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Executive summary 

The purpose of this thesis is to examine Apple Inc.’s business environment, determine the intrinsic value of 

one Apple share as at 31.10.2014 and subsequently conclude as to whether the current market price is under- 

or over-valued. To obtain the share price estimate, findings from the strategic and financial analysis are used 

as a basis for financial forecast and subsequent valuation. 

Apple Inc. (Apple) is an American multi-national corporation established in 1976 that designs and sells 

consumer electronic devices as well as related software, services and user content. Apple is the world’s 

second largest smartphone maker and the leading tablet vendor. Despite the staggering growth the company 

has experienced over the past decade, its growth has decelerated markedly over the last two years. What is 

more, the company’s growth is highly dependent on just two product categories – smartphones and tablets. 

The iPhone and the iPad account for over 70% of the company’s total revenues. 

Strategic analysis revealed that the company faces both challenges and opportunities in relation to the 

development of its external business environment. Decelerating growth in the company’s core product 

markets combined with a shift in demand to price-sensitive emerging markets as well as the emergence of 

Chinese producers of low-cost devices, all represent a significant threat to Apple’s future financial results. 

On the other hand, wearable electronic devices and mobile payments offer a robust medium-term growth 

opportunity. Compared to other companies in the industry Apple stands out with its ability to seamlessly 

integrate hardware, software, services and content into one closed ecosystem. The ecosystem locks-in 

customers and provides the company with a formidable competitive advantage. 

Apple’s decelerating growth has translated into a decrease in profitability. Financial analysis showed that 

both ROE and ROIC have declined considerably over the past two years. 

To better control for the uncertainty related to the forecasting of Apple’s future free cash flows a scenario 

approach to valuation was employed, with two potential scenarios of the company’s future growth. Under the 

base case scenario, the company’s growth is expected to gradually decelerate as its core product markets 

approach maturity. The growth case scenario assumes that Apple will introduce an entirely new product 

category that will reinvigorate the company’s growth. 

The acknowledged enterprise DCF model was applied to determine the intrinsic value of Apple under each 

scenario. Apple’s WACC was estimated at 6.93% and used as a discount factor. Finally, based on the 

probabilities assigned to each scenario, the intrinsic value of one Apple share as at 31.10.2014 was estimated 

at $153.24, concluding that the current market price is undervalued by $46.57. A sensitivity analysis showed 

that the estimated value is highly sensitive to changes in WACC and the terminal growth rate. Therefore, 

when valuing companies both WACC and terminal growth should be monitored closely. 
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1 Introduction 

Technology has become an integral part of our lives. Rapid technological advancement has not only 

contributed to an increased dependence of individuals and businesses on technology but has also enabled 

tech companies to grow at high rates. Products of companies such as Microsoft and Google have changed the 

way the world operates. However, no other tech company has had a bigger influence over main-stream 

technology culture than Apple Inc. Back from the brink of bankruptcy faced in 1997, Apple has become the 

world’s most valuable brand and a phenomenon of the technology industry. 

The company’s staggering success of the past 15 years is in large part attributable to just three product 

categories. With the iPod and the iPhone, Apple redefined the music and mobile phone industries. With the 

iPad, the company basically created an entirely new market. Apple’s achievements in the retail segment have 

been nothing short of astonishing. And despite the company’s premium pricing and cheaper alternatives 

available on the market, Apple’s customers are willing to wait in line for days to buy its newest products. 

Apple’s continuous success has translated into runaway growth of the company’s shares and record breaking 

market capitalisation. Figure 1 shows the development of Apple’s share price since the introduction of the 

iPod in 2001. 

Figure 1: Historical share price development 

 

Source: Yahoo Finance, Own creation 

On the other hand, Apple’s growth has been highly dependent on the company’s two core product categories 

and the company faces increasing competition not only from established market players but also emerging 

Chinese manufacturers of low cost devices. 

Given the company’s staggering success of the past 15 years, the almost religious elements surrounding the 

Apple brand and the fact that the company’s shares are among the most popular stocks followed by many 
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institutional and individual investors, I find Apple to be an interesting subject for a strategic analysis and 

valuation case study. 

 

1.1 Problem statement 

The thesis intends to examine the various factors of Apple’s business environment that impact the company’s 

performance, determine the intrinsic value of one Apple share and subsequently conclude as to whether the 

current market price is under- or over-valued. 

The research question has been defined as follows: 

 

o What is the intrinsic value of one Apple Inc. share as at 31 October 2014? 

 

To answer the research question a number of sub-elements have to be examined. The thesis will start with an 

overview of the company’s history, growth, markets and major competitors. Afterwards, a strategic analysis 

will be conducted to provide an understanding of the state of the environment, both internal and external, in 

which Apple operates. Next, the financial performance of the company will be examined and compared to 

the company’s major competitors. On the basis of the findings from the strategic and financial analysis the 

company’s future performance will be forecasted. Ultimately, a valuation analysis will be conducted that will 

provide an answer to the research question. 

To guide the main research question, the following sub-questions have been defined: 

1. What are the company’s core product markets? 

 

2. Which macro-environmental factors impact the company’s operations and what is their current state? 

 

3. What is the competitive state of the industries in which Apple operates? 

 

4. Do Apple’s internal resources provide the company with a sustainable competitive advantage? 

 

5. What is the company’s financial performance compared to its peers? 

 

6. What are the expectations regarding the company’s future performance? 
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1.2 Methodology 

Given the research question, the thesis is approached as a case study (Yin, 1984) with the perspective of an 

individual investor and is based on a combination of analytical frameworks and valuation theories. The 

following section provides an understanding of the theories and frameworks used, sources and validity of the 

data as well as the research boundaries set for the study. 

 

1.2.1 Frameworks and models 

Various frameworks and models are applied throughout the thesis to answer the research question. The 

strategic analysis is primarily based on the concepts developed by Michael E. Porter. To examine Apple’s 

activities and to evaluate the extent to which they provide the company with a competitive advantage, 

Porter’s value chain (1998) is used. In addition, to analyse the competitive state of the company’s core 

markets we apply Porter’s five forces framework (1998). Through Porter’s models we will be able to answer 

the third and fourth sub-questions. To examine Apple’s macro-environment and answer the second sub-

question, the PESTEL model is applied (Hollensen, 2010; Grant, 2010). 

The financial analysis, forecast and valuation are primarily based on the finance and valuation literature 

written by Damodaran (2006, 2014), Ross et al. (2009) and Koller et al. (2010). To better account for the 

uncertainty related to the forecasting of the company’s future performance a scenario approach to valuation 

is employed (Damodaran, 2014). All theories and models used in the thesis are critically reviewed and 

discussed in detail in the respective parts of it. 

As the thesis aims to determine the intrinsic value of one Apple share, it is important to define intrinsic 

value. Damodaran (2014) defines the intrinsic value of a company as a function of the company’s future 

expected cash flows and the uncertainty about receiving those cash flows. 

 

1.2.2 Data collection 

Considering the above, it would be unreasonable to assume that an individual investor would have access to 

insider information. Therefore, only secondary, publicly available data is used. Furthermore, given the 

research approach, the thesis makes use of both qualitative and quantitative data. 

The majority of company information and data are sourced from Apple’s annual and quarterly reports, press 

releases and earnings call transcripts. Other sources of information used in the thesis include the annual 

reports of competitors, websites of market research providers, industry databases and various other electronic 

sources. In addition, some of the quantitative data used in the financial analysis and valuation are gathered 

from the Bloomberg professional service (Bloomberg). To ensure the validity of the research, the reliability 

of all information and data has been critically reviewed. 
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1.2.3 Delimitation 

Apple operates in many geographic and product markets with different characteristics. However, to 

thoroughly analyse all of the company’s operating segments would be beyond the scope of this thesis. For 

the purposes of external analysis, Apple’s core product markets are identified and examined. As the 

company’s core product markets account for a significant proportion of Apple’s growth, it is assumed that 

the analysis of the core markets provides a reasonable picture of the company’s overall external 

environment. 

Moreover, the thesis aims to determine the intrinsic value of one Apple share as at 31 October 2014. 

Therefore, the analysis disregards any information published after that date. 

Further discussion on the research boundaries set for the individual parts of the assignment can be found in 

the respective chapters of the thesis. 

 

1.2.4 Thesis structure 

The thesis is divided into eight chapters. Each chapter, expect Valuation, ends with a sub-conclusion 

providing an answer to one of the sub-question. A valuation conclusion as well as the answer to the research 

question are presented in the final chapter of the thesis. Figure 1 presents the thesis structure. 

Figure 2: Thesis structure 

 

Source: Own creation 
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2 Company Profile 

The following chapter introduces Apple Inc. and provides an overview of the company’s corporate history, 

product categories, historical growth, capital return programme and major competitors. 

The information provided in this section forms the basis for the strategic analysis, forecasting and subsequent 

valuation. 

 

2.1 Apple Inc. 

Apple Inc. (Apple) is an American multinational corporation headquartered in Cupertino, California. 

The company designs, manufactures and sells mobile communication and media devices, personal 

computers, portable digital music players as well as a variety of related software, accessories, services, 

applications and digital content. Apple sells its products to consumers, small and mid-sized businesses as 

well as education, enterprise and government customers. The company’s products are available worldwide 

through its retail stores, online store as well as third-party resellers, consumer electronic stores, mass 

retailers, wholesalers and mobile network operators. Apple operates over 437 retail stores in 16 countries and 

its online store is available in 40 countries. The company has approximately 97,000 full-time employees, of 

which 48% work in the company’s retail segment (Apple, 2014). As of 31 October 2014, with market 

capitalisation of over $625 billion, Apple is the world’s largest company by market capitalisation as well as 

the world’s most valuable brand worth $98 billion (Interbrand, 2014). 

