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Abstract 
This paper studies the effect of capital structure on financial performance using Apple 
Inc. as a representative case study. Through integration of theoretical aspects of 
Modigliani-Miller, Trade-off theory, Pecking Order Theory, it looks at how Apple 
strategically uses debt to affect its major financial indicators like ROE, ROA and profit 
margin from 2019 to 2023. Studied through a descriptive analysis, it was found that with 
a conceptual framework regression model, there was a positive regression between 
moderate leverage and a better performance definition. Apple’s example shows how a 
wealthy, cash-rich company can use debt not because they have to but as a way to 
increase shareholder wealth and capital efficiency. This information is useful for 
corporate leaders and financial strategists aiming to develop an effective capital 
structure across diverse markets. 
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1. Introduction 

Corporate finance is always evolving, and for companies aiming to enhance performance, 
finding the right balance between debt and equity is crucial. A firm’s capital structure 
significantly affects profitability, risk, and long-term value creation. As businesses expand and 
face changing market dynamics, their financial choices must align with both internal goals and 
external pressures. This is especially relevant in the tech sector, where competition is intense 
and capital needs are high. Apple Inc. offers a compelling case. Over the past two decades, it has 
become one of the most valuable and influential companies globally. Despite generating 
substantial free cash flow and maintaining large cash reserves, Apple began increasing its 
reliance on debt financing around 2013. This apparent contradiction-taking on debt despite 
abundant cash-raises important questions about how capital structuring impacts financial 
performance. Apple’s ability to maintain high profitability while managing a unique mix of 
equity and debt makes it a valuable subject of study. In the wake of the COVID-19 pandemic, 
rising interest rates, inflation, and global uncertainty, firms worldwide are reassessing their 
capital strategies. Apple’s financial resilience offers insights not only for major multinationals 
but also for emerging market firms. This study aims to explore the relationship between capital 
structure and financial performance using Apple as a case study. It focuses on how shifts in 
Apple’s debt-to-equity ratio, asset use, and leverage policies may have influenced key financial 
metrics such as ROE, ROA, and profit margins[1]. 
The article uses qualitative and quantitative methods, mainly financial ratio and trend analysis, 
plus theory analysis. It examines Apple’s capital structure changes, major financial events, and 
links to economic factors, using public sources. A simple conceptual regression is included, with 



121 

results narratively presented to ensure data- and theory-based conclusions for academia and 
practice. 
This paper explores the relevance of classic financial theories, uses Apple as a case to connect 
theory and practice, provides information for financial professionals, showing that debt 
financing and other strategies help enterprises (regardless of size) optimize capital and 
increase shareholders' wealth.  

2. Theoretical Framework and Literature Review 

2.1. Capital Structures Theory 
Theories of capital structure try to answer how do companies decide between using debt or 
equity financing, and then how does that decision affect the value and performance of the firm? 
One such theory is the Modigliani-Miller (MM) Proposition, first developed by Modigliani and 
Miller in 1958. It states that a firm’s value will be independent of its capital structure in an 
environment of perfect capital markets. But once we add into the mix taxes, bankruptcy costs, 
and agency problems, the importance of capital structure becomes relevant[2]. 
Trade-Off Theory goes one step further and says that businesses must weigh things like debt 
giving them a tax break (interest tax shields) versus having money problems. Optimal capital 
structure assumes where the marginal benefit of debt equals the marginal cost of debt. For 
firms like Apple, those with very high and stable cash flows[3], the desire to utilize debt is 
because they want to minimize the cost of capital and manage risk. 
According to Myers and Majluf's pecking order theory, companies first finance their needs with 
retained earnings, then with debt, and finally by issuing new shares when all other options fail. 
This hierarchy is caused by the managers having an informational advantage over investors[4]. 
Apple is special, it has lots of money in its own piggy bank, but still borrows from others, maybe 
for low-interest borrowing or buying back shares without letting go of ownership. 
They together give us something to go on when we look at Apple’s capital choices. While no 
single model fully explains a corporation’s behavior, there are elements of each that can be seen 
throughout Apple’s capital structure changes. The company's actions convey a deliberate 
strategy based on market conditions, tax outcomes, and shareholder perspectives. 

