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Abstract 
The purpose of this paper is to analyze Apple Inc’s financial standing with Microsoft Corporation by 
analyzing five-year data (2015-2019) using income statements and balance sheets from S&P Capital IQ.  
The analysis will be divided into five ratio groups as follows: short term solvency ratios, long term 
solvency ratios, asset management ratios, profitability ratios, market value ratios.  Conceptual 
information about each ratio analysis is derived from Fundamentals of Corporate Finance by Ross, 
Westerfield, and Jordan. These financial metrics will help compare Apple’s financial standing with 
Microsoft. 
 

 
  
Major Competitor 
     Apple Inc. and Microsoft Corporation are 
heavy hitters and staunch rivals in the 
technological sector. Despite differences in 
specialization, both companies are deemed as 
competitors because of their head-to-head 
competition in developing software. In this 
paper, we compare their financials head-to-
head and study their strengths and 
weaknesses. 
 
Procedure 
     To ensure accuracy and consistency when 
comparing Apple and Microsoft’s financials, 
we will be analyzing five-year data (2015-
2019) from S&P Capital IQ. Income 
statements and balance sheets from each firm 
between 2015-2019 will be downloaded and 
used to compute these ratios.  
 

 

1. Short Term Solvency Ratios 
     The current ratio depicts a firm’s financial 
standing by comparing its current assets to 
current liabilities.  A quick ratio measures a 
firm’s current assets minus the inventory 
over the current liabilities.  The cash ratio 
measures a firm’s cash to liabilities ratio and 
is computed by the amount of cash over 
current liabilities.  Net working capital 
(NWC) to total assets measures the firm net 
working capital (current assets – current 
liabilities) divided by the total assets of the 
firm.  
     Microsoft beats Apple significantly in all 
four ratios.  The changes in Microsoft year-
over-year are also less volatile when 
compared to Apple.  Microsoft has more 
current assets but lower current liabilities.  
This can be attributed to higher ratios 
compared to Apple.  Apple has higher total 
assets compared to Microsoft.    
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2. Long Term Solvency Ratios 
     The total debt ratio is computed by the 
total liabilities over total assets.  The ratio 
measures the amount of liabilities against 
assets and paints a picture of what the firm 
owns and what it owes. The debt-equity ratio 
is computed by taking the total liabilities over 
total equity, showing what the firm owes and 
what the stockholders own.  The equity 
multiplier is computed by total assets over the 
total stockholder’s equity.  The multiplier 
shows the percentage of assets financed by 
the shareholders.  The long-term debt ratio is 
the long-term equity over the long-term debt 
and measures the long-term debt against the 
equity a firm has. The times interest earned 

 
1 Earnings before interest and taxes = net 
income – cost of goods sold – operating 
expenses 

ratio is EBIT1 over interest owed and 
measures the amount of income financed by 
the interest. 
     Apple and Microsoft had similar total 
debt, debt-equity, equity multiplier, and long-
term debt ratios.  The biggest difference was 
the times interest earned ratio, with Microsoft 
having a much larger one. 

 
3. Asset Management Ratios 
     The inventory turnover is the cost of 
goods sold over average inventories and 
indicates how well a firm can sell their 
inventory.  The days’ sales in inventory is 
computed by 365/inventory turnover.   
Receivable turnover is computed by net sales 
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over the monetary of receivables.  To get the 
days it takes to sell the receivables, we divide 
365 by the receivable turnover.  The fixed 
asset is computed by net sales over fixed 
assets.  Similarly, to get the total asset 
turnover, we divide net sales by the total 
assets. 
     Microsoft holds its inventory almost 
thrice as long as Apple and the days’ sales in 
receivables is significantly longer for 
Microsoft than Apple as well.  These metrics 
are significant as they show how long it takes 
for each firm to sell their goods.   

 
2 Net income = net sales – cost of goods sold 
– operating expenses – interest - taxes 
3 Operating income = net sales – cost of 
goods sold – operating expenses 

 
4. Profitability Ratios 
     The profit margin indicates the amount of 
income the firm can produce from net sales.  
The profit margin is calculated by the net 
income2 over the net sales.  The operating 
margin calculates the operating income3 over 
the net sales.  The gross margin calculates is 
gross income4 over the net sales.  Return on 
assets is computed by dividing net income by 
average total assets and this metric tells us 
how much income is generated by total 
assets.  Return on equity is computed when 

4 Gross income = net sales – cost of goods 
sold  
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net income is divided by the stockholders’ 
equity and tells us the amount of income 
generated by the stockholders’ equity.   
     Apple tends to have a higher profit margin 
than Microsoft; however, both firms have 
similar operating margins.  Microsoft beats 
Apple in gross margin, but Apple takes over 
Microsoft in return on assets and return on 
equity.  
 

5. Market Value Ratios 
     The earning per share is computed by the 
net income over the number of shares 
outstanding and indicates how income is 
earned for each stock.  The dividend ratio is 
the dividends paid by the number of shares 
outstanding and shows the amount of 
dividends stockholders earn for each stock 
owned.  The dividend payout ratio measures 
the amount of money paid stockholders and 
reinvested in the company for future growth 
or debt payment.  The ratio is calculated by 
dividends paid over net income.  The price 
earnings ratio is a metric used to analyze a 
company’s valuation (whether they are 
overvalued or undervalued) and is computed 
by the share price over the earnings per share.  
The market-to-book ratio evaluates a 
company’s current market value to its book 
value and is computed by market cap/book 
value.  

Conclusion 
     Apple and Microsoft are both financially 
stable companies in the industry, but both 
have their particular strengths and 
weaknesses.  A weakness Microsoft faces in 
its asset management ratios is holding their 
inventory almost three times as long as 
Apple.  Further, the days’ in sales in 
receivables is also higher for Microsoft.  In 
the short-term solvency ratios, Apple faces 
trouble.  Microsoft has more currents assets 
on hand and lower current liabilities, plus 
Microsoft is less volatile.  A strength Apple 
has in this department is higher total assets 
compared to Microsoft.  Apple and Microsoft 
are very similar in their long-term solvency 
ratios because of similar total debt, debt-
equity, equity multiplier, and long-term debt 
ratios.  This means they are both performing 
well when compared to one another.  The 
biggest difference is the times interest earned 
ratio because Microsoft has a bigger ratio.  
Both firms experienced sharp increases in 
their stock prices over the five-year period 
(2015-2019).  Apple’s stock price doubled 
between 2015 and 2019, while Microsoft saw 
a three-fold increase.   Both firms are 
expected to become more financially secure 
and continue to grow in the future. 
 

 
Author’s Note 
This paper is a modification of the original 
research paper to summarize the findings for 
a general audience. For a more complete and 
technical analysis of the results, please 
contact the author. His email is 
msaudagar5@gmail.com. 
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