Figure 3: Net sales by product category and geography, FY2014 

  

Source: Own creation, Bloomberg 

Note: Greater China includes China, Hong Kong and Taiwan 

 

According to the company’s CEO Timothy Cook (Seeking Alpha, 2014), Apple’s mission is to make the 

greatest products on earth and enrich the lives of others. 
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2.2 Corporate history 

Apple was established in 1976 by Steve Jobs, Steve Wozniak and Ronald Wayne with the aim of selling 

personal computers. In the same year, Apple introduced its first product, the Apple I, a computer sold as a 

fully assembled circuit board. The company was incorporated at the beginning of 1977 as Apple Computer, 

but without Wayne, who sold his share of the company back to Jobs and Wozniak for $800 (BYTE 

Interview, 1984). In the same year, Apple introduced the Apple II, one of the first computers with a colour 

display and the first computer to run a spreadsheet program. The Apple II quickly became a successful mass-

market personal computer and a major breakthrough for the company. In total, between five and six million 

units of the Apple II series computers were produced before their production was ceased in 1993 (Forster, 

2005). Apple went public on 12 December 1980 at $22.00 per share ($0.39 on a split-adjusted basis). 

By 1981, Apple was the undisputed leader of the PC market, with an income of about $300 million, mostly 

from sales of the Apple II (Block, 2006). In 1983, Apple introduced the Lisa, the first personal computer 

with a graphical user interface (GUI). However, the Lisa was not commercially successful, due to its high 

price ($9,995) and lack of available software applications, and its production was discontinued after only two 

years (oldcomputers.net, 2013). The first commercially successful personal computer with a GUI, the 

original Macintosh, was introduced in 1984. A year later, in 1985, Steve Jobs resigned from Apple due to 

a power struggle with the then CEO, John Sculley (Hormby, 2013). 

At the turn of the decade, Apple introduced its first portable computers, the failed Macintosh Portable in 

1989 and commercially successful PowerBook in 1991. At the end of 1980s, Apple’s profits were rising, its 

products were perceived as high quality, innovative both in design and engineering. However, by the mid-

1990s, Apple was a shadow of its former self. Technical failures and strategic blunders resulted in a 

lacklustre product line, culminating in a tremendous financial collapse. By 1997, Apple found itself on the 

brink of bankruptcy, its stock hit 12-years low and the company posted a loss of over $1 billion (Apple, 

1997). 

In 1997, Steve Jobs returned to Apple after the company acquired NeXT Software, the computer company 

Jobs founded when he left Apple in 1985. Immediately after his return, Jobs started to restructure the 

company’s operations, including significant headcount reduction, simplification of Apple’s product line and 

termination of the Macintosh OS licensing agreements with third-party computer manufacturers. The 

following year, Apple returned to profitability, reporting profit in all four quarters of fiscal 1998 (Apple, 

1998). Between 1998 and early 2000s, Apple introduced a number of key products such as the iMac, the 

iBook, the Power Mac G4 and Mac OS X operating system that helped re-introduced the company to the 

public and announced Apple’s new emphasis on the design and aesthetics of its products. In 2001, the 

company opened its first retail store. Today, Apple operates over 430 retail stores in 16 countries and retail 

accounts for 12% of the company’s annual sales. 
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Apple introduced iPod, its first portable digital audio player in October 2001. By 2007, iPod sales topped 

100 million units and the device became the fastest selling music player in history (Apple, 2007). Following 

the release of the iPod, Apple partnered with the five major US record companies and in 2003 introduced the 

iTunes Music Store, music download service that allowed users to download songs at a flat rate of $0.99 per 

song. By 2010, the iTunes Music Store reached 10 billion downloads and Apple became the largest music 

vendor in the world (Apple, 2010). During 2005, the company partnered with the world’s largest chip maker 

Intel and started to produce Intel-based computers. 

In 2007, Apple shook up the global mobile phone industry with the introduction of the iPhone, one of the 

first smartphones to use multi-touch interface. In the same year, the company shortened its name to Apple 

Inc., emphasizing its expanding product portfolio and increased focus on mobile devices. Following the 

release of the iPhone, the company launched the App Store in 2008. 

In 2010, Apple further expanded its portfolio of mobile devices and announced the tablet computer iPad. 

Since its introduction, the iPad has been the fastest growing product in the company’s history. Today, the 

iPhone and the iPad represent the company’s core product lines accounting for over 70% of Apple’s total 

revenue. In August 2011, amid health issues, Steve Jobs resigned as Apple’s CEO and Timothy Cook, 

previously Apple’s COO, was named the new CEO (Apple, 2011). In 2013, the company overtook Coca-

Cola to become the world’s most valuable brand worth $98 billion. During 2014, Apple acquired headphones 

maker and music streaming service provider Beats Electronics for $3 billion, the largest purchase in the 

company’s history (Apple, 2014). At the same time, Apple entered into a strategic partnership with IBM to 

accelerate the company’s growth within the enterprise mobility market (Colt, 2014) and announced two 

entirely new product categories, the smart wearable device Apple Watch and the mobile payment service 

Apple Pay. Furthermore, the most recent eight-generation iPhone introduced in September 2014 set new 

records for Apple, with more than 4 million units sold within the first 24 hours and over 10 million units sold 

in the first three days (Apple, 2014). 

 

2.3 Product categories 

2.3.1 Hardware 

2.3.1.1 iPhone 

The iPhone is a line of smartphones that combines a phone, music player and internet device in one product 

and is based on Apple’s iOS mobile operating system. The iPhone is the company’s core product. It 

accounted for 55.8%, 53.4% and 50.3% of Apple’s total revenues in FY2014, FY2013 and FY2012, 

respectively (Apple, 2014). Since its introduction in 2007, the iPhone has become Apple’s best-selling 

product with cumulative sales of more than 590 million units and turned the company into the world’s 

second biggest smartphone marker with a 14.2% share of the global smartphone market in FY2014 (IDC, 
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2014). In terms of growth, between FY2007 and FY2014, iPhone net sales grew at a staggering CAGR1 of 

161.2%. Overall iPhone ASPs2 stood at $603 in FY2014, a slight decrease (0.8%) compared to FY2013. 

2.3.1.2 iPad 

The iPad is a line of multi-purpose tablet computers based on Apple’s iOS mobile operating system. In 

addition to the standard 9.7-inch iPad, Apple offers the iPad mini with a reduced screen size of 7.9 inches. 

The iPad is the second biggest source of the company’s revenues with a 16.6%, 18.7% and 19.8% share of 

the total net sales in FY2014, FY2013 and FY2012, respectively (Apple, 2014). It has been the fastest 

growing product in Apple’s history with global cumulative sales of over 237 million units since its release in 

2010. To put it in perspective, it is almost twice as many iPhones and over seven times as many iPods the 

company sold in a comparable period of time. With a 29.3% share of the worldwide tablet market in 

FY2014, Apple is the world’s leading tablet vendor (IDC, 2014). Between FY2010 and FY2014, iPad net 

sales grew at an impressive CAGR of 57.2%. However, for the first time since its release, in fiscal 2014 the 

category declined 5.3% in y-o-y3 net sales and 4.3% in y-o-y unit sales. Overall iPad ASPs decreased 1% 

from $450 in FY2013 to $445 in FY2014. 

2.3.1.3 Mac 

Mac is a line of desktop and portable personal computers that feature Intel microprocessors and run Apple’s 

OS X operating system. The current line of Mac computers include portable computers MacBook Pro and 

MacBook Air as well as desktop computers iMac, Mac Mini and Mac Pro. Mac sales accounted for 13.2%, 

12.6% and 14.8% of Apple’s revenues in FY2014, FY2013 and FY2012, respectively (Apple, 2014). In 

fiscal 2014, Mac unit sales topped 18.9 million, the company’s all-time record. According to IDC’s estimates 

(2014), Apple is the world’s fifth-largest computer vendor with a 6.3% market share (as of 3Q2014). Despite 

the contraction of the global PC market, Mac computers have gained market share for 33 of the last 34 

quarters (Seeking Alpha, 2014). Overall Mac ASPs were $1,274 in FY2014, a decrease of 3.1% compared to 

FY2013. 

2.3.1.4 iPod 

The iPod is a line of portable digital music and media players. The current iPod line includes the touchscreen 

iPod touch, the compact iPod nano and the ultra-compact iPod shuffle. Since peaking in 2008, sales of iPod 

have been in decline and the category’s contribution to the company’s total net sales dropped significantly 

from 39.7% in FY2006 to 1.3% in FY2014 as the iPhone and the iPad captured more of the market that the 

iPod occupied previously. Since the release of the first generation in 2001, Apple has sold over 397 million 

iPods worldwide. 

                                                      
1 Compound annual growth rate. 
2 Average selling prices. 
3 Year-over-year. 
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Apple Watch 

The Apple Watch is a smart wearable device introduced in September 2014. It features fitness tracking and 

health-oriented capabilities as well as integration with iOS operating system and existing Apple products and 

services. According to the company, the watch will be available in selected countries in early 2015 starting at 

$349 (Apple, 2014). 

 

2.3.2 Software 

2.3.2.1 iOS and OS X 

iOS is a mobile operating system (OS) that serves as a foundation for Apple’s portable media devices (except 

iPod nano and iPod shuffle). Unlike Google’s Android and Microsoft’s Windows Phone, iOS is distributed 

exclusively for Apple hardware. Major updates of iOS are released approximately once a year. According to 

data from IDC (2014), iOS is expected to account for 21.2%4 of the global mobile OS market in 2014, 

behind Google’s Android with a 73.3% market share. 

OS X is a computer operating system designed to run on Mac computers. The latest version (Yosemite) 

released in October 2014 is the eleventh major release of OS X. As of October 2014, Apple captured 9.1% of 

the global computer operating system market, a significant increase compared to 4.7% in October 2009 

(StatCounter, 2014). However, OS X still remains a long way behind Microsoft’s Windows operating system 

with a market share of 88.3%. 

