𝑜 =
𝑡𝑜𝑡𝑎𝑙  𝑑𝑒𝑏𝑡

𝑡𝑜𝑡𝑎𝑙  𝑎𝑠𝑠𝑒𝑡𝑠
 .               (2.13) 

 

Long-term debt –to-assets ratio 

The long-term debt-to-assets ratio is the proportion of the company’s assets that is 

financed with long-term debt: 

         𝐿𝑜𝑛𝑔 − 𝑡𝑒𝑟𝑚 𝑑𝑒𝑏𝑡 − 𝑡𝑜 − 𝑎𝑠𝑠𝑒𝑡𝑠  𝑟𝑎𝑡𝑖𝑜 =
𝑡𝑜𝑡𝑎𝑙  𝑙𝑜𝑛𝑔 −𝑡𝑒𝑟𝑚  𝑑𝑒𝑏𝑡

𝑡𝑜𝑡𝑎𝑙  𝑎𝑠𝑠𝑒𝑡𝑠
.   (2.14) 

 

Debt-to-equity ratio 

With the debt-to-equity ratio, we compare the uses of debt and equity as sources of 

capital to finance the company’s assets, evaluated using book values of the capital 

sources, which are provided on the balance sheet: 

         𝐷𝑒𝑏𝑡 − 𝑡𝑜 − 𝑒𝑞𝑢𝑖𝑡𝑦 𝑟𝑎𝑡𝑖𝑜 =
𝑡𝑜𝑡𝑎𝑙  𝑑𝑒𝑏𝑡

𝑡𝑜𝑡𝑎𝑙  𝑠𝑎𝑟𝑒 𝑜𝑙𝑑𝑒𝑟 ′ 𝑠𝑒𝑞𝑢𝑖𝑡𝑦
.           (2.15) 
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Financial leverage 

Financial leverage ratio is also called the equity multiplier  

               𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒 =
𝑡𝑜𝑡𝑎𝑙  𝑎𝑠𝑠𝑒𝑡𝑠

𝑡𝑜𝑡𝑎𝑙  𝑠𝑎𝑟𝑒 𝑜𝑙𝑑𝑒𝑟 ′ 𝑠𝑒𝑞𝑢𝑖𝑡𝑦
.           (2.16)  

 

Coverage ratio 

Cash-flow-to-debt ratio 

Cash-flow-to-debt ratio is the ratio of cash flow from operations to total debt.  

        𝐶𝑎𝑠 − 𝑓𝑙𝑜𝑤− 𝑡𝑜 − 𝑑𝑒𝑏𝑡 𝑟𝑎𝑡𝑖𝑜 =
𝑐𝑎𝑠   𝑓𝑙𝑜𝑤  𝑓𝑟𝑜𝑚  𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑜𝑛𝑠

𝑡𝑜𝑡𝑎𝑙  𝑑𝑒𝑏𝑡
.       (2.17)  

 

2.2.4 Profitability Analysis 

Profitability is the ability of the company to earn profit. Generally speaking, a 

company’s profitability refers to the normal operating conditions.  

 

Margins  

Margins are used to compare components of income with revenues.  

 

Gross profit margin 

Gross profit margin is the ratio of gross profit to total revenues. This metric can 

be used to compare a company with its competitors. More efficient companies will 

usually see higher profit margins. 

            𝐺𝑟𝑜𝑠𝑠 𝑝𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛 =
𝑔𝑟𝑜𝑠𝑠  𝑝𝑟𝑜𝑓𝑖𝑡

𝑡𝑜𝑡𝑎𝑙  𝑟𝑒𝑣𝑒𝑛𝑢𝑒
.                    (2.18) 

 

Operating profit margin 

The operating profit margin is the ratio of operating income to revenues.  A good 

operating margin is needed for a company to be able to pay for its fixed costs. A 

higher operating margin means that the company has less financial risk.  

              𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑝𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛 =
𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔  𝑖𝑛𝑐𝑜𝑚𝑒

𝑡𝑜𝑡 𝑎𝑙  𝑟𝑒𝑣𝑒𝑛𝑢𝑒
.           (2.19) 
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Net profit margin 

Net profit margin is the ratio of net income to total revenues. It measures how much 

out of every dollar of sales a company actually keeps in earnings.  

             𝑁𝑒𝑡 𝑝𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛 =
𝑛𝑒𝑡  𝑖𝑛𝑐𝑜𝑚𝑒

𝑡𝑜𝑡𝑎𝑙  𝑟𝑒𝑣𝑒𝑛𝑢𝑒
.                     (2.20) 

 

Pretax profit margin 

Pretax profit margin is the ratio of earnings before taxes to total revenue.  

             𝑃𝑟𝑒𝑡𝑎𝑥 𝑝𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛 =
𝑒𝑎𝑟𝑛𝑖𝑛𝑔𝑠  𝑏𝑒𝑓𝑜𝑟𝑒  𝑡𝑎𝑥𝑒𝑠

𝑡𝑜𝑡𝑎𝑙  𝑟𝑒𝑣𝑒𝑛𝑢𝑒
.            (2.21)  

 

Return-on-investment ratio  

Return-on- investment ratio is used to compare benefits generated from investment.  

 

Operating return on assets 

Operating return on asset is the ratio of operating income to average total assets. This 

ratio is useful in comparing companies that are in the same line of business.  

           𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑟𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑎𝑠𝑠𝑒𝑡𝑠 =
𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔  𝑖𝑛𝑐𝑜𝑚𝑒

𝑎𝑣𝑒𝑟𝑎𝑔𝑒  𝑡𝑜𝑡𝑎𝑙  𝑎𝑠𝑠𝑒𝑡𝑠
.           (2.22)  

 

Return on asset 

Return on asset is the ratio of net income to average total assets. Return on assets is an 

indicator of how profitable a company is before leverage, and is compared with 

companies in the same industry. 

               𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑎𝑠𝑠𝑒𝑡𝑠 =
𝑛𝑒𝑡  𝑖𝑛𝑐𝑜𝑚𝑒

𝑎𝑣𝑒𝑟𝑎𝑔𝑒  𝑡𝑜𝑡𝑎𝑙  𝑎𝑠𝑠𝑒𝑡𝑠  
.                (2.23)  

 

Return on equity 

Return on equity is the ratio of net income to average shareholder’s equity. Return on 

equity measures a company's profitability by revealing how much profit a company 

generates with the money shareholders have invested.  

               𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑒𝑞𝑢𝑖𝑡𝑦 =
𝑛𝑒𝑡  𝑖𝑛𝑐𝑜𝑚𝑒

𝑎𝑣𝑒𝑟𝑎𝑔𝑒  𝑠𝑎𝑟𝑒 𝑜𝑙𝑑𝑒𝑟 ′ 𝑠  𝑒𝑞𝑢𝑖𝑡𝑦
.          (2.24)  

http://en.wikipedia.org/wiki/Gearing_(finance)
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2.2.5 DuPont Analysis 

DuPont Analysis was developed by E. I. du Pont de Nemours in 1919 as a way to 

better understand return ratios and why they change over time. The bases for this 

approach are the linkages made through financial ratios between the balance sheet and 

the income statement. We can better understand a company’s returns over time or its 

returns in comparison with its competitors by breaking returns into their components. 

This approach began as an analysis of the elements in the return on assets. For 

example, 

    𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑎𝑠𝑠𝑒𝑡𝑠 =
𝑛𝑒𝑡  𝑖𝑛𝑐𝑜𝑚𝑒

𝑎𝑣𝑒𝑟𝑎𝑔𝑒  𝑡𝑜𝑡𝑎𝑙  𝑎𝑠𝑠𝑒𝑡𝑠
=

𝑛𝑒𝑡  𝑖𝑛𝑐𝑜𝑚𝑒

𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠
×

𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠

𝑎𝑣𝑒𝑟𝑎𝑔𝑒  𝑡𝑜𝑡𝑎𝑙  𝑎𝑠𝑠𝑒𝑡𝑠
 (2.25) 

or  

          𝑅𝑂𝐴 = 𝑛𝑒𝑡 𝑝𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛× 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟.           (2.26)  

This breakdown of a return on assets into a two-component model is the simplest 

form of the DuPont approach. Also, return on assets can be broken into four 

components: 

        𝑅𝑂𝐴 =
𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔  𝑖𝑛𝑐𝑜𝑚𝑒

𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠
×

𝑖𝑛𝑐𝑜𝑚𝑒  𝑏𝑒𝑓𝑜𝑟𝑒  𝑡𝑎𝑥𝑒 𝑠

𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔  𝑖𝑛𝑐𝑜𝑚𝑒
×  1 −

𝑡𝑎𝑥𝑒𝑠

𝑖𝑛𝑐𝑜𝑚𝑒  𝑏𝑒𝑓𝑜𝑟𝑒  𝑡𝑎𝑥𝑒𝑠
 ×

                                 
𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠

  𝑎𝑣𝑒𝑟𝑎𝑔𝑒  𝑡𝑜𝑡𝑎𝑙  𝑎𝑠𝑠𝑒𝑡𝑠
                                   (2.27)  

or, 

         𝑅𝑂𝐴 = 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑝𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛× 𝑒𝑓𝑓𝑒𝑐𝑡 𝑜𝑓 𝑛𝑜𝑛𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑖𝑡𝑒𝑚𝑠 ×

                                   𝑡𝑎𝑥 𝑒𝑓𝑓𝑒𝑐𝑡× 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟.                  (2.28)  

