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The role of financial modeling in predicting the financial
performance of companies for the purposes of financial
planning and decision-making
An applied study on Apple Inc. (global company)

Abstract:

Financial modeling is considered effective tool that can help the
company clarify the its current performance, and predict its
future financial performance. Financial models can also help in
evaluating companies for the purposes of merger and acquisition,
and the initial public subscription. The skills of Financial
Modelers have expanded significantly over the past years.
Financial modelers tend to have mixed skills and experience in
information technology, financial statement analysis, business
and finance. In addition, the financial modelers should be high
qualified in using Microsoft Excel.

The main objective of this research is to build a financial
model for evaluating the financial performance of companies
through the use of financial modeling tools and their financial
applications in order to predict financial performance for
planning and decision-making purposes.

The outputs of financial modeling help in evaluating the
financial performance of companies and taking many decisions
such as increasing the company's capital, making acquisitions,
opening a new outlet or store, selling or scrapping assets,
business valuation, and financial statement analysis.
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In light of the application of financial modeling to the company
under study (Apple Inc.), the following results were reached:
» Apple's total profit increased to nearly 38% during the period
2017 - 2020, but in 2021 the gross profit ratio reached 41.78%
and this can be explained by the significant decrease in the cost
of goods sold compared to sales as observed in the results of the
vertical analysis. the reason for the low cost of goods sold can be
attributed to the significant increase in research and development
activities, as reflected in the growth rate of research and
development expenditures in the horizontal analysis.
* Other profitability ratios show the trend of Apple's profits to rise,
due to the fact that Apple reduced equity financing and increased
debt financing, which is simply reflected in the ROE in 2021.

— The trend of Apple's liquidity ratios shows a decrease in its
ability to pay short-term obligations year after year. for example,
the current ratio was (1.28) in 2017 and reached (1.07) in 2021,
and if Apple Inc. continues this downward trend and ratios fall
Liquidity of less than (1) indicates that the company will have a
problem in paying its short-term obligations.

— Apple Inc. has changed its capital structure by reducing equity
financing and increasing debt financing, and this means that
Apple uses a high financial leverage that increases the level of
risk of investing in Apple Inc. and will require a high rate of
return for investors to invest in Apple. The interest coverage ratio
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IS up, which means that Apple can cover the interest expenses
related to debt financing which is a good indicator.

— All activity ratios indicate that Apple's management can
manage its resources such as “inventory, accounts receivable
and fixed assets with high efficiency.

Keywords: Financial modeling, financial performance, decision-

making
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Income Statement 07 2018 2019 2020 am
Sales/Revenue B4 2%55% 260,174 4515 365817
Cost of Goods Sold (COGS) 108 163756 161,782 169559 212,981
Gross Income 88,186 101839 98392 104956 152,836
Research & Development 11,581 14236 16,217 18752 1914
SGEA 15,261 16,705 18,245 19.916 2,973
operating income 61,344 70,898 63,930 66,288 108,949
Qther income / (expenses) , net 5,068 5,45 5,983 3,676 2903
EBIT 66412 76,143 69,313 69964 111852
interest expenses 230 3,240 3,576 2873 2,645
EBT 64,089 72,903 65,737 67,091 109,207
income tax 15,738 13372 10481 9,680 14527
Netincome 48351 59531 55,256 57411 94680
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Balance Sheet 2017 2018 2019 2020 2021
ASSETS
Current assets:
Cash and cash equivalents 20,289 25913 48,844 38,016 34,940
Marketable securities 53,892 40,388 51,713 52,927 27,699
Accounts receivable, net 17,874 23,186 22,926 16,120 26,278
Inventories 4,855 3,956 4,106 4,061 6,580
Vendor non-trade receivables 17,799 25,809 22,878 21,325 25,228
Other current assets 13,936 12,087 12,352 11,264 14,111
Total current assets 128,645 131,339 162,819 143,713 134,836

Non-current assets:

Marketable securities 194,714 170,799 105,341 100,887 127,877
Property, plant and equipment, net 33,783 41,304 31,318 36,766 39,440
Other non-current assets 18,177 22,283 32,978 42522 48,849
Total non-current assets 246,674 234,386 175,697 180,175 216,166
Total assets 375,319 365,725 338,516 323,388 351,002