 

2.3.2.2 iTunes, iTunes Store, App Store and iBook Store 

iTunes is a media player, media library, and mobile device management application that allows users to 

download, organise and play digital audio and video content on personal computers. iTunes is the backbone 

of Apple ecosystem as it is integrated with additional applications such as the iTunes Store, the App Store, 

the Mac App Store and the iBooks Store. As of April 2014, there were about 800 million active iTunes 

accounts (Seeking Alpha, 2014). 

The iTunes Store allows customers to purchase and download music, movies, TV shows and podcasts 

through personal computers and iOS devices. There are over 43 million songs, 300 000 TV shows and 

85 000 movies available in the iTunes Store. 

The App Store allows users to download applications to their iOS devices. It offers more than one million 

apps in 24 categories (Apple, 2014). As of September 2014, cumulative app downloads topped 85 billion 

(Seeking Alpha, 2014). 

Overall iTunes revenues5 accounted for 5.6% and 5.4% of the company’s total revenues in FY2014 and 

FY2013, respectively (Apple, 2014). Over FY2010-FY2014, the category grew at a CAGR of 25.9%. 

                                                      
4 Average of Apple’s projected 2014 market share in the global smartphone and tablet markets. 
5 Including the iTunes Store, the App Store, the Mac App Store and the iBook Store.  
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2.3.3 Services 

2.3.3.1 iCloud 

iCloud is a cloud storage and computing service that allows users to store data such as documents, music and 

photos on remote servers, sync content between multiple iCloud-compatible devices, share data with other 

users, wirelessly back-up iOS devices as well as manage Apple devices if lost or stolen. As at April 2013, the 

company reported 300 million iCloud users, up 20% from 200 million reported in January 2013 (Seeking 

Alpha, 2013). 

2.3.3.2 Apple Pay 

Apple Pay is a mobile payment service that allows users to make payments with certain Apple mobile 

devices such as iPhone 6, iPhone 6 Plus, Apple Watch and iPad Air 2. Apple Pay was released in October 

2014 only for use in the U.S., with international roll-out planned for the future. 

2.4 Historical growth 

Since the early 2000s, Apple’s revenues, profits and share price have experienced a runaway growth. During 

FY2004-FY2014, Apple’s net sales grew at a CAGR of 36.3%, from $8.3 billion in FY2004 to $182.8 

billion in FY2014. Over the same period, the company’s net income grew by a staggering 64.3% (CAGR), 

from $0.3 billion in FY2004 to $39.5 billion in FY2014. Within the last four fiscal years alone, Apple’s 

revenues and net income almost tripled (see Figure 3). 

However, in the last two fiscal years, the company’s growth decelerated markedly. Apple’s sales grew  

7% y-o-y in FY2014, compared to 9.2% in FY2013 and 44.6% in FY2012. Net income went up by 6.7% in 

fiscal 2014, compared to a drop of 11.3% in fiscal 2013 and 61% gain in fiscal 2012. 

Figure 4: Historical growth, FY2004-FY2014 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Own creation, Bloomberg 
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To put the company’s tremendous growth in perspective, Table 1 compares the growth rates of Apple and its 

selected competitors (the peer group) for the FY2004-FY2014 period. 

Table 1: Apple vs. peer group, CAGR, FY2004-FY2014 

 

Source: Own creation, Annual reports 

Note: *FY2013 data 

 

It is important to note that the astounding growth Apple experienced since the early 2000s is almost entirely 

attributable to just three product categories – the iPod, the iPhone and the iPad. 

 

2.5 Share price development 

Apple stock is listed on the NASDAQ under the ticker symbol AAPL. The company went public on 

12 December 1980 at $22.00 per share ($0.39 on a split-adjusted basis). Since the beginning of 2005, 

Apple’s share price has risen more than twenty-fold. On 31 October 2014, Apple’s stock closed at $106.67 

(Yahoo! Finance, 2014). 

As of 31 October 2014, with a market capitalisation of over $625 billion, Apple is the world’s largest 

company by market capitalisation. To put it in perspective, Apple’s market cap is bigger than the gross 

domestic product of all but 20 of the world’s countries, just behind Switzerland (GDP of $685 billion) and 

ahead of Argentina ($610 billion), according to data from the World Bank (2015). 

Since the IPO, Apple’s stock has split four times. The company conducted 2-for-1 splits on three separate 

occasions – in 1987, in 2000 and in 2005. Additionally, in June 2014, Apple underwent an unusual 7-to-1 

split. According to the company’s CEO (Seeking Alpha, 2014), Apple took this action to make the stock 

more accessible to a larger number of investors. As of 31 October 2014, the company has 5,864.8 million 

shares of common stock outstanding. 

 

2.6 Capital return programme 

Over the last decade, Apple’s cash6 has increased from $5.5 billion in FY2004 to over $155.2 billion in 

FY2014, representing an average annual increase of $15 billion. Within the same period, Apple’s annual 

capital spending averaged $3.3 billion, leaving the company with a huge cash balance. To utilize the excess 

                                                      
6 Includes cash, cash equivalents and marketable securities. 

Apple vs. peers, CAGR, FY2004-FY2014

Company Revenue Net income

Apple 36.3% 64.3%

Microsoft 9.0% 10.5%

Google* 38.5% 47.2%

Samsung Electronics* 16.4% 12.1%

Lenovo Group 29.3% 19.0%
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cash, in March 2012, Apple announced its intention to return $45 billion to shareholders through a capital 

return programme (Apple, 2012). The programme was increased to $100 billion in April 2013 and further 

increased to over $130 billion in April 2014. The majority of the programme ($90 billion) is allocated to 

share repurchases. The reminder is attributable to dividend payments and net-share settlement. As a part of 

the programme, the company increased its quarterly dividend to $0.47 per common share and with annual 

payments of $11 billion in FY2014, Apple is one of the highest dividend payers in the world. 

Despite the large cash balance on the company’s balance sheet, about 88% of the total cash is off-shore. 

According to the company’s CFO (Seeking Alpha, 2014) “to repatriate our fall in cash on the current U.S. 

tax law, we will incur significant cash tax consequences and we don’t believe this would be in the best 

interest of our shareholders.” Therefore, in order to execute the capital-return program in a tax efficient 

manner, the company has accessed debt capital markets in 2013. As of October 2014, the company issued 

$29 billion of floating- and fix-rate bonds with varying maturities as well as $6.3 billion of commercial 

paper. 

2.7 Peer group 

To conduct a well-funded strategic analysis, financial analysis and valuation, it is vital to identify companies 

comparable to Apple – the peer group. The peer group will be used throughout the thesis as a benchmark for 

various non-financial and financial measures. To determine the companies to be included in the peer group 

both their operational and financial characteristics were considered. The selected peers represent Apple’s 

main competitors in the company’s core markets. The following table provides a brief overview of the 

companies included in the peer group. 

Table 2: Peer group 

 

Source: Own creation, Annual reports, IDC 

Note: * FY2013 data 

 ** Data for the 10/2013-09/2014 period (Apple’s FY2014) 

  *** Average market share in the global smartphone and tablet markets 

Peer group

FY2014 Apple Microsoft Google*
Samsung* 

Electronics

Lenovo 

Group

Headquarters United States United States United States South Korea China

Geographic scope of operations Global Global Global Global Global

Employees 97,000 128,000 47,756 275,000 54,000

Net sales (USD mil.) 182,795 86,833 59,825 216,709 38,707

Net income  (USD mil.) 39,510 22,074 12,920 28,879 817

R&D expense as % of net sales 3.3% 13.1% 13.3% 6.5% 1.9%

Advertising expense as % of net sales 0.7% 2.6% 4.8% 1.8% n/a

Global market share**

Smartphone market 14.2% n/a n/a 27.0% 5.0%

Tablet market 29.3% n/a n/a 18.6% 4.7%

Mobile OS market*** 21.2% 4.3% 73.3% n/a n/a

Computer OS market 9.1% 88.3% n/a n/a n/a
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3 Strategic Analysis 

The previous chapter introduced Apple and provided an overview of the company’s history, products, 

historical growth and major competitors. In order to accurately forecast Apple’s future performance and 

value the company, it is essential to understand the state of the environment in which Apple operates. 

Therefore, this chapter aims to identify all the external and internal elements which can affect the company’s 

business conduct (see Figure 5). 

Figure 5: Apple's environment 

 

Source: Own creation 

 

The strategic analysis is broken down into two sections – external analysis and internal analysis. The external 

analysis provides an understanding of the macro-environment in which Apple is currently operating as well 

as the industry factors that can have a profound impact on the company’s performance. The internal analysis 

is used to examine Apple’s internal resources and capabilities that provide a basis for the company to attain a 

competitive advantage. 

Finally, the strategic analysis is concluded with a SWOT matrix summarizing Apple’s internal strengths and 

weaknesses as well as external opportunities and threats. 
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3.1 PESTEL analysis 

According to Grant (2010, p. 64), “macro-level factors such as general economic trends, changes in 

demographic structure, or social and political trends may be critical determinants of the threats and 

opportunities a company will face in the future.” It is therefore essential, before we forecast Apple’s future 

performance, to identify the macro-environmental factors which may impact the company’s future results. 

To analyse Apple’s macro-environment, the PESTEL framework is used. PESTEL is an acronym with the 

letters denoting political, economic, social, technological, environmental and legal factors. The framework is 

one of the most commonly used analytical tools for assessing the external macro-level factors that fall 

beyond the company’s control, but may influence its performance. Before the framework is applied, it is 

necessary to define the scope of the analysis. 

 

A company’s macro-environment is extremely complex. Each of the abovementioned factors consists of a 

large number of aspects that could affect Apple’s business conduct. However, to perform a comprehensive 

PESTEL analysis would be beyond the scope of the thesis. Therefore, the analysis will focus on those 

aspects of the individual factors determined to have the greatest impact on Apple’s financial results. 