Similarly, we can represent the return on shareholders’ equity as a 

three-component DuPont model: 

          𝑅𝑂𝐸 =
𝑛𝑒𝑡  𝑖𝑛𝑐𝑜𝑚𝑒

𝑎𝑣𝑒𝑟𝑎𝑔𝑒  𝑠𝑎𝑟𝑒 𝑜𝑙𝑑𝑒𝑟𝑠 ′ 𝑒𝑞𝑢𝑖𝑡𝑦
=

𝑛𝑒𝑡  𝑖𝑛𝑐𝑜𝑚𝑒

𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠
×

𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠

𝑎𝑣𝑒𝑟𝑎𝑔𝑒  𝑡𝑜𝑡𝑎𝑙  𝑎𝑠𝑠𝑒𝑡𝑠
×

                                     
𝑎𝑣𝑒𝑟𝑎𝑔𝑒  𝑡𝑜𝑡𝑎𝑙  𝑎𝑠𝑠𝑒𝑡𝑠

𝑎𝑣𝑒𝑟𝑎𝑔𝑒  𝑠𝑎𝑟𝑒 𝑜𝑙𝑑𝑒𝑟𝑠 ′ 𝑒𝑞𝑢𝑖𝑡𝑦
.                           (2.29)  

Extending this model, we can produce a five-component DuPont model: 

           

𝑅𝑂𝐸 =
𝑜𝑝𝑒𝑟𝑎 𝑡𝑖𝑛𝑔  𝑖𝑛𝑐𝑜𝑚𝑒

𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠
×

𝑖𝑛𝑐𝑜𝑚𝑒  𝑏𝑒𝑓𝑜𝑟𝑒  𝑡𝑎𝑥𝑒𝑠

𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔  𝑖𝑛𝑐𝑜𝑚𝑒
×  1 −

𝑡𝑎𝑥

𝑖𝑛𝑐𝑜𝑚𝑒  𝑏𝑒𝑓𝑜𝑟𝑒  𝑡𝑎𝑥𝑒𝑠
 ×

                                      
𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠

𝑎𝑣𝑒𝑟𝑎𝑔𝑒  𝑡𝑜𝑡𝑎𝑙  𝑎𝑠𝑠𝑒𝑡𝑠
×

𝑎𝑣𝑒𝑟𝑎𝑔 𝑒  𝑡𝑜𝑡𝑎𝑙  𝑎𝑠𝑠𝑒𝑡𝑠

𝑎𝑣𝑒𝑟𝑎𝑔𝑒  𝑠𝑎𝑟𝑒 𝑜𝑙𝑑𝑒𝑟𝑠 ′ 𝑒𝑞𝑢𝑖𝑡𝑦
.          (2.30)  
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Chapter 3 Description of Apple Company 

3.1 Apple profile 

Apple Corporation is an American multinational that designs and manufactures 

consumer electronics and computer software products. Apple was established in 

Cupertino, California on April 1, 1976 in the heart of Silicon Valley, and incorporated 

January 3, 1977. Apple Inc. used to be called Apple Computers Inc., but dropped the 

word computer because it wanted to expand its products beyond just computers. Steve 

Jobs was a co-founder and is still the CEO until August 2011, and now the CEO of 

Apple is Tim Cook. 

Apple is engaged in design, development and marketing of personal computers 

(PCs), servers, communication devices, network solutions, portable digital music 

players, and related accessories, software and services. The company’s portfolio of 

offerings comprises Mac computing systems, iPods line of portable digital music and 

video players, iPhone handsets, iPad portable multimedia and computing device, and 

servers. The company’s software applications include Mac OS, iLife, iWork and 

internet applications such as Safari and QuickTime, among others.  

Today, Apple operates more than 300 retail stores in 12 countries, and an online 

store where hardware and software products are sold. As of September 24, 2011, the 

company had approximately 60,400 full-time equivalent employees and an additional 

2,900 full- time equivalent temporary employees and contractors. The company 

recorded revenues of $108,249 million during the financial year ended September 

2011 (FY2011), an increase of 65.96% over 2010. The increase in revenues was 

mainly due to growth in sales of iPhone and iPad. The operating profit of the 

company was $33,790 million in FY2011, an increase of 83.79% over 2010. Its net 

profit was $25,922 million in FY2011, an increase of 84.99% over 2010.  

 

3.1.1 History of Apple 

 1976— Apple was founded by college dropouts Steve Jobs and Steve Wozniak, 

whose first computer was manufactured in the garage of Jobs’ family. 
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 1977— The Apple II microcomputer was introduced, with its plastic case and 

colour graphics, launching the company to success, earning Apple over $100 

million by 1980, the year the company first offered stock to the public.  

 1983— Apple introduced the Lisa, the first commercial personal computer to 

employ a graphical user interface.  

 1984— Macintosh was introduced, furthering the concept of a user—friendly 

graphical user interface. 

 1991— Apple introduced design that has since become ubiquitous in the portable 

market. 

 2001— iPod portable MP3 music player was introduced with iTunes, software 

for playing music that has been converted to the MP3 format. 

 2005— iPod Nano and iPod Shuffle were introduced  

 2006— iPod Nano (2nd Generation) was introduced 

 2007— iPod Nano (3rd Generation), Apple TV, iPod Touch and iPhone were 

released 

 2008— iPod Nano (4th Generation) came into the market 

 2009— iPod Nano (5th Generation) was released in September  

 2010— iPad was introduced 

 2011— iPad (2nd Generation) was introduced 

 2011— Steve Jobs resigned 

 2011— Steve Jobs passed away 

 

3.1.2 Products  

The Company offers a range of mobile communication and media devices, personal 

computing products, and portable digital music players, as well as a variety of related 

software, services, peripherals, networking solutions and third-party hardware and 

software products. In addition, the Company offers its own software products, 

including iOS, the Company’s proprietary mobile operating system; Mac OS X, the 

Company’s proprietary operating system software for the Mac; server software and 



 

17 

 

application software for consumer, SMB, and education, enterprise and government 

customers. The Company’s primary products are discussed below.  

 

iPhone 

iPhone combines a mobile phone, an iPod, and an Internet communications device in 

a single handheld product. Based on the Company’s Multi-Touch™ user interface, 

iPhone features desktop-class email, web browsing, searching, and maps and is 

compatible with both Macs and Windows-based computers. iPhone automatically 

syncs content from users’ iTunes libraries, as well as contacts, bookmarks, and email 

accounts. iPhone allows customers to access the iTunes Store to download audio and 

video files, as well as a variety of other digital content and applications. In October 

2011, the Company launched iPhone 4S, its latest version of iPhone, which includes 

Siri™, a voice activated intelligent assistant. In addition to the Company’s own 

iPhone accessories, third-party iPhone compatible accessories are available through 

the Company’s online and retail stores and from third parties.  

 

iPad 

iPad is a multi-purpose mobile device for browsing the web, reading and sending 

email, viewing photos, watching videos, listening to music, playing games, reading 

e-books and more. iPad is based on the Company’s Multi-Touch technology and 

allows customers to connect with their applications and content in a more interactive 

way. iPad allows customers to access the iTunes Store to download audio and video 

files, as well as a variety of other digital content and applications. In March 2011, the 

Company introduced iPad 2, its second-generation iPad. In addition to the Company’s 

own iPad accessories, third-party iPad compatible accessories are available through 

the Company’s online and retail stores and from third parties. 

 

Mac Hardware Products 

The Company offers a range of personal computing products including desktop and 
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portable computers, related devices and peripherals, and third-party hardware 

products. The Company’s Mac desktop and portable systems feature Intel 

microprocessors, the Mac OS X Lion operating system and the iLife suite of software 

for creation and management of digital photography, music, movies, DVDs and 

websites. The Company’s desktop computers include iMac , Mac Pro and Mac mini. 

The iMac desktop computer has an all- in-one design that incorporates a display, 

processor, graphics card, storage, memory and other components inside a single 

enclosure. The Mac Pro desktop computer is targeted at business and professional 

customers and is designed to meet the performance, expansion, and networking needs 

of the most demanding Mac user. The Mac mini is a desktop computer in a compact 

enclosure. The Company’s portable computers include MacBook Pro and MacBook 

Air . MacBook Pro is a portable computer designed for professionals and consumers. 

MacBook Air is an ultra-slim portable computer designed for professionals and 

consumers. 

 

iPod 

The Company’s iPod line of portable digital music and media players  includes iPod 

touch, iPod nano, iPod shuffle and iPod classic. All iPods work with iTunes. In 

addition to the Company’s own iPod accessories, third-party iPod compatible 

accessories are available, through the Company’s online and retail stores or from third 

parties. The iPod touch, based on iOS, is a flash-memory-based iPod with a 

widescreen display and a Multi-Touch user interface. iPod touch allows customers to 

access the iTunes Store to download audio and video content, as well as a variety of 

digital applications. The iPod nano is a flashmemory-based iPod that features the 

Company’s Multi-Touch interface allowing customers to navigate their music 

collection by tapping or swiping the display. The iPod nano features a polished 

aluminum and glass enclosure with a built- in clip. The iPod shuffle is a 

flashmemory-based iPod that features a clickable control pad to control music 

playback and VoiceOver technology enabling customers to hear song titles, artists and 



 

19 

 

playlist names. The iPod classic is a hard-drive based portable digital music and video 

player. 

