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Investment Thesis 
 
Investment  
Thesis 

Apple’s products are highly popular with consumers, enabling it to earn a high ROIC. 
However, unlike non-IT brand franchises (e.g. Coca-Cola, Patek Philippe) which can 
maintain dominant positions without significant improvements to the product, Apple is 
required to innovate every year to stay ahead of the competition.  

 
Believes that in the highly-competitive consumer IT market, the leading player will earn 
outsize profits. Apple’s future financial performance is thus critically dependent on its 
ability to deliver better products than all its competitors. And given the nature of 
innovation, the key to developing great products is to attract talented people and get 
the best out of them. Betting on Apple is thus betting on its people (not its brand or 
business model).  
 
Believes that there will be enough heritage, love and talent at Cupertino for Apple to 
maintain its lead position for the next 10 years. Believes that the greatest risk is an 
abrupt departure of Tim Cook (CEO since 2011) and Apple loses its romantic culture 
thereafter.   
 
Under a base/neutral scenario where average distributable cash flow and net profit for 
the next 10 years are projected to be 36% and 30% lower respectively than in FY2015, 
cash yield of 9.0% is obtainable on share price of USD113 and earnings yield of 9.4% 
is obtainable on share price of USD96. 
 

 
Earnings  
Power 

Apple earns a high ROIC. Estimate Apple to earn a ROIC of 133% in FY2016 even after 
projecting for a 36% decrease in FCF from USD69mn to USD44mn. Apple’s high ROIC 
is a result of high FCF margin (25%), high asset turnover (189%) and high leverage on 
operating capital (282%). These impressive financial measures ultimately stem from the 
high quality and popularity of Apple’s products. 
 

i 
Industry 
Conditions and 
Competition 

Believes that significant improvements can still be made to the smartphone to stimulate 
consumers’ upgrading. 
 
Competition in the consumer IT market is fierce and to some extent, smartphone is a 
commodity. IPhone is however less of a commodity than other brands. Believes that 
there will be enough heritage, love and talent at Cupertino for IPhone to maintain its 
lead position for the next 10 years.   
  

 
Strengthening of 
Value Proposition 
and Competitive 
Position 

Believes that the most important factor for Apple to maintain its lead position at the 
forefront of technology is—leadership. Wise, far-sighted and courageous leadership is 
the most important factor to maintaining a romantic work environment at Cupertino—to 
attract, retain and blend highly talented people (and their egos). 
 

 
Potential for 
growth 

New product lines and less mature geographical markets provide room for growth. 
However given Apple’s large revenue size, any growth would likely be incremental. 
 

 
Capital 
Management  

Financial position at Mar2016 is conservative, with net cash of USD154bn and interest 
cover of 71x. 
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Valuation Assumptions (Base Scenario) 
 

 
 
Base scenario Base scenario projects FY2016 revenue and distributable cash flow to decrease y-o-y 

by 25% and 36% respectively, noting that FY2015 was Apple’s most successful year 
ever (with revenue growing 28%). Further projects that financial performance in the next 
10 years would stay flat at FY2016 level. Underlying this ‘neutral’ projection is the belief 
that while the industry/competition would constantly introduce new innovative products 
and eat into Apple’s profitability, Apple would also ride the innovation wave and continue 
to lead.       
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Valuation (Base Scenario) 
 

 
 
Valuation based 
on cash yield 

Based on distributable cash flow of USD44bn, cash yield of 9.0% is obtainable on share 
price of USD113.  
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Valuation (Sensitivity) 
 

 
 
Valuation based 
on earnings yield 

Based on net profit of USD37bn, earnings yield of 9.4% is obtainable on share price of 
USD96. 
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Earnings Power 
  

 
  

 FY2013 
A 

FY2014 
A 

FY2015 
A 

FY2016 
P 

(In billions USD) 
Revenue 171 183 234 176 Assume decrease 25%  
Operating profit 49 53 71 53 Assume 30% OPM 
Op profit margin 29% 29% 30% 30% Assume 30% 
 
FCF 44 46 69 44 Assume 25% margin 
FCF margin 26% 25% 29% 25% Assume 25% 
      
Operating assets  

 
 
 
 

93 As at Mar2016 
Revenue / Op assets 189% Derived 
   
Operating capital 33 As at Mar2016 
Op assets / Op capital 282% As at Mar2016 
   
FCF / Op capital 133% Derived 
   

 

 Apple earns a high ROIC. Estimate Apple to earn a ROIC of 133% in FY2016 even after 
projecting for a 36% decrease in FCF, from USD69bn to USD44bn. 
 

 Apple’s high ROIC is a product of :  
• High FCF margin (25%)  believe this is a reflection of Apple’s high pricing power 
• High asset turnover (189%)  believe this is a function of Apple’s dominant position 

(relative to component suppliers and final-product distributors) in the value chain.   
• High leverage on operating capital (282%) believe this is a function of Apple’s dominant 

position (relative to component suppliers and final-product distributors) in the value chain.    
 