Furthermore, the PESTEL analysis is usually conducted at the country level. Given that Apple is a 

multinational company, the individual factors will be analysed from a global perspective. However, where 

deemed necessary, the factors will be evaluated within the context of Apple’s largest geographic markets. 

Finally, the analysis will be performed with a focus on the global smartphone and tablet markets, as iPhone 

and iPad sales generate three-quarters of Apple’s total revenues. 

 

3.1.1 Economic factors 

The following section examines the economic factors found to have the greatest impact on the demand for 

smart connected devices such as the overall state of the economy, consumer spending and disposable income 

of end consumers. These factors are evaluated within the context of Apple’s three largest geographic markets 

– the U.S., China and Europe (EU28). The markets represent over 60% of the company’s net sales (see 

Figure 3, p. 10). Therefore, an economic downturn in the U.S., China or Europe could significantly adversely 

affect Apple’s future results. 

 

Demand for smart connected devices such as smartphones and tablets is to a large extent driven by the 

overall state of the economy. A strong economic environment results in higher disposable income available 

to end consumers, increasing the number of buyers in the market (consumer spending). As smartphones and 

tablets are relatively expensive products, their purchases are to a considerable degree based on the buyers’ 

disposable income. 
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Figure 6: Real GDP growth, 2007-2020 

 

Source: International Monetary Fund 

 

United States 

The U.S. is the world’s largest economy and the world’s biggest consumer market. In addition, it is Apple’s 

largest geographic market representing 37.7% of the company’s fiscal 2014 net sales. 

In 2008, the U.S. entered the deepest recession since the Great Depression of the 1930s, prompting 

the Global financial crisis. The economy contracted 0.3% and 2.8% in 2008 and 2009, respectively (see 

Figure 6). Since 2010, as a result of the financial stabilization and fiscal stimulus policies, the U.S. economy 

has been continually recovering. Labour market improvements, rising consumer confidence, lower energy 

prices and falling household debt should contribute to a 2.2% y-o-y real GDP growth in 2014 (IMF, 2014). 

A solid recovery is expected to continue in 2015. The economy is projected to grow by 3.1% in 2015, its best 

performance in a decade. The pace of growth will gradually decelerate over the medium term with annual 

growth dropping to about 2.6% by 2019. 

 

The U.S. economy is driven, for the most part, by consumers-private consumption, which accounts for 

almost 70% of all economic growth. Over 2009-2013, as the economy emerged from recession, consumer 

spending rose by an average real growth rate of 2%. Total consumer expenditure (in real terms) is expected 

to rise by 3.4% in 2014. Between 2015 and 2030, total consumer spending is forecasted to grow at an 

average real annual rate of 2.2% (Euromonitor International, 2014). 

Consumer expenditure is to a considerable extent determined by the level of disposable income. Per capita 

disposable income is expected to total $40,969 in 2014. In 2015, it is forecasted to grow by 2.4% to $41,952 
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(in real terms). A strengthening U.S. economy should translate into more jobs and rising income. As a result, 

over 2015-2030, total disposable income is expected to grow at an average real annual rate of 2.1% 

(Euromonitor International, 2014). 

Despite the improving economy, wide income inequality remains an issue in the U.S. In fact, the U.S. has the 

highest rate of inequality (measured by the Gini coefficient7) among developed countries (G7) (The World 

Bank, 2012). A small middle class limits demand for a range of aspirational consumer goods and services, 

including premium-priced mobile communication and media devices. What is more, socioeconomic 

inequality is expected to widen. By 2030, the middle class is forecasted to shrink and represent 20.3% of the 

total number of U.S. households (Euromonitor International, 2014). 

 

People’s Republic of China 

With a population of over 1.3 billion, China is the world’s most populous country and second largest 

economy behind the U.S. (The World Bank, 2013). In FY2014, China accounted for 16.8% of Apple’s 

annual revenues. 

Over the last two decades, with and average real GDP growth of 9.7%, China has been one of the fastest 

growing economies in the world. However, the pace of economic growth has slowed substantially since 2007 

(see Figure 6). A weakening property market, excess in credit and decreasing investment8 are expected to 

drag growth down to 7.4% in 2014 (IMF, 2014). Economic growth is projected to further decelerate to 7.1% 

in 2015, the slowest expansion in more than two decades. Over the medium term, the Chinese economy faces 

some serious structural challenges, i.e. transition from an investment-led to a consumption-driven economy. 

Between 2015 and 2019, real GDP growth is forecasted to gradually decline to 6.3% in 2019. 

 

As the world’s most populous country, China is home to an enormous consumer market. Total consumer 

expenditure represented 34.1% of GDP in 2013 (The World Bank, 2013). Between 2009 and 2013, as rising 

incomes and expansion of credit allowed Chinese consumers to increase their spending, consumer 

expenditure grew at an annual average rate of 10.1% (in real terms). Total consumer spending is projected to 

rise by 8.3% (in real terms) in 2015. Despite a slowing economy, over the period 2015-2030, consumer 

spending will continue to expand at a relatively healthy average real rate of 5.8% (Euromonitor International, 

2014). 

Per capita disposable income is forecasted to amount to $4,652 in 2014. In 2015, it is expected to grow by 

7.2% to $4,987 (in real terms). As the Chinese economy slows, total disposable income is projected to grow 

at a slower average real annual rate of 5.8% between 2015 and 2030 (Euromonitor International, 2014). 

                                                      
7 The Gini coefficient is a measure of income inequality. A coefficient of 0 implies perfect income equality and a 

coefficient of 100 implies perfect inequality. 
8 At 49% of GDP, investment is the main economic driver of the Chinese economy (The World Bank, 2013). 
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China has a large and rapidly expanding middle class, supported by the country’s swift economic gains. In 

2013, the middle class represented 25% of the total number of households in China, a 1% gain compared to 

2009. By 2030, Chinese middle class is forecasted to account for 25.7% of the total number of households in 

the country. However, despite the expanding middle class, a high level of inequality between urban and rural 

areas remains a key challenge to consumer goods businesses, including mobile communication and media 

devices manufacturers. 

 

Europe (EU28) 

Europe is Apple’s third largest geographic market. According to the International Monetary Fund (IMF) 

(2014), Europe’s GDP9 accounted for 17% of the total global gross domestic product in 2013. As a 

consequence of the Global financial crisis and the European debt crisis, the European economy contracted 

4.4% in 2009. Supported by the European Economic Recovery Plan, GDP growth regained ground over 

2010-2011. However, following the escalation of the sovereign-debt crisis in the second half of 2011, the 

economy dipped back into recession in 2012 (see Figure 6). In 2014, with annual GDP growth of 0.8%, 

economic growth in Europe is projected to remain sluggish. However, the IMF (2014) expects real GDP 

growth to pick up to 1.3% in 2015. According to the European Commission (2014), given both demand- and 

supply-side constraints, only moderate growth is projected over the medium term (see Figure 6). Real GDP 

growth is expected to reach 2% by 2016 and remain at that level until the end of the forecast period (2019). 

 

With a population of 509 million, Europe is home to a vast consumer market. Furthermore, private 

consumption is the main growth engine of the European economy. In 2013, consumer expenditure 

contributed 57% to the total gross domestic product (European Commission, 2014). 

Driven by a slight improvement in the labour market, decline in oil prices and low inflation, private 

consumption is projected to expand moderately in 2014, by 1.1%. Moreover, it is expected to grow by 1.4% 

and 1.6% in 2015 and 2016, respectively. 

The sharp decline in oil prices is also expected to increase the amount of disposable income available to 

European consumers. Per capita annual disposable income is projected to total $22,412 in 2014. Disposable 

income is expected to increase further supported by improving employment prospects, low consumer 

inflation and rising nominal wages (European Commission, 2014). In 2015, it is projected to grow by 1.7%. 

Furthermore, over the medium term (2015-2019), annual disposable income will rise at an average real 

annual growth rate of 1.7%. 

However, it is important to note that significant differences exist among the individual EU28 member states. 

For instance, in 2013, annual disposable income in Germany and the United Kingdom, Europe’s two largest 

                                                      
9 Current prices, U.S. dollars. 
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economies, stood at $29,775 and $28,740, respectively. This is in stark contrast to countries like the Czech 

Republic ($10,222), Hungary ($7,669) and Romania ($5,900) (Euromonitor International, 2014). 

 

In addition to the above mentioned economic factors, the financial results of companies that operate 

internationally may be, to a considerable extent, affected by global currency fluctuations. Changes in 

conversion rates can wipe out their profits or increase gains. Apple is a U.S.-based company with 62% of net 

sales derived from foreign operations (as of FY2014). Therefore, the company is a net receiver of currencies 

other than the U.S. dollar. As a result, changes in exchange rates, particularly a strengthening of the U.S. 

dollar, would negatively affect the company’s financial results10. To mitigate the impact of currency 

fluctuations on the company’s financial results, Apple has a comprehensive hedging programme in place. 

 

Finally, it is important to stress that it is extremely difficult to extrapolate the overall development of the 

economy on the individual companies. For example, in 2009, when both the U.S. and Europe were in deep 

recession (see Figure 6, p. 22) Apple’s sales, despite y-o-y decline, still grew at an extraordinary annual rate 

of 14.4%. 

 

3.1.2 Social factors 

In the following section of the PESTEL analysis we examine the current state and medium-term outlook for 

the global smartphone and tablet markets. In order to produce a realistic forecast of Apple’s financial 

performance, it is essential to understand the market drivers that may have a profound impact on the 

company’s future results. 

 

Rapid growth in the global online population11 and significant advancement in mobile communication 

technology have created an environment where smart connected devices could gain mainstream adoption far 

faster than before. Consequently, demand for devices such as smartphones and tablets has been rapidly 

expanding (see Table 3) and individuals have become increasingly reliant on mobile communication and 

media devices in their everyday lives. 