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:

Accounts payable 44,242 55,888 46,236 42,2% 54,763
Other current liabilities 30,551 33,327 37,720 42,684 47493
Deferred revenue 7,548 5,966 5,522 6,643 7612
Commercial paper 11,977 11,964 5,980 4,9% 6,000
Term debt 6,496 8,784 10,260 8,773 9,613
Total current liabilities 100,814 115,929 105,718 105,392 125,481
Non-current liabilities:

Term debt 97,207 93,735 91,807 98,667 109,106
Other non-current liabilities 43,251 48,914 50,503 54,490 53,325
Total non-current liabilities 140,458 142,649 142,310 153,157 162,431
Total liabilities 241,272 258,578 248,028 258,549 287912

Shareholders’ equity:

Common stock and additional paid-in capital 35,867 40,201 45174 50,779 57,365
Retained eamings 98,330 70,400 45,898 14,966 5,562
Accumulated other

comprehensive income/(10ss) (150) (3454 (564) (406) 163
Total shareholders’ equity 134,047 107,147 90,488 65,339 63,090

Total liabilities and shareholders’ equity 375,319 365,725 338,516 323,888 351,002
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Financial Analysis Mode! | Al values USD Milions, a0 09 A 001
Daysin the year 365 365 365 36 365
Purchases 145,903 162887 161,932 169,514 15500
Weighted-average basic shares outstanding 204% 19822 18471 11362 16,701
Apple Stock price 372 545 50 11490 14129

adLal) ad) g3l ¢ jlal) Jalasil) Ll
L;“"JS‘ Jalasl)
SN Aaild -l 1 Julall (Y) AR Jga

Financial Analysis Mode! | Al vlues USD Milions, T {1 Y N i

Vertical Analysis

Income statement

Sales/Revenue 100% 100% 100% 100% 100%
Cost of Goods Sold (COGS) 61.53% 61.66% 62.18% 61.77% 58.22%
Gross Income 38.47% 38.34% 37.82% 38.23% 41.78%
Research & Development 5.05% 5.36% 6.23% 6.83% 5.99%
SG&A 6.66% 6.29% 701% 7.25% 6.01%
operating income 26.76% 26.69% 24.51% 24.15% 29.78%
Other income / (expenses) , net 221% 197% 207% 1.34% 0.79%
EBIT 28.97% 28.67% 26.64% 25.49% 30.58%
interest expenses 1.01% 1.22% 131% 1.05% 0.72%
EBT 27.96% 27.45% 25.27% 24.44% 29.85%
income tax 6.87% 5.03% 4.03% 3.53% 397%
Net income 21.09% 22.41% 21.24% 20.91% 25.88%
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Financial Analysis Model | All values USD Millions. 2017 20 2019 2020 202

Balance Sheet

ASSETS

Current assets:

Cash and cash equivalents 5.41% 7.09% 14.43% 11.74% 9.95%
Marketable securities 14.36% 11.04% 15.28% 16.34% 7.89%
Accounts receivable, net 4.76% 6.34% 6.77% 4.98% 7.49%
Inventories 1.29% 1.08% 1.21% 1.25% 1.87%
Vendor non-trade receivables 4.74% 7.06% 6.76% 6.58% 7.19%
Other current assets 3.71% 3.30% 3.65% 3.48% 4.02%
Total current assets 34.28% 35.91% 48.10% 44.37% 38.41%

Non-current assets:

Marketable securities 51.88% 46.70% 31.12% 31.15% 36.43%
Property, plant and equipment, net 9.00% 11.29% 11.04% 11.35% 11.24%
Other non-current assets 4.84% 6.09% 9.74% 13.13% 13.92%
Total non-current assets 65.72% 64.09% 51.90% 55.63% 61.59%
Total assets 100% 100% 100% 100% 100%

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:

Accounts payable 11.79% 15.28% 13.66% 13.06% 15.60%
Other current liabilities 8.14% 9.11% 11.14% 13.18% 13.53%
Deferred revenue 2.01% 1.63% 1.63% 2.05% 217%
Commercial paper 3.19% 3.21% 1.77% 1.54% 1.711%
Term debt 1.73% 2.40% 3.03% 2.711% 2.74%
Total current liabilities 26.86% 31.70% 31.23% 32.54% 35.75%
Non-current liabilities:

Term debt 25.90% 25.63% 27.12% 30.46% 31.08%
Other non-current liabilities 11.52% 13.37% 14.92% 16.82% 15.19%
Total non-current liabilities 37.42% 39.00% 42.04% 47.29% 46.28%
Total liabilities 64.28% 70.70% 73.27% 79.83% 82.03%

Shareholders’ equity:

Common stock and additional paid-in capital 9.56% 10.99% 13.34% 15.68% 16.34%
Retained earnings 26.20% 19.25% 13.56% 4.62% 1.58%
Accumulated other comprehensive income/(loss) -0.04% -0.94% 0.17% 0.13% 0.05%
Total shareholders’ equity 35.72% 29.30% 26.73% 20.17% 17.97%
Total liabilities and shareholders’ equity 100% 100% 100% 100% 100%
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Financial Analysis Model | All values USD Millions. 2017 2013 2019 2020 202
Income statement

SaleslRevenue 16.46% 13500 10758 5958
Cost of Goods Sold (COGS) 16100 14700 02 100%
Gross Income 1548% 11.57% 19.02% 1331%
Research & Development 28%% 400% 61920 8020
SG8A DA% 19.55% 30500 498
operating income 15.57% 4.2% 8.06% T7.60%
Other income / (expenses), net 348 6% 24T A1
EBIT 14.65% 4.31% 5.35% 68.42%
interest expenses 141 53960 2368% 1386%
EBT 13.75% 25T 4.60% 10.40%
income tax A0 B 18
Netincome B.12% 14.28% 18.74% %.82%
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Financial Analysis Model | All values USD Millions. 2017 2018 2019 2020

Balance Sheet

ASSETS

Current assets:

Cash and cash equivalents 27.72% 140.74% 87.37% 72.21%
Marketable securities -25.06% -4.04% -1.79% -48.60%
Accounts receivable, net 29.72% 28.26% -9.81% 47.02%
Inventories -18.52% -15.43% -16.35% 35.53%
Vendor non-trade receivables 45.00% 28.54% 19.81% 41.74%
Other current assets -13.27% -11.37% -19.17% 1.26%
Total current assets 2.09% 26.56% 11.71% 4.81%
Non-current assets:

Marketable securities -12.28% -45.90% -48.19% -34.33%
Property, plant and equipment, net 22.26% 10.64% 8.83% 16.75%
Other non-current assets 22.59% 81.43% 133.93% 168.74%
Total non-current assets -4.98% -28.77% -26.96% -12.37%
Total assets -2.56% -9.81% -13.70% -6.48%
LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:

Accounts payable 26.32% 4.51% -4.40% 23.78%
Other current liabilities 9.09% 23.47% 39.71% 55.45%
Deferred revenue -20.96% -26.84% -11.99% 0.85%
Commercial paper -0.11% -50.07% -58.29% -49.90%
Term debt 35.22% 57.94% 35.05% 47.98%
Total current liabilities 14.99% 4.86% 4.54% 24.47%
Non-current liabilities:

Term debt -3.57% -5.56% 1.50% 12.24%
Other non-current liabilities 13.09% 16.77% 25.99% 23.29%
Total non-current liabilities 1.56% 1.32% 9.04% 15.64%
Total liabilities 7.17% 2.80% 7.16% 19.33%
Shareholders’ equity:

Common stock and additional paid-in capital 12.08% 25.95% 41.58% 59.94%
Retained earnings -28.40% -53.32% -84.78% -94.34%
Accumulated other comprehensive income/(loss) 2202.67% 289.33% 170.67% -208.67%
Total shareholders’ equity -20.07% -32.50% -51.26% -52.93%
Total liabilities and shareholders’ equity -2.56% -9.81% -13.70% -6.48%
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Profitahility Ratios