 

iTunes 

iTunes is an application that supports the purchase, download, organization and 

playback of digital audio and video files and is available for both Mac and 

Windows-based computers. iTunes 10 is the latest version of iTunes and features 

AirPlay wireless music playback, Genius Mixes, Home Sharing, and improved 

syncing functionality with iOS devices. iTunes is integrated with the iTunes Store , a 

service that allows customers to discover, purchase, rent, and download digital 

content and applications. The iTunes Store includes the App Store™  and iBookstore. 

The App Store allows customers to discover and download applications, and the 

iBookstore features electronic books from major and independent publishers and 

allows customers to preview and buy books for their iOS devices. Customers can 

access the App Store through either a Mac or Windows-based computer or through an 

iOS device. The iBookstore is accessed through the iBooks application on an iOS 

device. 

 

Mac App Store 

In January 2011, the Company opened the Mac App Store allowing customers to 

discover, download and install applications for their Macs. The Mac App Store offers 

applications in education, games, graphics and design, lifestyle, productivity, utilities 

and other categories. The Company’s Mac OS X operating system software and iLife 

and iWork application software are also available on the Mac App Store.  

 

iCloud 

In October 2011, the Company launched iCloud, its new cloud service, which stores 

music, photos, applications, contacts, calendars, and documents and wirelessly pushes 

them to multiple iOS devices, Macs and Windows-based computers. iCloud’s features 
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include iTunes in the Cloud, Photo Stream, Documents in the Cloud, Contacts, 

Calendar, Mail, automatic downloads and purchase history for applications and 

iBooks, and iCloud Backup. Users can sign up for free access to iCloud using a 

device running iOS 5 or a Mac running Mac OS X Lion. 

 

Software Products and Computer Technologies 

The Company offers a range of software products for consumer, SMB, education, 

enterprise and government customers, including the Company’s proprietary iOS and 

Mac OS X operating system software; server software; professional application 

software; and consumer, education, and business oriented application software.  

 

Figure 3.1: Portfolio of each product in 2011 

 

Desktops include iMac, Mac mini, Mac Pro and Xserve product lines.  

Portables include MacBook, MacBook Air and MacBook Pro product lines.  

Other music related products and services include sales from the iTunes Store, 

App Store, and iBookstore in addition to sales of iPod services and Apple-branded 

and third-party iPod accessories.  

iPhone related products and services include revenue recognized from iPhone 

sales, carrier agreements, services, and Apple-branded and third-party iPhone 

accessories. 
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iPad related products and services include revenue recognized from iPad sales,  

services and Apple-branded and third-party iPad accessories.  

Peripherals and other hardware include sales of displays, wireless connectivity 

and networking solutions, and other hardware accessories.  

Software, service, and other sales include sales from the Mac App Store in 

addition to sales of other Apple-branded and third-party Mac software and Mac and 

Internet services. 

 

     Figure 3.1 shows portfolios of products in 2011. In 2011, net sales of iPhone 

and related products and services were 47,057 million, accounts for 43% of total 

Apple revenue. Net sales of iPad and related products and services were 20,358 

million, accounts for 19% of total Apple revenues. But net sale of desktops was only 

6,349 million, accounts for 6% of total Apple revenue. iPhone year-over-year net 

sales growth reflected strong demand for iPhone 4 in all of the Company’s operating  

segments. The expanded U.S. distribution of iPhone to the Verizon Wireless network 

beginning in February 2011, continued expansion into new countries, and increased 

distribution with other new carriers and resellers also contributed to the 

year-over-year growth of iPhone. As of September 24, 2011, the Company distributed 

iPhone in 105 countries through 228 carriers. The year-over-year unit growth and net 

sales growth were driven by strong iPad demand in all of the Company’s operating 

segments. The Company distributes iPad through its direct channels, certain cellular 

network carriers’ distribution channels and certain third-party resellers. The Company 

distributed iPad in 90 countries as of September 24, 2011 compared to 26 countries as 

of September 25, 2010. 

 

3.1.3 Segment information and geographic data 

The Company reports segment information based on the ―management‖ approach. 

The management approach designates the internal reporting used by management for 

making decisions and assessing performance as the source of the Company’s 
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reportable segments. 

The Company manages its business primarily on a geographic basis. 

Accordingly, the Company determined its reportable operating segments, which are 

generally based on the nature and location of its customers, to be the Americas, 

Europe, Japan, Asia-Pacific and Retail operations. The results of the Americas, 

Europe, Japan and Asia-Pacific reportable segments do not include results of the 

Retail segment. The Americas segment includes both North and South America. The 

Europe segment includes European countries, as well as the Middle East and Africa. 

The Asia-Pacific segment includes Australia and Asian countries, other than Japan. 

The Retail segment operates Apple retail stores in 11 countries. Each reportable 

operating segment provides similar hardware and software products and similar 

services. The accounting policies of the various segments are the same as those 

described in Note 1, ―Summary of Significant Accounting Policies.‖ 

The Company evaluates the performance of its operating segments based on net 

sales and operating income. Net sales for geographic segments are generally based on 

the location of customers, while Retail segment net sales are based on sales from the 

Company’s retail stores. Operating income for each segment includes net sales to 

third parties, related cost of sales and operating expenses directly attributable to the 

segment. Advertising expenses are generally included in the geographic segment in 

which the expenditures are incurred. Operating income for each segment excludes 

other income and expense and certain expenses managed outside the operating 

segments. Costs excluded from segment operating income include various corporate 

expenses, such as manufacturing costs and variances not included in standard costs, 

research and development, corporate marketing expenses, share-based compensation 

expense, income taxes, various nonrecurring charges, and other separately managed 

general and administrative costs. The Company does not include intercompany 

transfers between segments for management reporting purposes. Segment assets 

exclude corporate assets, such as cash and cash equivalents, short-term and long-term 

marketable securities, other long-term investments, manufacturing and corporate 
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facilities, product tooling and manufacturing process equipment, miscellaneous 

corporate infrastructure, goodwill and other acquired intangible assets. Except for the 

Retail segment, capital asset purchases for long- lived assets are not reported to 

management by segment. Cash payments for capital asset purchases by the Retail 

segment were $612 million, $392 million and $369 million for 2011, 2010 and 2009, 

respectively. 

The Company has certain retail stores that have been designed and built to serve 

as high-profile venues to promote brand awareness and serve as vehicles for corporate 

sales and marketing activities. Because of their unique design elements, locations and 

size, these stores require substantially more investment than the Company’s more 

typical retail stores. The Company allocates certain operating expenses associated 

with its high-profile stores to corporate expense to reflect the estimated 

Company-wide benefit. The allocation of these operating costs to corporate expense is 

based on the amount incurred for a high-profile store in excess of that incurred by a 

more typical Company retail location. The Company had opened a total of 19 

high-profile stores as of September 24, 2011. Amounts allocated to corporate expense 

resulting from the operations of high-profile stores were $102 million, $75 million 

and $65 million for 2011, 2010 and 2009, respectively.  

 

Figure 3.2: Portfolios of segments in 2011 
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Figure 3.2 shows the portfolios of segments in 2011. In 2011, net sales in Americas 

segment were $38,315 million, accounts for 35% of total operating segments revenues. 

During 2011, net sales in the Americas segment increased $13.8 billion or 56% 

compared to 2010. The primary contributors to the growth in net sales was a 

significant year-over-year increase in iPhone revenue from carrier expansion and 

strong demand for iPhone 4 and increased sales of iPad and Macs, partially offset by a 

decrease in iPod net sales. Net sales in Europe segment were $27,778 million in 2011, 

accounts for 26% of total segments revenues. For 2011, net sales in the Europe 

segment increased $9.1 billion or 49%, compared to 2010. The reasons were almost 

same to the Americas segment. Net sales in Asia-Pacific segment were $22,592 

million, accounts for 21% of total segments revenues. Net sales in the Asia-Pacific 

segment increased $14.3 billion or 174% during 2011 compared to 2010. The 

Company experienced particularly strong year-over-year net sales growth in its Asia 

Pacific segment during 2011, especially in Greater China, which includes Hong Kong 

and Taiwan. Korea and Australia also experienced strong year-over-year revenue 

growth. Higher net sales in the Asia Pacific segment were due mainly to the increase 

in iPhone revenue primarily attributable to the strong demand for iPhone 4 and carrier 

expansion, strong sales of iPad, and increased sales of Macs. Net sales in the Retail 

segment were $14,127 million, accounts for 13% of total segments revenues. Retail 

segment net sales increased $4.3 billion or 44% during 2011 compared to 2010. The 

increase in net sales was driven primarily by strong demand for iPad, higher sales of 

Macs, and an increase in iPhone revenue. The Company opened 40 new retail stores 

during 2011, 28 of which were outside the U.S., ending the year with 357 stores open 

compared to 317 stores at the end of 2010. As of September 24, 2011, the Company 

had a total of 245 U.S. retail stores and 112 international retail stores. Net sales in 

Japan segment were $5,437 million, accounts only 6% of total segments revenues.  
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3.2 Common-size analysis 

This part will use the method of common-size analysis in Chapter 2 to analysis 

Apple’s financial statement. Common-size financial statements can be used to 

compare multiple companies at the same point in time. A common-size analysis is 

especially useful when comparing companies of different sizes. It is often insightful to 

compare a firm to the best performing firm in its industry.  