                                                      
10 Apple reports annual results in U.S. dollars. 
11 According to the latest data published by ITU (2014) the number of individuals using the Internet grew from 1.4 

billion in 2007 to 2.9 billion in 2014. 



Strategic Analysis and  

Valuation of Apple Inc. 

24 

Table 3: Global mobile phone and tablet markets 

 

Source: Own creation, IDC, Euromonitor International 

Note:  1CAGR 2014-2018 

 *Outlook 

 

Over the last several years, the global smartphone market has experienced a tremendous growth. 

In 2013 alone, smartphone vendors sold over one billion units worldwide, representing a 40.5% increase 

from 725 million in 2012. However, despite the projected increase in the total units sold, y-o-y growth is 

expected to slow markedly in 2014 (see Table 3). 

Much of the smartphone volume sales growth over 2010-2013 was fuelled by a switchover from feature 

phones, initially in developed markets followed by many emerging economies like China, Russia and Brazil. 

As presented in Table 3, in spite of the growth in the overall mobile phone market, the number of feature 

phones sold declined dramatically between 2010 and 2013. Consequently, the proportion of smartphones on 

the total mobile phones sold worldwide increased significantly from 22.9% in 2010 to 57.4% in 2013. 

However, as markets such as North America, Europe and China approach saturation in terms of first-time 

smartphone buyers, they become increasingly dependent on replacement purchases rather than first-time 

smartphone buyers and this trend will contribute to slower growth, although further growth is likely in these 

markets due to a shortening of replacement cycles. Analysis into mobile phone demand by Euromonitor 

International (2014) reveals that replacement cycles are likely to decline from 24 months in 2014 to 20 

months in 2018. However, the decrease in replacement cycles will be dependent on significant technical 

improvements between sequential device generations. 

The main driving force in smartphones over the medium term will be first-time smartphone buyers (and 

subsequent replacement purchases) in emerging markets. In 2014, emerging markets are projected to account 

Global mobile phone market

Unit sales (million units) 2010 2011 2012 2013 2014* 2018f

Feature phones 1,028 987 886 758 577 184

Smartphones 305 495 725 1,019 1,252 1,839

Total 1,332 1,483 1,612 1,778 1,829 2,023

% of total

Feature phones 77.1% 66.6% 55.0% 42.6% 31.5% 9.1%

Smartphones 22.9% 33.4% 45.0% 57.4% 68.5% 90.9%

Unit sales (y-o-y growth)

Feature phones n/a -3.9% -10.2% -14.5% -23.9% -23.2%
1

Smartphones n/a 62.6% 46.4% 40.5% 22.8% 9.0%
1

Total n/a 11.3% 8.7% 10.3% 2.9% 2.6%
1

Global tablet market

2010 2011 2012 2013 2014* 2018f

Unit sales (million units) n/a 72 144.2 219.9 235.7 285.9

Unit sales (y-o-y growth) n/a n/a 100.3% 52.5% 7.2% 5.6%
1
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for 73.5% of all smartphones sold worldwide and IDC estimates (2014) the number to increase to 79.5% by 

2018 (to 1.4 billion units). However, market growth will be driven by low-income households in the poorer 

emerging markets such as India, Africa and Latin America, resulting in a shift towards low-cost models and 

consequently lower ASPs. 

According to IDC (2014) worldwide smartphone ASP is expected to drop 15.6% from $308 in 2014 to $260 

in 2018. This will benefit manufacturers of low-cost devices like Xiaomi and ZTE. However, in regard to 

declining smartphone ASPs, it is important to make two points. First, there is a significant difference 

between ASPs in developed and emerging markets. While smartphone ASPs were around $250 in many 

emerging markets, in developed markets ASPs stood at over $400 in 2014 (IDC, 2014). Second, although 

overall ASPs are declining, there are great differences among the individual smartphone vendors. According 

to MarketLine (2014) iPhone ASPs are expected to remain above $600 by 2018. 

Overall, as a result of the changes in the underlying market driving forces described above, growth in the 

global smartphone market is expected to slow substantially over the medium term (2014-2018) to a CAGR 

of 9%. 

 

Since its inception in 2010, the global tablet market has experienced a staggering growth. The number of 

tablets sold worldwide grew 100.3% and 52.5% in 2012 and 2013, respectively. However, in 2014 the 

market growth is projected to decelerate considerably. Total unit sales are expected to reach 235.7 million 

worldwide, representing a 7.2% increase compared to 2013 (IDC, 2014). Furthermore, developed markets 

such as North America and Europe are reaching high levels of consumer saturation, in terms of first-time 

tablet buyers. As a result, over the medium term, growth will by driven by replacement purchases in 

developed markets and first-time tablet buyers in poorer emerging markets. According to the market research 

firm IDC (2014), “many tablet owners are holding onto their devices for more than 3 years and in some 

instances more than 4 years”, resulting in longer replacement cycles compared to smartphones. Moreover, in 

2014 tablet ASPs are expected to stand at $373 and $302 in developed and emerging markets, respectively, 

representing an annual decline of 10% (IDC, 2014). Because of the structural changes in the market driving 

forces, tablet ASPs are projected to decline further over the medium term (2014-2018). 

As a result of the aforementioned, IDC expects the global tablet sales to reach 285.9 million units by 2018, 

representing a CAGR of 5.6% (2014-2018). 

 

3.1.3 Technological factors 

Technological factors include aspects such as technological advancements, lifecycle of technologies and 

innovation. For technology companies like Apple these factors are of the utmost importance. New 

technology is evolving at a rapid pace and consumers are becoming extremely tech-savvy. As mentioned 
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before, the explosive growth of the Internet created an environment where new communication technologies 

and devices could gain mainstream adoption far faster than before. 

The markets in which technology companies operate are characterized by constant technological 

advancement, shortening product lifecycles and device convergence that force rapid innovation and 

improvement of products. Therefore, in order to attract consumers and stay competitive, smartphone and 

tablet manufacturers must allocate considerable resources towards research and development activities.  

As mentioned in the previous section, replacement purchases are becoming an increasingly important driving 

force of the demand in the global smartphone and tablet markets. Consumers’ propensity to replace their 

existing devices is largely dependent on the technical improvements between sequential device generations. 

New technologies such as 4G LTE12 and NFC13 serve as an incentive for consumers to upgrade their existing 

devices. 

Furthermore, technological advancement and mass adoption of smartphones and tablets foster innovation and 

development of related products and services such as mobile payments and wearable electronic devices that 

represent a robust growth opportunity for the device manufacturers. 

Within the last decade, with products such as the iPhone and the Apple Watch, Apple has been at the 

forefront of technological innovation in the field of consumer electronics. However, as new technology is 

expected to drive demand to a considerable extent, Apple’s future financial performance will depend on the 

company’s ability to continue to develop new innovative products and services. 

 

3.1.4 Environmental factors 

As consumers’ concern for the environment continues to grow, there is pressure on the smartphone and tablet 

manufacturers to reduce manufacturing waste and produce more environmentally-friendly products. 

According to research from Cone Communications (2013), 71% of Americans are concerned about the 

environmental impact of products they purchase. At 80%, the number is even higher in Europe (European 

Commission, 2013). 

Apple has proactively taken steps to minimize the impact of its operations and products on the environment. 

According to the latest data provided by the company, Apple’s 2014 carbon footprint stood at 34.2 million 

metric tons of greenhouse gas emissions, of which manufacturing represented 72.5%. Despite the rapidly 

increasing number of manufactured devices, the company’s carbon emissions per product have been 

dropping since 2011. Furthermore, Apple uses renewable energy to power its operations. In fact, 87% of the 

company’s worldwide operations are powered by renewable energy, a significant increase compared to 16% 

in 2010. In addition, Apple strives to produce more energy-efficient products that contain less harmful 

                                                      
12 The latest high-speed cellular data transmission network. 
13 A form of contactless communication between devices like smartphones or tablets. 
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toxins. Finally, Apple has set up recycling programmes in 99% of countries where the company sells its 

products, and in certain countries, offers discounts on new products in exchange for old Apple devices. 

 

3.1.5 Political and legal factors 

It is important to assess the government regulations and legal factors in terms of their ability to affect the 

business environment and markets in which Apple operates. 

There are manufacturing standards that apply to all smartphone and tablet vendors. For instance, in order for 

Apple’s devices to be sold in the U.S., the company had to obtain approval from the Federal 

Communications Commission (FCC) and meet the requirements the FCC places on electronic devices. 

Similarly, products sold in the European Union have to obtain the CE marking which states that the product 

meets EU safety, health and environmental protection requirements (European Commission, 2014). Other 

than various approvals that manufacturers have to obtain to comply with the relevant directives of individual 

geographic markets, there are actually very few regulations or oversight in the global smartphone and tablet 

industry. 

In addition, companies’ operations are affected by issues such as country-specific trade regulations. For 

instance, in India, which is one of the largest addressable consumer markets in the world, Apple has 

struggled to establish its retail stores because of stringent local market laws. The country’s retail market 

regulations currently do not allow foreign retailers that sell third-party products to enter the country without 

taking on a local equity partner (Apple’s retail strategy is to be a sole owner of its retail stores) (DIPP, 2014). 

Although most of the products the company sells in its retail stores are Apple products, the company also 

sells many non-Apple products in the form of software and accessories, and thus would likely be viewed as a 

multi-brand retail in the eyes of India's retail regulators. Until the deregulation of the Indian retail market 

occurs, the company will have to rely on third-party resellers to distribute its products in the country. 

 

3.1.6 Sub-conclusion PESTEL analysis 

The macro-environment in which Apple operates is extremely complex. The PESTEL analysis examined the 

macro-level factors that fall beyond the company’s control but may have a profound impact on Apple’s 

operations and financial results. 