Gross Profit Ratio 3847% 3834% 37.82% 38.23% 41.78%
Operating Profit Ratio 26.76% 2669% 2451% 24.15% 29.78%
Net Profit Ratio 2109% 2241% 21.24% 2091% 25.88%
Retum on equity (ROE) 36.07% 49.36% 55.92% 73.69% 147.44%
Return on Asset (ROA) 1288% 1607% 1569% 17.33% 28.06%
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PROFITABILITY ANALYSIS

== Gross profit ratio Operating profitratio == Net profit ratio
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Ratio Analysis 2017 2018 2019 2020 2021
Liquidity Ratios
Current ratio 1.28 113 154 1.36 1.07
Quick ratio or Acid — test ratio 0.91 0.77 117 1.02 0.71
Cashratio 0.74 0.57 0.95 0.86 0.50
Net working capital ratio 0.07 0.04 0.17 0.12 0.03

liquidity ratios

e (|rrent ratio e Quick ratio or Acid - test ratio Cash ratio Net working capital ratio
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Ratio Analysis 2017 2018 2019 2020 2021

Solvency Ratios & Leverage Ratios

Debt to equity ratio 1.80 241 2.74 3.96 4.56
Debt to total Assets ratio 0.64 0.71 0.73 0.80 0.82
Equity to total Assets 0.36 0.29 0.27 0.20 0.18
Long term debt to equity ratio 1.05 133 157 2.34 2.57
interest bearing debt to equity ratio 0.86 1.07 1.19 1.72 1.98
Financial leverage "Equity Multiplier" 2.80 341 3.74 4.96 5.56
Interest coverage ratio “ Times interest earne 28.59 23.50 19.38 24.35 42.29

CAPITAL STRUCTURE MOVEMENT

—4—Debt to total Assets ratio —&— Equity to total Assets
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Ratio Analysis 07 2018 2019 2020 2021

Efficiency Ratios or Activity Ratios

Inventory turnover ratio 29.05 37.17 40.13 41.52 40.03
Days sales inventory ratio 1256 9.82 9.09 8.79 9.12
Accounts receivable turnover ratio 12.82 12.94 11.28 14.06 17.26
Days sales accounts receivable 28.46 28.21 32.35 25.96 21.15
Accounts payable turnover ratio 3.30 3.25 3.17 3.83 4.44
Days purchase accounts payable 110.68 112.21 115.10 95.31 82.20
Fixed assets "PPE" turnover ratio 6.79 6.43 6.96 747 9.28
Total assets turnover ratio 0.61 0.73 0.77 0.85 1.04

TURNOVER RATIOS
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Ratio Analysis 2017 2018 2019 2020 2021

Market Ratios

Basic earnings per share 2.36 3.00 299 331 5.67
Book Value per share 6.54 541 490 3.77 378
Price to book ratio "Market to book ratio" 5.61 10.10 11.23 30.51 37.40
Price / Eamings per share (P/E) 1557 18.18 18.39 34.73 24.92

Apple Stock price trend
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Benchmark analysis (x>l Jaaill -
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Current ratio
Apple 1.28 1.13 154 1.36 1.07
Microsoft 291 2.90 2.52 251 2.08
Debt to equity ratio
Apple 1.80 241 2.74 3.96 4.56
Microsoft 0.98 0.92 0.70 0.53 0.40
Gross profit ratio
Apple 38.47% 38.34% 37.82% 38.23% 41.78%
Microsoft 64.52% 65.24% 65.90% 67.78% 68.92%
Operating margin
Apple 26.76% 26.69% 24.57% 24.15% 29.78%
Microsoft 30.05% 31.76% 34.14% 37.03% 41.59%
Net profit margin
Apple 21.09% 22.41% 21.24% 20.91% 25.88%
Microsoft 26.39% 15.01% 31.18% 30.96% 36.45%
ROE
Apple 36.07% 49.36% 55.92% 73.69%  147.44%
Micorsoft 29.06% 20.02% 38.34% 37.42% 43.15%
ROA
Apple 12.88% 16.07% 15.69% 17.33% 28.06%
Microsoft 10.18% 6.40% 13.69% 14.69% 18.35%
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