2.2. Financial Performance Indicators 
A firm’s financial performance is judged by how it utilizes its resources to generate profit and 
shareholder worth. There are a number of key metrics that get used both in academia and 
professionally alike. In those, Return On Equity (ROE) is a mark, that shows how the 
corporation is going to use shareholders’ equity to obtain their net earnings. If a company has 
a consistently high ROE it means that the company is able to consistently reinvest their earnings 
in order to effectively manage capital[5]. 
Another important one is ROA – Return on Assets. A firm’s ROA tells us how good it is at turning 
its own stuff into dollars. It's about running smoothly, using assets well, and saving money. 
Apple has value-adding assets such as IP and inventory, and ROA gives us indication of the 
effectiveness of asset management. 
Net Profit Margin and Operating Margin are other ways that we look at how much a company 
keeps after it subtracts profit. These margins give an idea about controlling costs, pricing 
strategies, and scaling operations. Moreover, EPS, Earnings Per Share, which has always been 
followed by many investors, is also a good reflection of a company’s profitability per share. It is 
even more important for public firms like Apple. 
All these financial ratios depend on capital structure decisions. For example, using more debt 
can enhance ROE through the leverage effect, but it also increases financial risk. Capital 
structure and performance indicators interaction is the subject of study, i.e. study the changing 
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leverage of Apple and compare that to the change in performance indicators. To see what 
impact the financial structure choices have on measurable results[6]. 

2.3. Review of Related Studies 
The interplay between the structure of capital and financial results was investigated by many 
countries, industries, and periods of time. Early 1963 research by Modigliani and Miller sets the 
theoretical groundwork, stating that with taxes, a firm can increase value through a debt tax 
shield. Since then, many studies have used the theories to prove them empirically and the 
results are always mixed due to firm size, market maturity, and institutional context. 
In developed markets, scholars like Titman and Wessels and Rajan and Zingales[7] 
explored firm-specific drivers of capital structure and recognized factors such as asset 
tangibility, firm growth opportunities and profitability. They find their results to be generally 
in line with the trade-off theory which suggests that more profitable firms use less debt to avoid 
financial distress. 
On the other hand, studies on tech companies like Apple show that large cash reserves and 
intangible assets mean they don’t need as much debt. In empirical work from a Chinese context 
there is often institutionality (state ownership, access to credit, financial regulations). For 
example, it might be that Chinese listed companies need to rely more on equity as the debt 
market is undeveloped or due to government intervention. 
Also in the literature, we see capital market changes. Recently we studied how global changes 
in interest rates, corporate tax laws and investor choice of investments will affect capital 
structure choices by firms, and Apple’s special method – having big profitability along with 
purposeful debt letting out – gives an extra bit to this set of work. 
This review shows that there are some general patterns but that the capital structure-
performance relationship is quite complex and context-dependent. Focusing on Apple can bring 
a real-world example that confirms and complicates theory. 

3. Capital Structure Analysis of Apple Inc 

3.1. Company Situation Overview and Business Features 
Apple Inc was founded in 1976 by Steve Jobs, Steve Wozniak, and Ronald Waynen. It is a 
multinational corporation and a leading company in consumer electronics, software and digital 
services. Apple’s headquarters is situated in Cupertino, California, including popular products 
like the iPhone, MacBook, iPad, Apple Watch. Besides hardware products, such as App Store, 
Apple Music, iCloud, and Apple Pay have also been greatly developed, and service has gradually 
increased its proportion to the whole[8]. 
Apple is an industry that is very competitive and innovation-driven. To succeed in product 
differentiation, brand loyalty, and ecosystem integration are very important. The company's 
business model is about vertical integration, controlling both hardware and software as far as 
possible, for an integrated experience. This strategy is what has led to Apple having the 
consistently high profit margin they have as well as their dominating the market globally[9]. 
Financially, it generates huge free cash flows and has a solid balance sheet. Its business 
characteristics, high profitability, high brand value and low capital intensity, put it at an 
advantageous position in the matter of capital. Unlike companies that depend on outside 
financing, Apple is flexible and can make strategic capital decisions based on market conditions 
and shareholder goals, not just immediate financing. 