Demand for smart connected devices is to a large extent driven by the overall state of the economy, 

particularly by the disposable income available to consumers. The economic environment in the U.S., China 

and Europe, Apple’s three largest geographic markets, is fairly positive. The momentum of economic 

recovery is particularly robust in the U.S., resulting in a growth of consumer expenditure and disposable 

income. In China, despite the slowing economy, the rapidly expanding middle class is driving demand for 

aspirational consumer goods such as smartphones and tablets. And although only a moderate economic 
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growth is projected in Europe over the medium term, private consumption is expected to rise at rates 

observed before the economic crisis. 

Growth in the global online population together with significant advancements in mobile communication 

technology has led to a mass adoption of smartphones and tablets, resulting in a rapidly expanding demand 

for these devices. However, as the global smartphone and tablet markets approach maturity, market drivers 

will change. Over the medium term, market growth will be driven by first-time buyers in emerging markets 

and replacement purchases in developed markets. 

Moreover, the macro-environment in which technology companies operate is characterized by constant 

technological advancement and shortening product lifecycles. New technology not only drives demand for 

smartphones and tablets to a large extent, but also fosters the development and innovation of related products 

and services that represent robust growth opportunities for industry firms. 

Finally, there is increasing pressure from consumers on smartphone and tablet manufacturers to reduce their 

impact on the environment by reducing manufacturing waste and producing environmentally-friendly 

products. And while the analysis revealed that there are few industry regulations, the manufacturers’ global 

operations may be constrained by stringent country-specific trade laws. 
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3.2 Porter’s five forces 

Apple’s ability to create value is to a large extent affected by the competitive state of the industry in which 

the company operates. Therefore, to understand the factors that influence the intensity of competition and the 

resulting level of profitability within an industry, it is necessary to analyse the industry’s underlying 

structure. One of the most useful frameworks for analysing the competitive structure of an industry has been 

developed by Porter (1998). According to Porter, the state of competition depends on the strength of five 

competitive forces – threat of new entrants, threat of substitutes, bargaining power of buyers, bargaining 

power of suppliers and rivalry among existing firms. Together, these forces determine the ultimate profit 

potential of an industry, where profit is measured in terms of the firms’ ability to earn long-term return on 

invested capital in excess of their cost of capital (Hollensen, 2010). 

Figure 7: Porter's five forces framework 

 

Source: Own, creation, Porter (1998) 

Before applying Porter’s framework, it is necessary to define the relevant industry to be analysed. For the 

purposes of industry analysis Grant (2010) suggests the economist’s approach to identifying and defining 

industries is adopted where the key to defining industry boundaries is identifying the relevant market and 

geography. Unlike industries that are identified with relatively broad sectors, markets refer to specific 

products. Although different by theoretical definition, the terms industry and market are used here 

interchangeably. 

The process of market definition is quite arbitrary, depending both on the context and the purpose of the 

analysis. Furthermore, Grant (2010) notes that the precise boundaries of an industry are not critical for the 
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purposes of applying the five forces framework. Regardless of how narrow the market to be analysed is 

defined, i.e. the competitive rivalry “box” of the framework, other competitive forces will be analysed within 

the entrants and substitutes “boxes”. 

Apple operates within a number of different markets and geographies. However, to analyse all of the 

company’s markets is beyond the scope of this thesis. For the purposes of the thesis, the five forces 

framework will be applied on the smartphone and tablet markets, as iPhone and iPad sales generate over 

70% of Apple’s revenues (see Figure 3, p. 10). The markets will be analysed taking smartphone and tablet 

manufacturers as players. Moreover, for simplicity, the two markets are considered fairly similar. Therefore, 

the markets will not be analysed separately, instead, where deemed appropriate, a comment will be made on 

the dimensions of the individual forces at which the two markets significantly differ. Finally, it is important 

to stress that the analysis concerns global markets. Applying Porter’s framework on a regional or country 

level could lead to a different outcome. 

 

3.2.1 Threat of new entrants 

Global smartphone and tablet markets have experienced a runaway growth in recent years, both in terms of 

volume and value, providing potential new entrants with an incentive to enter. Grant (2010, p. 71) states that 

“if an industry earns a return on capital in excess of its cost of capital, it will act as a magnet to firms 

outside the industry.” The threat of entry incumbent firms face depends on the barriers to entry that are 

present as well as the level of retaliation newcomers can expect from existing competitors (Porter, 1998). If 

the barriers to entry are low and the reaction from existing players is weak, new entrants will cause a decline 

in the general level of profitability of the market, as they will continue to enter the market until the high 

returns are brought back to “normal” (return is equal to the cost of capital). It is therefore necessary to assess 

the threat of entry Apple and other companies in the global smartphone and tablet markets face. In his work, 

Porter (1998) defined six major sources of barriers to entry – economies of scale, product differentiation, 

capital requirements, cost disadvantages independent of scale, access to distribution channels and 

government policy. The sources considered to be the most relevant for the global smartphone and tablet 

markets will be analysed. 

 

Economies of scale represent a cost advantage. As the company’s output increases, average per-unit costs 

decrease, because the fixed costs are shared over a larger number of units produced. Scale economies can be 

present in nearly every function of a firm, including manufacturing, R&D, marketing and distribution. The 

analysed markets are dominated by a small number of large players all of whom, in varying degrees, exploit 

economies of scale. For instance, Samsung is a supplier of components to other smartphone and tablet 

manufacturers. Not only does the supply of components generate a significant proportion of the company’s 

sales (21% in FY2013), but also provides Samsung with the scale to produce its own products more cheaply 
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(Samsung, 2013). Likewise, Apple achieves economies of scale in production by producing enormous 

quantities of its products and sharing components such as chips and touchscreens across devices. Given the 

economies of scale present within the analysed markets, potential new entrants would either have to enter 

these markets on a small scale and accept high unit costs or enter on a high scale and bear the cost of 

underutilised capacity. Hence, economies of scale are regarded as a strong entry barrier. 

 

Product differentiation means that established firms have brand identification and customer loyalties which 

stem from advertising, customer service, product differences, or simply being the first into the industry 

(Porter, 1998). As a result of differences in their product offering and extensive global advertising activities, 

the large multinational companies that dominate the analysed markets such as Apple, Samsung and Lenovo 

possess strong brand identities and significant bases of loyal customers. For example, Apple achieved 

product differentiation by offering a small array of premium products that leverage the company’s unique 

design capabilities, internally developed hardware, software and services as well as vertical integration 

across its devices. To promote brand awareness, Apple devotes significant resources to marketing and 

advertising activities. The company’s advertising expense was $1.2 billion and $1.1 billion in FY2014 and 

FY2013, respectively (Apple, 2014). Samsung, on the other hand, differentiates by offering a deep selection 

of smartphone and tablet models, ranging from entry- to premium-priced, and supporting multiple operating 

systems. Like Apple, Samsung devotes significant resources to global marketing activities. In FY2013, 

Samsung’s advertising expenses represented 1.8% of the company’s revenues (Samsung, 2013). 

In addition, Apple has managed to create a frenzy surrounding its brand and its customers are among the 

most loyal. Analysis into brand retention across smartphone manufacturers by WDS (2014) reveals that 76% 

of Apple customers in the U.S., UK and Australia replace their iPhone with another iPhone and Apple boasts 

the highest brand retention in the market. The company is followed by Samsung with 58% retention. To gain 

the level of brand awareness and customer loyalty similar to that of established device manufacturers, new 

entrants would have to invest significant resources in advertising and brand promotion. Thus, the entry 

barriers arising from product differentiation were assessed as strong. 

 

Capital requirements represent the capital cost of becoming established within a particular market. If these 

costs are too high, they will discourage new entrants from entering the market. While the new entrants would 

not be necessarily required to invest in the expensive manufacturing equipment, as the entire manufacturing 

process could be easily outsourced to third-party manufacturing partners, the newcomers would have to 

devote significant capital resources to R&D activities, as the global smartphone and tablet markets are 

characterized by rapid technological advances and frequent product introductions. Furthermore, to establish a 

global presence, significant financial resources would be necessary to support the global marketing and 
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human resource activities. Therefore, capital requirements within the analysed markets are regarded as a 

strong entry barrier. 

 

Government policy includes, among others, legal barriers to entry. In technology-intensive markets, patents 

as well as other legally protected forms of intellectual property represent major entry barriers. Established 

players in the global smartphone and tablet markets such as HTC, Apple and Microsoft hold a portfolio of 

patents related to the technologies and designs used in their products. A large number of these patents cover 

features perceived by consumers as standard, like touchscreen technology. Therefore, to attract consumers, 

new entrants would have to include these features in their devices. In order to avoid costly legal disputes 

over patent infringement, newcomers would be left with two options. Enter into a licensing agreement and 

pay the patent holder for the use of the technology or innovate and find a way around the patent. Therefore, 

without the necessary scale to spread the costs of licensing and R&D, patents represent a significant obstacle 

to enter the analysed markets. Thus, patents are regarded as a strong barrier to entry. 

 

Apart from the strength of the entry barriers that are present, potential entrants’ expectations about the 

retaliation of existing competitors also influence the threat of entry. Porter (1998, p. 14) states that “if 

existing competitors are expected to respond forcefully to make the entrant’s stay in the industry an 

unpleasant one, then entry may well be deterred.” Previous price-oriented entries to the global smartphone 

and tablet markets have been met with retaliation from existing competitors. For instance, soon after Amazon 

entered the global tablet market with its low-end priced Kindle Fire, Asus announced its partnership with 

Google and introduced the Nexus 7, which retailed for the same price as Amazon’s tablet but with improved 

technical specifications. Additionally, Apple followed with the release of the lower priced iPad mini. 

Therefore, the likelihood of retaliation within the analysed markets may dissuade new entrants from entry. 