3.2.1 Vertical common-size analysis 

Table 3.1: Vertical common-size statement of income statement 

 
2007 2008 2009 2010 2011 

net sales 100.00% 100.00% 100.00% 100.00% 100.00% 

cost of sales 66.03% 65.69% 59.86% 60.62% 59.52% 

gross margin 33.97% 34.31% 40.14% 39.38% 40.48% 

research and development 3.26% 3.41% 3.11% 2.73% 2.24% 

selling, general and 

administration 
12.34% 11.58% 9.67% 8.46% 7.02% 

operating income 18.37% 19.32% 27.36% 28.19% 31.22% 

other income and expense 2.50% 1.91% 0.76% 0.24% 0.38% 

income before provision for 

income taxes 
20.86% 21.23% 28.12% 28.42% 31.60% 

provision for income tax 6.30% 6.35% 8.93% 6.94% 7.65% 

net income 14.56% 14.88% 19.19% 21.48% 23.95% 

 

Figure 3.3: Vertical common-size income statement 
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Table 3.1 and Figure 3.2 show common-size statement of income statement of Apple 

Corporation. From Table 3.1 and Figure 3.2 we know about 60% of revenues is goods 

over these 5 years. The gross margin percentage in 2010 was 39.38%, it was 

decreasing compared to 2009 because of higher cost structures of new products. And 

the gross margin percentage in 2011 was 40.48%, it was increasing compared to 2010 

because of lower commodity and other product costs. The R&D expense percentage 

was decreasing form 2007 to 2011. The percentage of operating income was 

increasing over these 5 years, because operating expenses are decreasing. The 

percentage of net income increased from 2007 to 2011.  

 

Table 3.2: Vertical common-size statement of assets 

 
2007 2008 2009 2010 2011 

cash and cash equivalents 36.90% 30.01% 11.08% 14.98% 8.43% 

short-term marketable 

securities 
23.81% 25.87% 38.32% 19.10% 13.87% 

account receivable, net 6.46% 6.12% 7.08% 7.33% 4.61% 

inventories 1.37% 1.29% 0.96% 1.40% 0.67% 

deferred tax assets 3.09% 3.66% 2.39% 2.18% 1.73% 

other current assets 15.01% 14.71% 6.61% 10.46% 9.35% 

total current assets 86.62% 81.65% 66.43% 55.44% 38.66% 

long-term marketable 

securities  
6.01% 22.16% 33.77% 47.79% 

property, plant and 

equipment, net 
7.23% 6.20% 6.22% 6.34% 6.68% 

goodwill 0.15% 0.52% 0.43% 0.99% 0.77% 

acquired intangible assets, 

net 
1.18% 0.72% 0.52% 0.45% 3.04% 

other assets 4.82% 4.89% 4.23% 3.01% 3.06% 

total assets 100.00% 100.00% 100.00% 100.00% 100.00% 
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Figure 3.4: Vertical common-size asset 

 

Table 3.2 and Figure 3.3 show common-size statement of asset of Apple Corporation. 

Total current assets percentage was decreasing during these 5 years, from 86.62% in 

2007 to 38.66% in 2011. In fact, total current asset was increasing these 5 years, but 

in the same time, total asset of Apple was increasing, so the percentage was 

decreasing. Long-term marketable securities percentage was increasing during these 4 

years, from 6.01% in 2008 to 47.79% in 2011. The percentage of net property, plant 

and equipment was stable. 
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Table 3.3: Vertical common-size statement of liabilities and equity 

 
2007 2008 2009 2010 2011 

accounts payable 19.61% 13.95% 11.79% 15.98% 12.57% 

accrued expenses 17.08% 9.40% 8.11% 7.61% 7.95% 

deferred revenue   12.26% 4.32% 3.97% 3.52% 

total current liabilities 36.69% 35.61% 24.22% 27.56% 24.04% 

deferred revenue - 

non-current  
7.65% 1.80% 1.51% 1.45% 

other non-current 

liabilities 
5.98% 3.59% 7.37% 7.36% 8.68% 

total liabilities 42.67% 46.86% 33.39% 36.43% 34.16% 

common stock  21.18% 18.14% 17.28% 14.19% 11.46% 

retained earnings 35.91% 34.99% 49.16% 49.44% 54.00% 

accumulated other 

comprehensive income 
0.25% 0.02% 0.16% -0.06% 0.38% 

total shareholders' equity 57.33% 53.14% 66.61% 63.57% 65.84% 

total liabilities and 

shareholders' equity 
100.00% 100.00% 100.00% 100.00% 100.00% 

 

Figure 3.5: Vertical common-size liabilities and equity 
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Table 3.3 and Figure 3.4 show common-size statement of liabilities and equity of 

Apple Corporation. Total current liabilities percentage was decreasing during these 5 

years, from 36.69% in 2007 to 24.04% in 2011. In fact, total current liabilities was 

increasing these 5 years, but in the same time, total liabilities and equity of Apple was 

increasing, so the percentage was decreasing. Total shareholders’ equity percentage 

was increasing from 2008 to 2011. 

 

Table 3.4: Vertical common-size statement of operating segments 

 
2007 2008 2009 2010 2011 

Americas 48.30% 44.87% 44.24% 37.56% 35.40% 

Europe 22.74% 23.47% 27.53% 28.66% 25.66% 

Japan 4.51% 4.65% 5.31% 6.10% 5.02% 

Retail 17.14% 19.44% 15.51% 15.02% 13.05% 

Asia-Pacific 7.30% 7.57% 7.41% 12.66% 20.87% 

Total operating segments 

revenues 
100.00% 100.00% 100.00% 100.00% 100.00% 

 

Figure 3.6: Vertical common-size operating segments 
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Apple Corporation. America percentage was decreasing from 48.30% in 2007 to 

35.40% in 2011. Asia-Pacific percentage was increasing from 7.41% in 2009 to 20.87% 

in 2011, especially in 2011 the percentage increased about 8%. In 2011, the Apple 

experienced particularly strong year-over-year net sales growth in Korea, Australia 

and Greater China, which includes Hong Kong and Taiwan. Higher net sales in other 

segments were due mainly to the increase in iPhone revenue primarily attributable to 

the strong demand for iPhone 4 and carrier expansion, strong sales of iPad, and  

increased sales of Macs. 

 

3.2.2 Horizontal common-size analysis 

Table 3.5: Horizontal common-size statement of income statement 

  2007 2008 2009 2010 2011 

net sales 100.00% 135.30% 132.10% 152.02% 165.96% 

cost of sales 100.00% 134.58% 120.39% 153.96% 162.95% 

gross margin 100.00% 136.68% 154.53% 149.13% 170.60% 

operating expenses:           

  research and 

development 
100.00% 141.82% 120.20% 133.68% 136.31% 

  selling, general and 

administration 
100.00% 126.93% 110.32% 132.97% 137.74% 

 total operating expenses 100.00% 130.04% 112.57% 133.14% 137.39% 

operating income 100.00% 142.32% 187.09% 156.60% 183.79% 

other income and expense 100.00% 103.51% 52.58% 47.55% 267.74% 

income before provision 

for income taxes 
100.00% 137.68% 175.00% 153.65% 184.49% 

provision for income tax 100.00% 136.31% 185.88% 118.17% 182.97% 

net income 100.00% 138.27% 170.36% 170.16% 184.99% 

Table 3.5 shows common-size statement of income statement of Apple Corporation. 

From Table 3.5, we know every item expect other income and expense in income 
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statement was increasing from 2007 to 2011. Other income and expense decreased in 

2009 and 2010 because of the significant declines in interest rates on a year-over-year 

basis. Additionally the Company incurred higher premium expenses on its foreign 

exchange option contracts, which further reduced the total other income and expense.  

The Company’s effective tax rates were approximately 24.2%, 24.4% and 31.8% for 

2011, 2010 and 2009, respectively.  

 

Table 3.6: Horizontal common-size statement of assets 

  2007 2008 2009 2010 2011 

current assets:           

cash and cash 

equivalents 
100.00% 126.98% 44.32% 213.97% 87.16% 

short-term marketable 

securities 
100.00% 169.64% 177.81% 78.89% 112.38% 

account receivable, net 100.00% 147.95% 138.77% 163.94% 97.44% 

inventories 100.00% 147.11% 89.39% 230.99% 73.83% 

deferred tax assets 100.00% 185.04% 78.44% 144.14% 123.11% 

other current assets 100.00% 153.01% 53.93% 250.35% 138.37% 

total current assets 100.00% 147.16% 97.66% 132.08% 107.94% 

long-term marketable 

securities 
  100.00% 442.54% 241.18% 219.05% 

property, plant and 

equipment, net 
100.00% 134.01% 120.33% 161.41% 163.11% 

goodwill 100.00% 544.74% 99.52% 359.71% 120.92% 

acquired intangible 

assets, net 
100.00% 95.32% 86.67% 138.46% 1033.92% 

other assets 100.00% 158.35% 103.93% 112.53% 157.14% 

total assets 100.00% 156.12% 120.04% 158.28% 154.78% 

Table 3.6 shows common-size statement of assets of Apple Corporation. From Table 
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3.6, we know cash and cash equivalent sharply decreased in 2009. Total current assets 

decreased in 2009. But long-term marketable security increased in 2009, and total 

assets increased in 2009. Acquired intangible asset sharply increased in 2011, because 

during 2011, the Company, as part of a consortium, acquired Nortel Networks 

Corporation’s patent portfolio for an overall purchase price of $4.5 billion, of which 

the Company’s contribution was approximately $2.6 billion.  