3.2. Evolution of Capital Structure 
Apple's capital structure has changed a lot in the last 10 years. Before 2013, Apple adhered to 
a relatively conservative funding strategy and did not engage in external debt financing 
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methods in its operation. On the contrary, starting from 2013, the company started a huge 
capital repurchase plan, and issued large amounts of dividends and stock buybacks. In order to 
back these efforts – and even while holding on to lots of its money in foreign lands – Apple 
started selling corporate debt securities. 
By 2023 Apple’s debt was at over $100b with much lower net debt because they have large 
amounts of cash. The firm has released both short and long term debt in many currencies and 
at extremely low interest rates, and capitalized on the very favorable borrowing environment. 
Even though debt is going up, Apple’s debt-to-equity ratio has stayed reasonable. This shows 
careful money handling[10]. 
Apple switching towards a more levered capital structure is a choice, not a necessity. Apple 
used debt to fund shareholder returns rather than bringing back repatriating cash, which 
previously entailed tax penalties; this strategy allowed it to optimize its cost of capital. It’s an 
update in its perception of capital markets combined with its willingness to adapt due to change 
in regulations and the economy. 

3.3. Financial Performance Analysis (2019–2023) 
Apple’s financial performance from 2019 through 2023 has stayed strong, despite global 
challenges such as the COVID-19 pandemic and persistent supply chain disruptions. According 
to Apple’s annual reports (Form 10-K filings submitted to the U.S. Securities and Exchange 
Commission) from fiscal years 2019 to 2023, revenue increased from $260.2 billion in 2019 to 
over $394 billion in 2023, reflecting a consistently strong demand for both hardware and 
services. Similarly, net income rose from $55.3 billion in 2019 to $97 billion in 2023, indicating 
Apple’s ability to maintain profitability and growth even under external economic pressures. 
In profitability terms, Apple is known for having a high Return on Equity (ROE), which has often 
exceeded 60% due to share repurchases, effective capital management, etc. ROA stayed right 
around 20%, this is a sign of quite good business operations. As the company was ratcheting up 
the leverage even the interest coverage ratio remained far too high, so it was easy for the 
company to cover the debt repayments. 
These numbers show that Apple has done an adequate job managing the capital structure and 
creating value for shareholders. It can be seen from the above analysis that the company’s 
financial situation has not been affected by the increased use of debt, on the contrary, it uses 
debt to amplify returns. This lends merit to the perspective that with the right conditions in 
place, debt could serve as a means of creating value rather than being an encumbrance, 
especially for firms with stable earnings like Apple, and market dominance. 

4. Apple Capital Structure on Financial Performance Analysis 

4.1. Descriptive Analysis 
Analyzing Apple’s financial activities from 2019 to 2023 reveals several clear trends. In these 
five years, Apple’s total debt increased greatly, and at the same time, its equity base also 
increased through the retained earnings. While it may have seen this increased leveraging, the 
firm still maintained relatively high profitability measures with its ROE climbing from around 
55% in 2019 to over 160% in 2023[11]. This big jump in ROE partly comes from programs that 
brought about buybacks, shrinking the money set aside for owners. This makes the gains for 
shareholders greater. 
At this time, the net profit margin of Apple remained around 20% and its return on assets (ROA) 
was between 17–20%, which indicated that it used these resources effectively [12]. The 
company's debt-to-equity ratio went up, but it stayed within a manageable amount, going from 
around 1.0 to 1.8 during this time [13]. Apple kept huge cash reserves and didn't take on so 
many debts like other companies, so it was less worried about money problems [14]. 
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Patterns show a link that is good for using some debt and having better money results. Apple is 
able to control borrowing costs but also to improve shareholders’ returns demonstrating the 
success of its capital structure strategy. From the data we can see that contrary to harm to 
performance, a well-managed increase in debt helps Apple achieve their strategic objectives 
and enhances market value. 

