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Background
Apple Inc. is a public company that designs, manufactures and markets personal computers, digital media and telecommunication devices. The major company products include iPad, apple TV, iPhone, iPod, Mac, operating systems such as iCloud and professional and consumer software applications such as Mac OS X, and iOS. Its products are sold worldwide through online stores, direct sales personnel, retail stores, third-party dealers and resellers. Given its international presence, an analysis of its financial health is important to assess and ensure the financial sustainability of the company. This discussion focuses on assessing the financial strength of Apple Inc. using its liquidity, profitability, and solvency ratios for the company’s most recent financial results, 2018 to 2020.
Liquidity Ratios
The liquidity ratios are used to assess the company’s ability to meet current (short-term) obligations. There are several liquidity ratios, but for this task the focus will be on current ratio and quick ratio (Myšková & Hájek, 2017).
Current ratio
Apple’s current ratio can be measured by dividing the total current assets with the total current liabilities. 
	
	2018
	2019
	2020

	Current Assets
	131.34b
	162.82b
	143.71b

	Current Liabilities
	115.93b
	105.72b
	105.39b

	Current ratio
	1.13
	1.54
	1.36



Apple’s current ratio improved from 1.13 in 2018 to 1.54 in 2019 before dropping marginally to 1.36 in 2020. Overall, Apple’s ability to meet current obligations is safe but below industry average of 1.55(Readyratios, 2021).
Quick ratio
The quick ratio is arrived at by dividing cash, receivables and short-term investments by total current liabilities. 
	
	2018
	2019
	2020

	Cash, receivables, and short term investments
	127.38b
	158.71b
	139.65b

	Current Liabilities
	115.93b
	105.72b
	105.39b

	Quick ratio
	1.10
	1.50
	1.33


Apple’s quick ratio increased from 1.10 in 2018 to 1.50 in 2019 before dropping slightly to 1.33in 2020. Similarly, the company’s ability to address current obligations without disposing inventory is intact and above industry averages of 1.0. 
Profitability Ratios
The profitability ratio is used to assess the company’s ability to generate profits from the company resources. 
Gross profit margin
The gross profit margin is used to measure the proportion of revenue that is available for covering operating and other company expenses. It is achieved by dividing gross profit with net revenue.
	
	2018
	2019
	2020

	Gross Profit
	101.84b
	98.39b
	104.96b

	Net revenue
	265.60b
	260.17b
	274.52b

	Gross profit margin
	38.34%
	37.82%
	38.23%


	The company’s gross profit margins are relatively stable across the three years standing at 38.34%, 37.82% and 38.23% in 2018, 2019 and 2020. The industry average rate is 44.9%.
Net Profit Margin
The net profit margin ratio is achieved by dividing net profit with net revenue. It measures the proportion of revenue apple retains after deducting company expenses. 
	
	2018
	2019
	2020

	Net Income
	59.53b
	55.26b
	57.41b

	Net revenue
	265.60b
	260.17b
	274.52b

	Net profit margin
	22.41%
	21.24%
	20.91%


At the same time, the company’s net profit margins are relatively stable across the three years standing at 22.41%, 21.24% and 20.91% in 2018, 2019 and 2020. Apple is doing pretty well compared to other industry players given an industry net profit margin of 3.3% (Readyratios, 2021).
Solvency Ratios
The solvency ratios is used to measure the company’s financial leverage 
Debt to Equity Ratio
The debt-to-equity ratio is calculated by dividing the company’s total debt by the total shareholder’s equity. It measures the rate at which the company is funding its operations through debt. In other words, it measures to what degree shareholders can pay off company debt in the event of closedown(Myšková & Hájek, 2017).

	
	2018
	2019
	2020

	Long term debt
	258.8b
	248.03b
	258.55b

	Shareholder’s equity
	107.15b
	90.49b
	65.34b

	Debt to equity ratio
	2.41
	2.74
	3.96


Apple’s debt/equity ratio has increased slightly over the years from 2.41 in 2018 to 2.74 in 2019 before increasing substantially in 2020 to 3.96.the trend shows that the company’s ability to pay off debt using shareholders’ funds is deteriorating. 
Debt to Assets Ratio
The debt to assets ratio is calculated by dividing total company debt by its total assets. It is used to measure the proportion of company assets being financed using debt.
	
	2018
	2019
	2020

	Long Term debt
	258.58b
	248.03b
	258.55b

	Total assets
	365.73b
	338.51b
	323.89b

	Debt to assets ratio
	0.71
	0.73
	0.80



Apple’s debt to asset ratio has increased over the years from 0.71 in 2018 to 0.73 in 2019 and 0.80 in 2020. The rate is slightly higher than industry average rate of 0.63.
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