 

However, it is important to stress that although the aforementioned factors imply a low threat of new 

entrants, the established smartphone and tablet manufacturers face a significant threat of entry from the 

emerging Chinese producers of low cost devices. Given the size of the Chinese market, success in China 

enables Chinese manufacturers to gain necessary scale and capital to expand to other countries and establish 

a global presence. For instance, in just four years, Chinese smartphone and tablet producer Xiaomi managed 

to become the largest smartphone vendor in China and expand internationally. By offering entry-priced 

devices with technical specifications comparable to premium-priced smartphones, the company achieved 

phenomenal growth and significantly increased its share of the global smartphone market from 0.1% in 

4Q2011 to 5.3% in 3Q2014 (IDC, 2014). The emerging Chinese device manufacturers like Xiaomi, Huawei 

and ZTE represent a significant threat to the established smartphone and tablet vendors. 
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Overall, taking into account the strength of the entry barriers, the likelihood of retaliation from existing 

competitors and the threat represented by the emerging Chinese manufacturers of low-cost devices, the threat 

of new entrants in the analysed markets is considered to be moderate. 

 

3.2.2 Threat of substitute products 

A substitute is a product from another industry that offers similar benefits to the consumers as the product 

produced by the firms within the industry. The profitability of firms operating within any given market is to a 

large extent affected by the availability of substitute products, because consumers can choose to purchase 

substitute products instead of the industry’s products. According to Grant (2010), consumers’ propensity to 

substitute depends on the price-performance characteristics of available substitute products. Therefore, when 

determining the threat of substitutes within the global smartphone and tablet markets, we first need to define 

the substitute products and subsequently consider factors such as their attributes and relative price. The threat 

of substitution will be analysed for each of the two markets separately. Furthermore, it is important to stress 

that the aim of this section is to provide the reader with an overall picture of the threat of substitution in the 

analysed markets. The analysis disregards the differences in the level of substitutability of the individual 

manufacturers’ devices resulting from factors such as product differentiation. 

 

In the analysis, four smartphone substitutes are considered – fixed-line telephones, feature phones, tablets 

and laptops. Fixed-line telephones are only capable of making and receiving phone calls over a wired line 

and thus lack the portability of a smartphone. Moreover, besides telephony, fixed-line telephones do not have 

any other additional features. Therefore, fixed-line telephones are regarded as a weak substitute to 

smartphones. 

Feature phones are capable of voice communication over a cellular network. In addition, they support a wide 

variety of other functions such as e-mail, multimedia and Internet access. However, despite their low relative 

price, feature phones are not regarded as a close substitute to smartphones, as they do not possess the main 

benefit of a smartphone, the ability to considerably extend the functionality of the device through third party 

applications. 

And although tablets and portable computers offer a similar range of functionality to smartphones, they lack 

the essential function of a smartphone, the capability of making and receiving phone calls over a cellular 

network. What is more, neither laptops nor tablet computers represent a cheaper alternative to smartphones. 

PCs sell at around $500 and tablet ASPs stand at around $300 (The Guardian, 2014). For comparison, global 

smartphone ASPs stood at $308 in 2014. 

Overall, given the price-performance characteristics of the aforementioned substitute products, the threat of 

substitution within the global smartphone market is assessed as low. 
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Within the global tablet market, three substitute products were analysed – laptops, portable gaming consoles 

and smartphones. Portable computers provide similar functionality to tablets such as Internet access, e-mail, 

social media, entertainment, games, and productivity apps. On the other hand, laptops lack the convenience 

of a tablet form factor and with ASPs around $500, portable computers are more expensive than tablets 

(tablet ASPs stood at around $300 in 2014). However, portable computers are considered a strong alternative 

to tablets, particularly the laptops with detachable screen that can be converted to tablets, referred to as 

‘2-in-1 computers’. 

Although portable gaming consoles, such as Sony PlayStation Vita and Nintendo 3DS offer a similar 

portable gaming experience, access to the Internet, e-mail as well as video and audio content, their extra 

functionality is very limited. In addition, portable gaming consoles retail at around $200, a price level similar 

to the entry-priced tablet category. Therefore, portable gaming consoles are found to be a weak substitute to 

tablet computers. 

Smartphones on the other hand represent a close substitute and threat to the global tablet market. They have 

the same level of functionality as tablets and, in addition, the ability to make and receive phone calls over a 

cellular network. In addition, as mentioned before, smartphone ASPs are on par with tablet ASPs. What is 

more, large-screen smartphones, commonly referred to as ‘phablets’, represent an even closer alternative to 

tablet computers. Given the aforementioned, the overall threat of substitution within the global tablet market 

is regarded as high. 

 

3.2.3 Bargaining power of buyers 

Firms sell their output to customers, who may be consumers, retailers or other manufacturers. Depending on 

several factors, these buyers may possess significant bargaining power. Strong buyers can pressure sellers to 

lower prices and improve product quality, all at the expense of industry profitability. The strength of buying 

power that firms face from their customers depends on factors such as the level of product differentiation, 

size and the concentration of buyers relative to suppliers, switching costs and buyers’ threat of backward 

integration. 

When determining the bargaining power of buyers within the analysed markets, we first need to define the 

buyers and subsequently consider the most relevant of the aforementioned factors. For the purposes of the 

analysis, consumers are regarded as the primary buyer group. However, within the global smartphone 

market, another important buyer group needs to be considered – telecom carriers. Therefore, the bargaining 

power of buyers will be analysed for each of the two markets separately. 

 

The level of product differentiation within the global smartphone market is high. Device manufacturers 

differentiate their products in a number of ways, including technical specifications, form factor, design, 

quality and brand. The more differentiated the products, the less willing the buyers are to switch among 
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manufacturers on the basis of price. However, for a majority of consumers, smartphones are perceived as 

expensive relative to their income. As such, many consumers are price sensitive, which increases buyer 

power. The concentration of consumers is low, as the individual consumer purchases a negligible volume of 

the manufacturers’ overall output. This decreases buyer power. Additionally, buyers looking to switch 

between smartphones with different operating systems would incur switching costs, as they would not be 

able to transfer purchased applications to their new device. Such a lock-in effect and related costs serve to 

reduce buyer power to an extent. 

The second group of buyers in the global smartphone market that need to considered are the telecom carriers. 

There is a number of mobile network operators whose size and concentration relative to smartphone 

manufacturers strengthen their buyer position. For example, China Mobile has over 800 million subscribers, 

which, combined with the importance of the Chinese market to the smartphone manufacturers, gives the 

company relatively high bargaining power. On the other hand, the position of the largest carriers is 

precarious. In order to meet customer demand, they have to offer devices of the largest smartphone vendors 

like Apple’s iPhone and Samsung’s Galaxy S. The inability of the carriers to stock these products could lead 

to an outflow of customers. Such an effect reduces their buyer power to an extent. 

Overall, the bargaining power of buyers within the global smartphone market is assessed as low to moderate. 

 

The global tablet market has many of the characteristics of the global smartphone market that serve to reduce 

buyer power – differentiated product, low concentration of buyers as well as the lock-in effect related to 

switching between tablets with different operating systems. However, to a much larger extent than 

smartphones, tablet computers remain somewhat of a luxury item rather than a necessity for many 

consumers. This serves to increase their buyer power. 

Overall, it is concluded that buyers within the global tablet market possess moderate bargaining power. 

 

3.2.4 Bargaining power of suppliers 

Companies rely on suppliers to provide them with inputs necessary in order to produce their products. The 

strength of suppliers affects the competitive environment and profitability in a market. Strong suppliers can 

make the industry more competitive and decrease the profit potential of the industry firms by increasing 

prices, decreasing product quality and lowering product availability. The analysis of the determinants of 

supplier power is precisely analogous to the analysis of the bargaining power firms face from their buyers. 

The only difference is that it is now the firms in the market that are the buyers and the producers of inputs 

that are the suppliers. When determining the supplier power within the global smartphone and tablet markets, 

we first need to define the suppliers and subsequently consider the most relevant factors affecting the 

strength of supplier power such as the size and concentration of suppliers, level of differentiation of supplier 

products, switching costs, importance of the market to suppliers and the threat of suppliers’ forward 
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integration. For the purposes of the thesis, suppliers in the analysed markets include electronic component 

manufacturers, developers of mobile operating systems and contract manufacturing companies. 

 

The first category of suppliers are the electronic component manufacturers. Most of the electronic 

components used in the production of smartphones and tablets such as integrated circuits, mobile DRAM or 

LCDs are fairly commoditized and generally available from a large number of sources. Therefore, 

manufacturers face low switching costs when changing suppliers. Furthermore, smartphone and tablet 

manufacturers such as Microsoft, Apple and Lenovo are typically much larger companies than their 

component suppliers. These factors serve to reduce the bargaining power of the electronic component 

manufacturers. On the other hand, many manufacturers, including Apple, use custom components available 

from single or limited sources. Reliance on a small pool of suppliers for custom components significantly 

strengthens their supplier power. In addition, a majority of the suppliers also supply electronic components to 

other industries, particularly in the consumer electronics field. Therefore, component manufacturers’ 

revenues are not entirely dependent on the supply to the smartphone and tablet vendors, which increases their 

supplier power to an extent. And while forward integration is unlikely on a widespread scale, there is an 

opportunity for specialized suppliers to vertically integrate and offer their own smartphones or tablets. For 

example, in 2014, one of the largest chip manufacturers, Nvidia Corporation, entered the global tablet market 

with its NVIDIA SHIELD tablet focused on gaming. Thus, the potential of vertical integration further boosts 

component manufacturers’ supplier power in the analysed markets. 