4.2. Conceptual Regression Analysis   
If more digging needs to be done with regard to how capital makes a financial connection, the 
basics of a regression can be applied. And also, the dependent variable can be ROE, and the 
independent variables could be Debt to Equity Ratio, Total Assets, Revenue growth ratio, and 
Interest Coverage. This model is used to see how different sizes of Apple's money things change 
its profits and strength. 
Though I don't have the whole statistical table here, the concept analysis is through what I see. 
We should see a positive coefficient on Debt/Equity – if you think you need a 20–25% 
reasonable level of leverage to drive ROE positively. But when the debt level is too high, the 
relationship will turn into a negative one because the more debt the person has, the higher the 
risk and the smaller the gains. 
This is in line with the trade-off theory which posits that there exists a certain capital structure 
that brings about the best situation wherein the benefits of debt like tax shields are balanced 
by the risk of default or loss of financial flexibility. With Apple, it seems that the regression logic 
supports the fact that higher leverage led to higher ROE, but without giving up solvency or 
operational stability. This implies a prudent financial strategy that employs debt not out of 
necessity, but out of desire. 

4.3. Financial Leverage and Risk Considerations 
Apple manages to take advantage of financial leverage to increase its shareholder returns, but 
also consider the dangers involved. Increased debt levels usually mean more obligation 
concerning interest payment, credit market turbulence. For a vast majority of business entities, 
relying excessively on debt results in financial distress, loss of investment autonomy, and 
bankruptcy during an economic downfall. 
But for Apple, there are a few mitigating factors. Firstly the company makes huge and 
dependable cash flows, which means it can pay back its debt with ease. Its access to capital 
markets is also strong, with a high credit rating and investor confidence. Thirdly, Apple has a 
huge amount of cash in reserves – more than $50 billion in many cases – which it could use to 
cushion against bad times, or pay back debts when due. 
So as to do so, to that end, to this end, to enlarge, to enlarge the risks and rewards, if product 
sales suffer a downturn or there is an unprecedented worldwide incident that impacts earnings 
and interest coverage would be under pressure. Additionally, the global rise in interest rates 
may lead to changes in the cost-benefit analysis of borrowing in the future. So, although Apple’s 
current application of leveraging seems fine, it is necessary to do constant monitoring and 
remain flexible. 
In summary, Apple is an example of a strong, capitalized company that has employed debt 
strategically and there do not appear to be any ill-effects to their finances. However, we must 
keep a balanced act of getting better and keeping risks down for an extended period of time. 

5. Conclusion 

This study looked at the relationship between capital structure and financial performance with 
Apple Inc. as a case study. Taking into account established financial theories like the Modigliani-
Miller theorem, trade-off theory and pecking order theory, this paper looked into how Apple’s 
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capital structure has changed over time and its impact on financial ratios such as Return on 
Equity (ROE), Return on Assets (ROA) and profit margins. 
The analysis shows that Apple began moving from a conservative, low-debt model to a more 
leveraged capital structure in 2013. The reasons behind this are almost entirely for shareholder 
return programs. Even though Apple increased its debt level, it still had sound finances and high 
returns and credibility. Company's ROE has grown, meaning it's using debt to make 
shareholders happy, but is not at risk of going bust. From descriptive and conceptual regression 
analysis it was found that there is a positive correlation relationship with a moderate level of 
leverage and financial performance. Apple’s case shows that a company with steady earnings, 
good cash flow, and a brand recognized worldwide can make use of debt to achieve a better 
capital structure. 
On average, the results imply that capital structure decisions will improve if they align with a 
firm’s functional capacity and market conditions. Apple’s financial strategy provides a feasible 
model for other companies trying to keep risk and returns the same with help from their 
finances. This contribution helps us understand the real world better. It shows how the way a 
company spends its money affects how well it does. 
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