 

Table 3.7: Horizontal common-size statement of liabilities and equity 

  2007 2008 2009 2010 2011 

current liabilities:           

  accounts payable 100.00% 111.07% 101.47% 214.52% 121.78% 

  accrued expenses 100.00% 127.41% 103.58% 148.57% 161.58% 

  deferred revenue 100.00% 348.89% 42.30% 145.35% 137.10% 

 total current liabilities 100.00% 151.85% 81.65% 180.10% 134.98% 

deferred revenue - 

non-current 
100.00% 356.77% 28.16% 133.53% 148.02% 

other non-current 

liabilities 
100.00% 207.14% 246.45% 157.94% 182.61% 

 total liabilities 100.00% 171.45% 85.54% 172.70% 145.14% 

shareholders' equity:           

  common stock  100.00% 133.70% 114.39% 129.94% 124.96% 

  retained earnings 100.00% 152.13% 168.67% 159.16% 169.07% 

  accumulated other 

comprehensive income 
100.00% 12.70% 962.50% -59.74% -963.04% 

 total shareholders' equity 100.00% 144.72% 150.45% 151.05% 160.31% 

total liabilities and 

shareholders' equity 
100.00% 156.12% 120.04% 158.28% 154.78% 

Table 3.7 shows common-size statement of liabilities and equity of Apple Corporation.  

From Table 3.7, we know total current liabilities decreased in 2009 and total liabilities 
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decreased in 2009. Common stock and total shareholders’ equity were increasing 

during these 5 years. The Company had net excess tax benefits from equity awards of 

$1.1 billion, $742 million and $246 million in 2011, 2010 and 2009, so common stock 

increased in 2009, 2010 and 2011.  

 

Table 3.8: Horizontal common-size statement of operating segments 

  2007 2008 2009 2010 2011 

Americas 100.0% 125.7% 130.2% 129.1% 156.4% 

Europe 100.0% 139.6% 154.9% 158.3% 148.6% 

Japan 100.0% 139.5% 151.0% 174.7% 136.6% 

Retail 100.0% 153.5% 105.4% 147.2% 144.2% 

Asia-Pacific  100.0% 140.3% 129.2% 259.7% 273.6% 

Total operating segments 

revenues 
100.0% 135.3% 132.1% 152.0% 166.0% 

Table 3.8 shows common-size statement of operating segments of Apple Corporation. 

From Table 3.8, we know net sale in every segment was increasing. During 2010, net 

sales in the Americas segment increased 29% compared to 2009. This increase in net 

sales in every segment was driven by increased iPhone revenue, strong demand for 

iPad, continued demand for Mac desktop and portable systems, and higher sales of 

third-party digital content and applications from the iTunes Store. During 2011, net 

sales in the Americas segment increased 56% compared to 2010. The primary 

contributors to the growth in net sales was a significant year-over-year increase in 

iPhone revenue from carrier expansion and strong demand for iPhone 4 and increased 

sales of iPad and Macs, partially offset by a decrease in iPod net sales. During 2010 

and 2011, net sales in all other segments also increased, and the reasons are almost 

same as in the Americas segment.  
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Chapter 4 Financial Analysis of Statements of Apple Company 

A ratio is a mathematical relation between one quantity and another. Suppose you 

have 200 apples and 100 oranges. The ratio of apples to oranges is 200 / 100, which 

we can more conveniently express as 2:1 or 2. A financial ratio is a comparison 

between one bit of financial information and another. Consider the ratio of current 

assets to current liabilities, which we refer to as the current ratio. This ratio is a 

comparison between assets that can be readily turned into cash– current assets– and 

the obligations that are due in the near future– current liabilities. A current ratio of 2:1 

or 2 means that we have twice as much in current assets as we need to satisfy 

obligations due in the near future. Financial ratio analysis is the use of financial 

accounting and other information to assess a company’s financial performance and 

financial condition. Hundreds of ratios can be formed using available financial data. 

Financial ratios are calculated using a company’s financial statement and market data, 

yet the interpretation of these ratios should also consider company-specific events and 

the general economic cycle. 

Ratios can be classified into several types, based on the dimension of the company’s 

performance and conditions: 

 Activity ratios can be used to evaluate a company’s effectiveness in putting its 

asset investment to good use. 

 Liquidity ratios can be used to measure a company’s ability to meet its short-term, 

immediate obligations. 

 Solvency ratios can be used to gauge a company’s ability to meets its debt 

obligations. 

 Profitability ratios can be used to analyze a company’s ability to manage its 

expenses to generate profits from its sales.  

 

4.1 Activity ratios 

Table 4.1 shows turnover ratios of Apple from 2007 to 2011. And inventory 

turnover is calculated based on formula (2.1). Receivable turnover is calculated based 
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on formula (2.2). Total asset turnover is calculated based on formula (2.3). Working 

capital turnover is calculated based on formula (2.4).  

Table 4.1: Turnover ratios (In million, USD) 

  2007 2008 2009 2010 2011 

cost of sales 15,852 21,334 25,683 39,541 64,431 

net sales 24,006 32,479 42,905 65,225 108,249 

  inventories 346 509 455 1,051 776 

average inventory   427.5 482.0 753.0 913.5 

  account receivable, net 1,637 2,422 3,361 5,510 5,369 

average receivables   2,029.5 2,891.5 4,435.5 5,439.5 

 total assets 25,347 39,572 47,501 75,183 116,371 

average total assets   32,459.5 43,536.5 61,342.0 95,777.0 

 total current assets 21,956 32,311 31,555 41,678 44,988 

 total current liabilities 9,280 14,092 11,506 20,722 27,970 

working capital 12,676 18,219 20,049 20,956 17,018 

average working capital   15,447.5 19,134.0 20,502.5 18,987.0 

inventory turnover   49.90 53.28 52.51 70.53 

receivables turnover   16.00  14.84  14.71  19.90  

total asset turnover   1.00  0.99  1.06  1.13  

working capital turnover   2.10  2.24  3.18  5.70  

    High inventory turnover ratio means low occupation of the inventory, high 

liquidity, and high ability to convert inventory into cash and receivable accounts. 

Improve inventory turnover ratio could improve the ability to convert inventory into 

cash and receivable accounts of corporation. And low inventory turnover ratio means 

low ability to convert inventory into cash and receivable accounts. Inventory turnover 

ratio was 70.53 in 2011 representing an increase of 18 times compared to 2010, which 

means in fiscal year 2011 inventory turned around more 18 times compared to 2010. 

Because cost of sales in 2011 was about 1.6 times compared to 2010, but average 

inventory was only 1.2 times.  
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High receivable turnover ratio is better, because that means receivable accounts 

get back quickly, and fewer bad debt losses. From 2008 turnover ratio was decreasing, 

but it increased in 2011. Receivable turnover ratio was 19.9 in 2011 representing an 

increase of 5 times compared to 2010, which means in fiscal year 2011 receivables 

turned around more 5 times than 2010. And in 2011, receivable accounts turned 

around about 20 times. 

From 2007 to 2011, total assets turnover was about 1. In these 5 years, total 

assets turned around 1 time.  

Working capital turnover was decreasing from 2007 to 2011. In 2007 it was only 

2.1, but in 2011 it was 5.7. Working capital turnover was 5.7 in 2011 representing an 

increase of 2.52 times compared to 2010. Average working capital is about the same 

in 2010 and 2011, but net sale in 2011 was about 1.66 times compared to 2010.  

 

    Figure 4.1 shows the tendency of turnover ratios, including inventory turnover, 

receivable turnover, total asset turnover and working capital turnover.  

Figure 4.1: Turnover ratios trend 

 

From Figure 4.1, we know inventory turnover was increasing, but it decreased in 

2010. Receivables turnover was decreasing from 2007 to 2010, but it increased in 

2011. Total asset turnover was stable. Working capital turnover was increasing from 

2007 to 2011. Inventory turnover was higher than other turnover ratios. Receivable 

turnover was higher than total asset turnover and working capital turnover.  

0.00

10.00

20.00

30.00

40.00

50.00

60.00

70.00

80.00

2008 2009 2010 2011

inventory turnover

receivables turnover

total asset turnover

working capital 
turnover



 

37 

 

     Table 4.2 shows the operating cycle and its components of Apple from 2007 to 

2011. And number of days of inventory is calculated based on formula (2.5). Number 

of days of receivable is calculated based on formula (2.6). Number of days of payable 

is calculated based on formula (2.7). Operating cycle is calculated based on formula 

(2.9). 

Table 4.2: The operating cycle and its components (In million, USD) 

  2007 2008 2009 2010 2011 

  inventories 346 509 455 1,051 776 

cost of sales 15,852 21,334 25,683 39,541 64,431 

average day's cost of sales 43.43 58.45 70.36 108.33 176.52 

  account receivable, net 1,637 2,422 3,361 5,510 5,369 

net sales 24,006 32,479 42,905 65,225 108,249 

average day's revenue 65.77  88.98  117.55  178.70  296.57  

  accounts payable 4,970 5,520 5,601 12,015 14,632 

purchase   21,497 25,629 40,137 64,156 

average day's purchase   58.90  70.22  109.96  175.77  

number of days of inventory 7.97  8.71  6.47  9.70  4.40  

number of days of receivable 24.89  27.22  28.59  30.83  18.10  

number of days of payable   93.72  79.77  109.26  83.25  

operating cycle 32.86  35.93  35.06  40.54  22.50  

    Lower number of days of inventory represents better sales condition. In 2007, the 

number of days of inventory was 7.97, which means Apple needs 7.97 days to sell the 

inventories out. The number of days of inventory was 4.4 in 2011 representing a 

decrease of 5.3 days compared to 2010, which means in 2011 Apple needs less time 

to sell the inventories out than 2010.  