 

 
 

OCF 

Recurring capex FCF 
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Cash Flow Statement – FY2015 (Year Ended Sep2015)  
(In billions USD) 

Cash generated by operating 
activities 
 

81  

Acquisition of PPE and intangibles 
 

(12) • Treat business acquisitions as recurring capex 
necessary to maintain competitive edge. 

• Recurring capex not overly-burdensome relative 
to operating cashflow or operating income.  

Business acquisitions 
 

(0.3) 

FCF 
 

69 • Capital returned to shareholders (USD47bn) 
can be fully funded by FCF. 

 
Net proceeds from (purchases) of 
securities 

(44)  

Net proceeds from (repayments) of debt 
 

29  

Others 
 

(0.2)  

Dividends and dividend equivalents paid 
 

(12) • Returned USD47bn to shareholders through 
dividends and share repurchase. 

Repurchase of common stock 
 

(35) 

Increase/(decrease) in cash and cash 
equivalents 

7  

 
Revenue 
 

234  

Operating income 
 

71  

Net income 
 

53  

Operating capital – 2016Q2 / Mar2016 
 
Apple’s leverage on operating capital is high at near to 3X. 
 

March 26, 2016 bn USD 
  
Operating assets 93 
  
Operating liabilities 60 
  
Operating capital 33 
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Assets – 2016Q2 /  Mar2016 
 

 
 

March 26, 2016 bn USD % Remarks 
PPE 23 25  

Goodwill + Intangible + Other 17 18  

AR 12 13  

Other current 18 19  

Inventories 2 2 Light on inventories 

Cash 22 24  

Operating assets 93 100%  
 

ST marketable securities 34   

LT marketable securities 178   

Non-operating assets 212  Investments account for ~2/3 of assets 
 

Total assets 305   
 
 

• The Company has non-trade receivables 
from certain of its manufacturing vendors 
resulting from the sale of components to 
these vendors who manufacture sub-
assemblies or assemble final products for 
the Company. The Company purchases 
these components directly from 
suppliers. 
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Liabilities and shareholders’ equity – 2016Q2 / Mar2016 
 

 
 

 
 

 
 

March 26, 2016 bn USD % Remarks 
AP 25   

Accrued expenses 23   

Deferred revenue 9   

Deferred revenue (non-current) 3   

Operating liabilities 60   
 

Other non-current liabilities 34  Consist primarily of deferred tax liabilities 

Non-operating liabilities 34   
 

Commercial paper 8   

Current portion of LT debt 3   

LT debt 69   

Debt  80   
 

Total liabilities 174   
 

 

30-year 
!! 
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Capital Management 
 

 
 
 
  

Capital return projection as at 2016Q2 / Mar2016 
 

 
 

 
 

 bn USD Remarks 
   
Debt 80 At Mar2016 
Cash 234 At Mar2016 
Net debt / (Cash) (154) At Mar2016 
Equity 131 At Mar2016 
Net debt / equity (Net cash)  
   
EBIT 71 FY2015A 
Interest expense 1 FY2015A 
EBIT / interest 71x  
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Annex A – Analysis of Financial Statements 
 

 
  

P&L – 2016Q2 
 

 
 

• Net sales decreased 13% yoy. 
 

• Gross profit decreased 16% yoy 
with drop in gross profit margin. 

 

• Opex (R&D and SG&A) increased 
10% yoy. 

 

• Operating income decreased 23% 
yoy. 

 

• Net income decreased 22% yoy. 
 

 
 
 
 
 
 
 

• DPS increased 11% yoy. 
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Sales by Geographical Segment and Product – 2016Q2 
 

 
 

 
 

 Drop in revenue is most pronounced in Greater China (-26%) and Rest of Asia Pacific (-
25%). On a worldwide basis, drop in revenue is less severe. 
 

 iPhone accounted for about two-third of revenue and about 80% of product units sold  
product concentration risk.  

 

 

 

65,478 

78% 

65% 
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Gross Margin and Operating Expenses – 2016Q2 
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Provision for Income Taxes – 2016Q2 
 

 
 

 
 
 Statutory federal income tax rate  = 35% 

 
 No U.S. taxes are provided for earnings intended to be indefinitely reinvested outside the 

U.S. 
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Annex B – About Smartphones 
 

  

How better can smartphones get? 
 
1. Better battery life 

 
2. Seamless voice control 

 
3. Wireless earphones 

 
4. Flexible screens 

 
5. Smartphone as a server for wearable technology 
 

iPhone8 (expected Sep2017)  
 
Rumors of a radical redesign to celebrate the 10th anniversary of the iPhone in 2017. 
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Acronyms 
 

A Actual 
Capex Capital expenditure 
D&A Depreciation and amortisation 
FCF Free cash flow 
FY Financial year 
P Projection 
OCF Operating cash flow 
OPM Operating profit margin 
ROIC Return on invested capital 
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