Lower number of days of receivable represents better ability to get back 

receivable accounts. In 2007 the number of days of receivable was 24.89, which 

means Apple needs about 25 days to get all receivable accounts back. The number of 

days of receivable was 18.1 in 2011 representing a decrease of about 11 days 
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compared to 2010.  

High number of days of payable represents that the company could use supplier’s 

goods payment better. In 2008 the number of days of payable was 93.72, which 

means Apple could use default payment of goods for about 93 days. The number of 

days of payable was 83.25 in 2011 representing a decrease of about 26 days compared 

to 2010. Because accounts payable in 2011 increased $2,617 million or 21.8% 

compared to 2010, but average day’s purchase increased $65.81 million or 59.85% 

compared to 2010.  

Low operating cycle means a company needs less time to convert an investment 

in cash in inventory back into cash through collection of accounts receivable. In 2007 

the operating cycle was 32.86, which means Apple needed 33 days to convert an 

investment in cash in inventory back to cash through accounts receivable. The 

operating cycle was 22.5 in 2011 representing a decrease of about18 days compared 

to 2010. Because the number of days of inventory and the number of days of 

receivable were decreasing in 2011 compared to 2010.  

 

    Figure 4.2 shows the tendency of operating cycle and its components, including 

number of days of inventory, number of days of receivable, number of days of 

payable and operating cycle. 

Figure 4.2: The operating cycle and its components trend 
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to 2011. Number of days of receivable was increasing from 2007 to 2010, but it 

decreased in 2011. Number of days of payable was floating from 2008 to 2011. 

Operating cycle was floating, too.  

 

4.2 Liquidity ratios 

    Table 4.3 shows liquidity ratios of Apple from 2007 to 2011. And current ratio is 

calculated based on formula (2.10). Quick ratio is calculated based on formula (2.11). 

Cash ratio is calculated based on formula (2.12). 

Table 4.3: Liquidity ratios (In million, USD) 

  2007 2008 2009 2010 2011 

 total current assets 21,956 32,311 31,555 41,678 44,988 

 total current liabilities 9,280 14,092 11,506 20,722 27,970 

 cash and cash equivalents 9,352 11,875 5,263 11,261 9,815 

short-term marketable securities 6,034 10,236 18,201 14,359 16,137 

  account receivable, net 1,637 2,422 3,361 5,510 5,369 

current ratio 236.6% 229.3% 274.2% 201.1% 160.8% 

quick ratio 183.4% 174.1% 233.1% 150.2% 112.0% 

cash ratio 165.8% 156.9% 203.9% 123.6% 92.8% 

    High current ratio means that a company has better ability to satisfy its current 

liabilities with its current assets. Current ratio increased in 2009, but in other years it 

was decreasing. Because current liability in 2009 decreased $2,586 million or 18.35% 

compared to 2008, but current asset decreased $756 million or 23.4% compared to 

2008. Current ratio was 160.8% in 2011 representing a decrease of 20.0% compared 

to 2010. Because current asset in 2011 increased $3,310 million or 7.94% compared 

to 2010, but current liabilities increased $7,248 million or 34.98% compared to 2008.  

High quick ratio means that a company has better ability to satisfy its current 

liabilities with its most liquidity assets. Quick ratio increased in 2009, but in other 

years it was decreasing. Because current liability in 2009 decreased compared to 2008, 

but the sum of cash and short-term investment and receivables increased compared to 
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2008. Quick ratio was 112.0% in 2011 representing a decrease of 25.46% compared 

to 2010. Because the sum of cash and short-term investment and receivables increased 

$191 million or 0.61% compared to 2010, but current liabilities increased $7,248 

million or 34.98% compared to 2010. 

High cash ratio means a company has better ability to meet its current 

obligations with just the cash and cash equivalents on hand. Cash ratio increased in 

2009, but in other years it was decreasing. Cash ratio increased in 2009, but in other 

years it was decreasing. Because current liability in 2009 decreased compared to 2008, 

but the sum of cash and short-term investment increased compared to 2008. Cash ratio 

was 92.8% in 2011 representing a decrease of 24.95% compared to 2010. Because the 

sum of cash and short-term investment increased $332 million or 1.30% compared to 

2010, but current liabilities increased $7,248 million or 34.98% compared to 2010.  

 

    Figure 4.3 shows the tendency of liquidity ratios, including current ratio, quick 

ratio and cash ratio. 

Figure 4.3: Liquidity ratios trend 

 

    From Figure 4.3, we know the tendency of quick ratio and cash ratio is the same 

to current ratio. Because cash, short-term investment and receivables are a part of 

current assets, and the sum of cash and short-term investment and the sum of cash and 

short-term investment and receivables were increasing from 2007 to 2011.  
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4.3 Solvency ratios 

    Table 4.4 shows solvency ratios of Apple from 2007 to 2011. And long-term 

debt-to-asset ratio is calculated based on formula (2.14). Debt-to-asset ratio is 

calculated based on formula (2.13). Debt-to-equity ratio is calculated based on 

formula (2.15). Financial leverage is calculated based on formula (2.16). 

Cash-flow-to-debt ratio is calculated based on formula (2.17). 

Table 4.4: Solvency ratios (In million, USD) 

  2007 2008 2009 2010 2011 

 total assets 25,347 39,572 47,501 75,183 116,371 

 total liabilities 10,815 18,542 15,861 27,392 39,756 

long-term debt 1,535 4,450 4,355 6,670 11,786 

 total shareholders' equity 14,532 21,030 31,640 47,791 76,615 

cash generated by operating 

activities 
5,470 9,596 10,159 18,595 37,529 

long-term debt-to-asset ratio 6.06% 11.25% 9.17% 8.87% 10.13% 

debt-to-asset ratio 42.67% 46.86% 33.39% 36.43% 34.16% 

debt-to-equity ratio 74.42% 88.17% 50.13% 57.32% 51.89% 

financial leverage 174.42% 188.17% 150.13% 157.32% 151.89% 

cash-flow-to-debt ratio 50.58% 51.75% 64.05% 67.88% 94.40% 

    High long-term debt-to-asset ratio means high proportion of a company’s assets 

that is financed with long-term debt. Long-term debt-to-asset ratio in 2007 was only 

6.06%, because long-term debt in 2007 was only $1,535 million. But it was 11.25% in 

2008, representing an increase of 5.19% compared to 2007. Because long-term debt 

increased $2,915 million or 189.9%, but total asset only increased 56.1% compared to 

2007.  

High debt-to-asset ratio means high proportion of a company’s assets that is 

financed with total debt. When it equals to 100% or more than 100%, the company 

has no net asset or the company is on the verge of insolvency. Debt-to-asset ratio was 

33.39% in 2009, representing a decrease of 13.47% compared to 2008. Because total 
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debt decreased $2,681 million or 14.5% compared to 2008, but total asset increased 

$7,929 million. 

Debt-to-equity ratio was only 50.13% in 2009, representing a decrease of 38.04% 

compared to 2008. Because total debt decreased $2,681 million or 14.5% compared to 

2008, but total shareholders’ equity increased $10,610 million or 50.5% compared to 

2008.  

Higher financial leverage means higher debt. Financial leverage was only 150.13% 

in 2009, representing a decrease of 38.04% compared to 2008. Because total asset 

increased $7,929 million or 20.04%, but total shareholders’ equity increased 50.5% 

compared to 2008. 

Higher cash-flow-to-debt ratio means a company needs shorter time to repay its 

debt with cash flow from operations. Cash-flow-to-debt was increasing from 2007 to 

2011. It was 94.40% in 2011, representing an increase of 26.51% compared to 2010.  

 

    Figure 4.4 shows the tendency of solvency ratios, including long-term 

debt-to-asset ratio, debt-to-asset ratio, debt-to-equity ratio, financial leverage and 

cash-flow-to-debt ratio. 

Figure 4.4: Solvency ratios trend 
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ratio was increasing from 2007 to 2011. Debt-to-asset ratio increased in 2007, then 

decreased in 2008. From 2009 to 2011, it was stable. Long-term debt-to-asset ratio 

was stable from 2007 to 2011. 

 

4.4 Profitability ratios 

    Table 4.5 shows margins of Apple from 2007 to 2011. And gross profit margin is 

calculated based on formula (2.18). Operating profit margin is calculated based on 

formula (2.19). Net profit margin is calculated based on formula (2.20). Pretax profit 

margin is calculated based on formula (2.21).  

Table 4.5: Margins (In million, USD) 

  2007 2008 2009 2010 2011 

gross margin 8,154 11,145 17,222 25,684 43,818 

operating income 4,409 6,275 11,740 18,385 33,790 

net income 3,496 4,834 8,235 14,013 25,922 

income before provision for 

income taxes 
5,008 6,895 12,066 18,540 34,205 

net sales 24,006 32,479 42,905 65,225 108,249 

gross profit margin 33.97% 34.31% 40.14% 39.38% 40.48% 

operating profit margin 18.37% 19.32% 27.36% 28.19% 31.22% 

net profit margin 14.56% 14.88% 19.19% 21.48% 23.95% 

pretax profit margin 20.86% 21.23% 28.12% 28.42% 31.60% 

   More efficient companies will usually see higher profit margins. Gross profit 

margin decreased in 2010, because gross profit increased only $8,462 million or 49.1% 

compared to 2009, but total revenue increased $22,320 million or 52.02%.  

Higher operating profit margin means a company has less financial risk. 

Operating income was increasing.  

 

Figure 4.5 shows the tendency of margins, including gross profit margin, 

operating profit margin, net profit margin and pretax profit margin.  
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Figure 4.5: Margins trend 

 

    Gross profit margin was increasing except in 2010. Operating profit margin was 

increasing from 2007 to 2011. Pretax profit margin was increasing from 2007 to 2011. 

Net profit margin was increasing, too. Gross profit margin was bigger than pretax 

profit margin in each year, because gross profit was bigger than pretax profit. Pretax 

profit margin was bigger than operating profit margin, because pretax profit was 

bigger than operating profit. Pretax profit not only includes operating income, but 

other income and expense. In each year, other income and expense was positive. And 

operating profit margin was bigger than net profit margin, because operating profit 

was bigger than net profit. In every year, other income and expense was smaller than 

tax.  

 

    Margins could be compared to other competitors.  

    Table 4.6 shows margins of Apple and Apple’s competitors, including Sony and 

Lenovo and Toshiba. 

Table 4.6: Competitors’ margins 

  Apple Sony Lenovo Toshiba 

gross profit margin 40.48% 32.72% 10.95% 23.46% 

operating profit margin 31.22% 2.78% 1.77% 3.06% 

net profit margin 23.95% -3.61% 1.27% 2.15% 

Source: Data from each company annual report 
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    Net profit margin of Sony is negative. Because Sony’s net income is negative. 

From table 4.6, we know all margins of Apple are higher than other companies’. 

Especially, net profit margin of Apple is much higher than other companies. Margins 

of Apple are the highest among these four companies, which shows Apple is most 

efficiency.  

 

    Table 4.7 shows return-on- investment ratios of Apple from 2007 to 2011. And 

return on assets is calculated based on formula (2.23). Operating return on assets is 

calculated based on formula (2.22). Return on equity is calculated based on formula 

(2.24). 

Table 4.7: Return-on-investment ratios (In million, USD) 

  2007 2008 2009 2010 2011 

operating income 4,409 6,275 11,740 18,385 33,790 

 total assets 25,347 39,572 47,501 75,183 116,371 

average total asset   32,459.5 43,536.5 61,342.0 95,777.0 

net income 3,496 4,834 8,235 14,013 25,922 

 total shareholders' equity 14,532 21,030 31,640 47,791 76,615 

average shareholders' equity   17,781.0 26,335.0 39,715.5 62,203.0 

return on assets   14.89% 18.92% 22.84% 27.06% 

operating return on assets   19.33% 26.97% 29.97% 35.28% 

return on equity   22.99% 26.03% 29.32% 33.83% 

From Table 4.7, we know return on asset was 27.06% in 2011, representing an 

increase of 4.78% compared to 2010. Because net income increased $11,909 million 

or 84.99% compared to 2010, but average total asset only increased 56.14%. Return 

on equity was 33.835 in 2011, representing an increase of 4.51% compared to 2010. 

Because average shareholders’ equity only increased 59.14, which is lower than the 

growth of net income. 
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Figure 4.6 shows the tendency of return-on- investment ratios, including 

operating return on assets, return on assets and return on equity.  

Figure 4.6: Return-on-investment ratios trend 

 

    From Figure 4.6 we know operating return on assets was increasing from 2007 to 

2011. Return on assets increased linearly from 2007 to 2011. The tendency of return 

on equity was similar to the tendency of return on assets, because the tendency of 

average total asset was similar to the tendency of average shareholders ’ equity.  

 

    Table 4.8 shows return-on- investment ratios of Apple and Apple’s competitors, 

including Sony, Lenovo and Toshiba.  

Table 4.8: Competitors’ return-on-investment ratios 

  Apple Sony Lenovo Toshiba 

return on assets 27.06% -2.01% 2.78% 2.55% 

operating return on assets 35.28% 1.55% 3.89% 3.61% 

return on equity 33.83% -9.42% 15.88% 16.55% 

Source: Data from each company’s annual report 

Return on asset and return on equity are negative. Because Sony’s net income is 

negative. From table 4.8, we know all return-on- investment ratios of Apple are much 

higher than other companies’. ROA of Apple is the highest among these four 

companies, which shows Apple has the highest productivity of assets. ROE of Apple 

is the highest among these four companies, which shows Apple receives highest 

benefit from investment.  
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4.5 DuPont analysis 

Using the financial data in annexes, we can calculate ROA for the fiscal year 2010 

(2011), Apple Inc., had a return on assets of 27.06%. We can use the DuPont approach 

to look at the components of this return, with dollar amounts in millions. Based on 

formula (2.25): 

𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑎𝑠𝑠𝑒𝑡𝑠 =
net income

average total assets
=

net income

revenues
×

revenues

average total assets
 

     27.06%       =                    
$25 ,922

$108 ,249
    ×         

$108 ,249

$95,777
. 

 

We can use this model to calculate ROA for other years, and we can use this method 

to analyze ROE based on formula (2.29).  

 

Table 4.9: ROA, ROE and components (In million, USD) 

  2008 2009 2010 2011 

average total assets 32,459.5 43,536.5 61,342.0 95,777.0 

net income 4,834 8,235 14,013 25,922 

net sales 32,479 42,905 65,225 108,249 

average shareholders' equity 17,781.0 26,335.0 39,715.5 62,203.0 

return on assets 14.89% 18.92% 22.84% 27.06% 

return on equity 22.99% 26.03% 29.32% 33.83% 

net income/revenues 14.88% 19.19% 21.48% 23.95% 

revenues/average total assets 100.06% 98.55% 106.33% 113.02% 

average total assets/average 

shareholders' equity 
182.55% 165.32% 154.45% 153.97% 
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Figure 4.7: ROA and its components trend 

 

From Table 4.9 and Figure 4.7, we can see ROA and its components were increasing 

from 2008 to 2011, except the total asset turnover in 2009. The growth of ROA in 

2011 was higher than the growth of net profit margin, because total assets turnover in 

2011 increased sharply.  

To be more detailed and get a better understanding, we focus on net profit 

margin, which is divided into three components, including tax effect, effect of 

non-operating items and operating profit margin.  

 

Table 4.10: Net profit margin’s components 

  2008 2009 2010 2011 

operating profit margin 13.57% 14.63% 18.00% 16.98% 

effect of non-operating items 113.59% 109.88% 102.78% 100.84% 

tax effect 69.81% 70.11% 68.25% 75.58% 

From Table 4.10, we can see these items were changing, but net profit margin was 

increasing. Because from 2008 to 2010, operating profit margin was increasing, 

through effect non-operating items were decreasing. And tax effect always about 70%. 

During 2011, operating profit margin and effect of non-operating items decreased, but 

tax effect increased to 75.58%. 
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Figure 4.8: ROE and its components trend 

 

From Table 4.9 and Figure 4.8, we can see ROE was increasing slowly compared to 

other items. Because financial leverage was decreasing, through total asset turnover 

was increasing sharply.  

 

In conclusion, Apple has good asset management, because turnover ratios are 

quite big. Apple’s liquidity is good. Apple’s debt-to-asset ratio is about 35% in recent 

years. It isn’t very high, which shows low creditors’ long-term risk. Because from the 

creditors’ view, the lower the debt-to-asset ratio, the safer their position. Apple’s 

margins and return-on-investment ratios are lower than some other competitors, 

which mean apple has high productivity of assets. Apple is developing very well.  
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Chapter 5 Conclusion 

This thesis analyzes the financial statement of Apple Corporation. The main 

objective of the thesis is to assess the financial performance of Apple Corporation. 

The financial performance is evaluated by financial analysis, including common-size 

analysis and financial ratio analysis.  

From analyzing the financial statements of Apple, some important points will be 

found: 

1. Innovation is very important to Apple Corporation. Because research and 

development cost is increasing in recent years.  

2. Goodwill of Apple Corporation is becoming better and better.  

3. Apple is developing very well. Because total revenue is becoming higher and 

higher. 

4. Sales volume of new products of Apple Corporation is becoming higher and 

higher, especially iPhone and iPad. 

5. Net sales in the Asia Pacific segment is becoming higher and higher, especially 

in China. 

 

In the future, Apple will produce more new products and I hope these products 

will be sold very well. China is a potential market. I hope Apple Corporation will 

develop very well in China. Net sales in China will become higher.  

 

 

 

 

 

 

 

 

 



 

51 

 

           Bibliography 

Literature: 

DAMODARAN, Aswath. Corporate Finance: Theory and Practice. 2nd edition. New 

York: John Wiley and Sons, 2001. 928 pages. IBSN 0471392200 

EHRHARDT, Michael C. and Eugene F.BRIGHAM. Corporate Finance. 4th edition. 

New York: South-Western College Pub, 2011. 848 pages. IBSN 9781439078082 

MEGGINSON, W., S.B. SMART and B.M. LUCEY. Introduction to Corporate 

Finance. 1st edition. London: Cengage Learning EMEA, 2008. 656 pages. ISBN 

978-1-84480-562-4. 

CLAYMAN, M.R.; FRIDSON, M.S.; TROUGHTON, G.H.: Corporate finance: a 

practical approach. 1st edition. John Wiley &Sons, 2008. 120 pages. ISBN: 

978-0-470-19768-4. 

 

Websites: 

The annual report of Sony in 2011. [online]. Available on 

http://www.sony.net/SonyInfo/IR/financial/ar/2011/report2011/SonyAR11-E.pdf 

 

The annual report of Lenovo in 2011. [online]. Available on 

http://www.lenovo.com/ww/lenovo/pdf/report/E_099220120531d.pdf 

 

The annual report of Apple (2010-2011). [online]. Available on 

http://investor.apple.com/financials.cfm 

 

The annual report of Toshiba in 2011. [online]. Available on 

http://www.toshiba.co.jp/about/ir/en/finance/ar/ar2011/tar2011e.pdf 

 

 

 

http://www.sony.net/SonyInfo/IR/financial/ar/2011/report2011/SonyAR11-E.pdf
http://www.lenovo.com/ww/lenovo/pdf/report/E_099220120531d.pdf
http://investor.apple.com/financials.cfm
http://www.toshiba.co.jp/about/ir/en/finance/ar/ar2011/tar2011e.pdf


 

52 

 

   List of Abbreviation 

CEO: Chief Executive Officer 

DVD: Digital Video Disk 

FY: Fiscal Year 

PC: Personal Computer 

R&D: Research and Development 

ROA: Return on Asset 

ROE: Return on Equity 

SMB: Server Message Block 

U.S.: United States 

USD: United States Dollar 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

53 

 

List of Tables and Figures 

Tables: 

Table 3.1: Vertical common-size statement of income statement 

Table 3.2: Vertical common-size statement of assets 

Table 3.3: Vertical common-size statement of liabilities and equity 

Table 3.4: Vertical common-size statement of operating segment 

Table 3.5: Horizontal common-size statement of income statement 

Table 3.6: Horizontal common-size statement of assets 

Table 3.7: Horizontal common-size statement of liabilities and equity 

Table 3.8: Horizontal common-size statement of operating segments 

Table 4.1: Turnover ratios 

Table 4.2: The operating cycle and its components 

Table 4.3: Liquidity ratios 

Table 4.4: Solvency ratios 

Table 4.5: Margins 

Table 4.6: Competitors’ margins 

Table 4.7: Return-on-investment ratios 

Table 4.8: Competitors’ return-on-investment ratios 

Table 4.9: ROA, ROE and components 

Table 4.10: Net profit margin’s components 

 

Figures: 

Figure 3.1: Portfolio of each product in 2011 

Figure 3.2: Portfolios of segments in 2011 

Figure 3.3: Vertical common-size income statement 

Figure 3.4: Vertical common-size asset 

Figure 3.5: Vertical common-size liabilities and equity 

Figure 3.6: Vertical common-size operating segments 



 

54 

 

Figure 4.1: Turnover ratios trend 

Figure 4.2: The operating cycle and its components trend 

Figure 4.3: Liquidity ratios trend 

Figure 4.4: Solvency ratios trend 

Figure 4.5: Margins trend 

Figure 4.6: Return-on- investment ratios trend 

Figure 4.7: ROA and its components trend 

Figure 4.8: ROE and its components trend 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

55 

 

 

Declaration of Utilization of Results from a Bachelor Thesis 

Herewith I declare that 

 I am informed that Act No. 121/2000 Coll. – the Copyright Act, in 

particular, Section 35 – Utilization of the Work as a Part of Civil and 

Religious Ceremonies, as a Part of School Performances and the Utilization 

of a School Work – and Section 60 – School Work, fully applies to my 

diploma (bachelor) thesis; 

 I take account of the VSB – Technical University of Ostrava (hereinafter as 

VSB-TUO) having the right to utilize the diploma (bachelor) thesis (under 

Section 35(3)) unprofitably and for own use ; 

 I agree that the diploma (bachelor) thesis shall be archived in the electronic 

form in VSB-TUO’s Central Library and one copy shall be kept by the 

supervisor of the diploma (bachelor) thesis. I agree that the bibliographic 

information about the diploma (bachelor) thesis shall be published in 

VSB-TUO’s information system; 

 It was agreed that, in case of VSB-TUO’s interest, I shall enter into a license 

agreement with VSB-TUO, granting the authorization to utilize the work in 

the scope of Section 12(4) of the Copyright Act; 

 It was agreed that I may utilize my work, the diploma (bachelor) thesis, or 

provide a license to utilize it only with the consent of VSB-TUO, which is 

entitled, in such a case, to claim an adequate contribution from me to cover 

the cost expended by VSB-TUO for producing the work (up to its real 

amount). 

 

Ostrava dated…………………………….. 

                                           ……………………………… 

                                        



 

 

List of Annexes 

Annex 1: Income Statement 

Annex 2: Balance Sheet 

Annex 3: Cash Flow 

Annex 4: Operating Segments 

Annex 5: Product Summary 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

Annex 1:  INCOME STATEMENT 

                            (In million, USD) 

  2007 2008 2009 2010 2011 

net sales 24,006 32,479 42,905 65,225 108,249 

cost of sales 15,852 21,334 25,683 39,541 64,431 

gross margin 8,154 11,145 17,222 25,684 43,818 

operating expenses:           

  research and 

development 
782 1,109 1,333 1,782 2,429 

  selling, general and 

administration 
2,963 3,761 4,149 5,517 7,599 

 total operating 

expenses 
3,745 4,870 5,482 7,299 10,028 

operating income 4,409 6,275 11,740 18,385 33,790 

other income and 

expense 
599 620 326 155 415 

income before 

provision for income 

taxes 

5,008 6,895 12,066 18,540 34,205 

provision for income 

tax 
1,512 2,061 3,831 4,527 8,283 

net income 3,496 4,834 8,235 14,013 25,922 

 

 

 

 

 



 

 

Annex 2:   BALANCE SHEET 

                            (In million, USD) 

  2007 2008 2009 2010 2011 

current assets:           

  cash and cash equivalents 9,352 11,875 5,263 11,261 9,815 

  short-term marketable 

securities 
6,034 10,236 18,201 14,359 16,137 

  account receivable, net 1,637 2,422 3,361 5,510 5,369 

  inventories 346 509 455 1,051 776 

  deferred tax assets 782 1,447 1,135 1,636 2,014 

  other current assets 3,805 5,822 3,140 7,861 10,877 

 total current assets 21,956 32,311 31,555 41,678 44,988 

long-term marketable 

securities 
  2,379 10,528 25,391 55,618 

property, plant and 

equipment, net 
1,832 2,455 2,954 4,768 7,777 

goodwill 38 207 206 741 896 

acquired intangible assets, net 299 285 247 342 3,536 

other assets 1,222 1,935 2,011 2,263 3,556 

 total assets 25,347 39,572 47,501 75,183 116,371 

current liabilities:           

  accounts payable 4,970 5,520 5,601 12,015 14,632 

  accrued expenses 2,919 3,719 3,852 5,723 9,247 

  deferred revenue 1,391 4,853 2,053 2,984 4,091 

 total current liabilities 9,280 14,092 11,506 20,722 27,970 

deferred revenue - 

non-current 
849 3,029 853 1,139 1,686 

other non-current liabilities 686 1,421 3,502 5,531 10,100 



 

 

 total liabilities 10,815 18,542 15,861 27,392 39,756 

shareholders' equity:           

  common stock  5,368 7,177 8,210 10,668 13,331 

  retained earnings 9,101 13,845 23,353 37,169 62,841 

  accumulated other 

comprehensive income 
63 8 77 -46 443 

 total shareholders' equity 14,532 21,030 31,640 47,791 76,615 

total liabilities and 

shareholders' equity 
25,347 39,572 47,501 75,183 116,371 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

Annex 3:    CASH FLOW 

                          (In million, USD) 

  2007 2008 2009 2010 2011 

cash and cash equivalents, 

beginning of the year 
6,392 9,352 11,875 5,263 11,261 

cash generated by operating 

activities 
5,470 9,596 10,159 18,595 37,529 

cash used in investing 

activities 
-3,249 -8,189 -17,434 -13,854 -40,419 

cash generated by financing 

activities 
739 1,116 663 1,257 1,444 

increase in cash and cash 

equivalents 
2,960 2,523 -6,612 5,998 -1,446 

cash and cash equivalents, end 

of the year 
9,352 11,875 5,263 11,261 9,815 

 

 

Annex 4:  OPERATING SEGMENTS 

                            (In million, USD) 

  2007 2008 2009 2010 2011 

Americas 11,596 14,573 18,981 24,498 38,315 

Europe 5,460 7,622 11,810 18,692 27,778 

Japan 1,082 1,509 2,279 3,981 5,437 

Retail 4,115 6,315 6,656 9,798 14,127 

Other segments 1,753 2,460 3,179 8,256 22,592 

Total operating segments revenues 24,006 32,479 42,905 65,225 108,249 

 



 

 

Annex 5:   PRODUCT SUMMARY 

                            (In million, USD) 

  2007 2008 2009 2010 2011 

desktops 4,020 5,603 4,324 6,201 6,439 

portables 6,294 8,673 9,535 11,278 15,344 

iPod 8,305 9,153 8,091 8,274 7,453 

other music related products 

and services 
2,496 3,340 4,036 4,948 6,314 

iPhone and related products 

and services 
123 1,844 13,033 25,179 47,057 

iPad and related products and 

services 
      4,958 20,358 

peripherals and other hardware 1,260 1,659 1,475 1,814 2,330 

software, service, and other 

sales 
1,508 2,207 2,411 2,573 2,954 

total Apple revenues 24,006 32,479 42,905 65,225 108,249 

 