 

Because mobile operating systems are essential components of smartphones and tablets, the second group of 

suppliers that will be analysed are the mobile OS developers. Apple, Microsoft, Xiaomi and Blackberry 

develop operating systems in-house. All of the other device manufacturers are dependent on platforms of 

external developers. If Apple and Blackberry are excluded, whose operating systems are used exclusively 

with their devices, manufacturers are left with only two platforms – Google’s Android and Microsoft’s 

Windows Phone. In 201414, Android dominated the global mobile OS market with a 73.3% share, followed 

by iOS with 21.2% and Windows Phone with 4.3% (see Table 2, p. 17). Given the duopolistic nature of the 

market for mobile operating systems and the extreme importance of the component to device manufacturers, 

platform developers enjoy considerable bargaining power over the manufacturers that do not develop mobile 

OS in-house. 

 

The last group of suppliers are contract manufacturing companies. Many of the smartphone and tablet 

vendors outsource a significant part of the production process to third party contract manufacturers located in 

Asia. Examples include Apple, whose final assembly of products is performed by a very small number of 

                                                      
14 Data for the 10/2013-09/2014 period (Apple’s FY2014). 
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outsourcing partners such as Taiwanese Foxconn Technology Group, the world’s largest electronics contract 

manufacturer. Although Apple is Foxconn’s largest customer, accounting for 50.6% of its total revenues 

(Foxconn, 2013), for the time being, the company remains dependent on Foxconn’s production capacity. Out 

of the seven final assembly facilities Apple uses to assemble its core product, the iPhone, four are operated 

by Foxconn (Apple, 2014). Such a reliance on one contract manufacturer gives the supplier leverage, 

increasing its bargaining power to an extent. However, since 2011, Apple has taken steps to lessen its 

dependence on Foxconn by shifting a part of the iPhone production to Pegatron, one of the Foxconn’s main 

competitors. As of October 2014, Pegatron operates two of the iPhone final assembly facilities. Furthermore, 

over the medium term, it is expected that Apple will continue to diversify its supply chain by engaging 

additional outsourcing partners such as Taiwanese Wistron Corporation and Compal Electronics. 

 

Based on the conducted analysis, we find the suppliers to the global smartphone and tablet markets to 

possess moderate bargaining power. 

 

3.2.5 Rivalry among existing competitors 

Rivalry among existing competitors refers to the extent to which firms within an industry compete with one 

another and thus limit each other’s profit potential. Grant (2010, p. 73) finds competitive rivalry as “the 

major determinant of the overall state of competition and the general level of profitability” within the 

industry. In fact, competitive rivalry stands at the centre of Porter’s framework (see Figure 7, p. 31). Its 

position not only shows the influence the other forces have on the extent of rivalry among existing 

competitors, but also emphasizes the significant impact of competitive rivalry on the ultimate profit potential 

of an industry. 

According to Porter (1998) the intensity of rivalry among existing competitors is determined by the state of 

eight interacting factors – market concentration, market growth, cost conditions, product differentiation, 

excess capacity, diversity of competitors, firms’ strategic stakes and exit barriers. We will briefly analyse the 

factors we consider the most relevant for the analysed markets. 

 

Market concentration refers to the number and market share distribution of firms competing within a specific 

market. If the market consists of numerous competitors of equal size and market share, rivalry among 

competitors tends to be high. Porter (1998, p. 18) states that “when firms are numerous, the likelihood of 

mavericks is great and some firms may habitually believe they can make moves without being noticed.” 

Market concentration can be measured using the concentration ratio, a measure of total market share held by 

the largest firms in an industry (Grant, 2010). One of the most commonly used ratios is the four-firm 

concentration ratio (CR4), which measures the combined market share of the four largest firms in a market. 
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Note: Data for the 10/2013-09/2014 period (Apple’s FY2014) 

As illustrated in Figure 8, CR4 equals 51.7% in the global smartphone market and 57.5% in the global tablet 

market. According to Carbaugh (2011) an industry with a CR4 above 40% is likely an oligopoly. Moreover, 

it is apparent that the markets are dominated by a small number of large, well-known firms. Apple and 

Samsung alone account for 41.2% share of the global smartphone market and 47.9% share of the global 

tablet market. Grant (2010, p. 73) states that “where a market is dominated by a small group of leading 

companies (an oligopoly), price competition may also be restrained”, resulting in a low intensity of rivalry 

among existing competitors. However, the number of players within the analysed markets is growing, 

particularly in regard to the emerging Chinese manufacturers like Xiaomi, Huawei and ZTE that offer budget 

alternatives to the dominant manufacturers’ products. The growing number of competitors combined with 

other factors such as decelerating market growth and falling ASPs intensify competitive rivalry in the global 

smartphone and tablet markets. 

 

Market growth affects rivalry among existing competitors to a considerable extent. Competitive rivalry is 

likely to be more intense in the case of slow market growth than in instances where rapid market growth 

permits firms to improve their positions just by expanding at the same rate as the market (Mueller, 2005). 

Annual growth of the global smartphone market (in terms of units sold) is expected to decelerate markedly 

from 40.5% in 2013 to 22.8% in 2014 (see Table 3, p. 26). Moreover, given the structural changes in the 

market’s driving forces described in the PESTEL analysis, y-o-y growth of the worldwide smartphone 

market is projected to further decelerate to 8.3% in 2017 and 6.2% in 2018 (IDC, 2014). 

Comparably, annual growth of the global tablet market is projected to slow dramatically (in terms of units 

sold) from 52.5% in 2013 to 7.2% in 2014 (see Table 3, p. 26). Over the medium-term, the global tablet 

market is forecasted to grow at a CAGR of 5.6%. 
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Although the analysed markets experienced tremendous growth over the last several years, allowing the 

device manufacturers to expand with the markets, decelerating market growth combined with the changing 

driving forces result in lower ASPs and intensified rivalry among existing competitors. This is evident from 

the fact that despite the overall growth in the analysed markets, Apple has been losing market share in both 

of its core product markets. The company’s share of the global smartphone market declined from 18.8% in 

2011 to 15.1% in 2013. Likewise, Apple’s market share in the global tablet market tumbled from 38.2% in 

2012 to 33.8% in 2013. 

 

Product differentiation decreases competitive rivalry among firms within a market. If industry firms 

differentiate their offering consumers’ choice is largely based on a product’s attributes and loyalties to a 

particular producer and to a much lesser extent on price (Porter, 1998). As described earlier, the level of 

product differentiation within the analysed markets is high, because manufacturers differentiate products in a 

number of ways including technical specifications, form factor, design, quality and brand. Furthermore, 

established manufacturers possess significant bases of loyal customers. Consumer loyalty is particularly 

important in the global smartphone market due to the shortening replacement cycles. Product differentiation 

and customer loyalties reduce competitive rivalry in the analysed markets to some extent. 

 

Strategic stakes refer to the extent to which a firm perceives a strong need to succeed in a particular market. 

If a number of firms have high stakes in achieving success within a particular industry, competitive rivalry 

among them tends to be high. For instance, smartphone and tablet sales accounted for 72.4% of Apple’s 

revenues in fiscal 2014, thus Apple’s strategic stake in the analysed markets is considered to be high. On the 

other hand, sales of Lumia smartphones and Surface tablets represented less than 5% of Microsoft’s fiscal 

2014 sales. Therefore, Microsoft’s dependence on the analysed markets is significantly lower than Apple’s. 

Although the level of firms’ strategic stakes varies from company to company, according to the research 

published by Euromonitor International (2014), smartphones (followed by tablets and wearable devices) will 

remain the single most important product category in consumer electronics over 2014-2018. As a result, all 

device manufacturers are expected to place great importance on achieving success in the analysed markets, 

resulting in a more volatile rivalry among competitors. 

 

In conclusion, based on the analysis of the underlying factors, rivalry among existing competitors is regarded 

as moderate to high. 

 

3.2.6 Sub-conclusion Porter’s five forces 

The global smartphone and tablet markets are subject to the moderate collective strength of competitive 

forces. On one hand, the intensity of competition is reduced by factors such as high barriers to entry, strong 



Strategic Analysis and  

Valuation of Apple Inc. 

40 

brand identification and customer loyalties, the domination of a small number of large device manufacturers 

as well as the low concentration of suppliers and buyers. On the other hand, the analysis of the industry 5 

forces revealed that industry dynamics are not all favourable. Decelerating market growth, emerging Chinese 

manufacturers of low-cost devices and falling ASPs markedly increase competition in the analysed markets. 

In addition, over the medium term, it is expected that the market saturation will spread from the developed to 

emerging markets resulting in a growing demand for low-cost devices. As a result, competitive rivalry in the 

markets will further intensify and adversely affect profitability of the market players. 

Table 4 summarizes the industry analysis findings, including factors influencing the strength of the 

individual forces and their impact on Apple’s performance. 

 

Table 4: Five forces analysis - Global smartphone and tablet markets 

 

Source: Own creation 

 

Five forces analysis - Global smartphone and tablet markets

Competitive force Key determinants

Assessment of 

competitive force

Impact on 

Apple

Threat of new entrants

Economies of scale, strong brand identification and customer

loyalties, significant capital requirements to establish global

presence, patents, likelihood of retaliation from existing players,

emerging Chinese producers of low-cost devices.

Moderate +/-

Global smartphone market - inferior price-performance

characteristics of substitute products (fixed-line telephones, feature

phones, tablets and laptops).

Low +

Global tablet market - 2-in-1 laptops and smartphones represent

strong alternatives to tablets.
High -

Global smartphone market - differentiated products, low buyer

concentration, consumers are generally price sensitive, lock-in effect 

related to operating system, size and concentration of the largest

telecom carriers.

Low to moderate +/-

Global tablet market - differentiated products, low buyer

concentration, consumers are generally price sensitive, lock-in effect 

related to operating system, perception of tablets as somewhat of a

luxury item.

Moderate +/-

Electronic component manufacturers - components commoditized

and available from multiple sources, low switching costs, low

supplier concentration, small pool of suppliers for custom

components, revenues from supply to the markets not essential to

suppliers, moderate threat of vertical integration.

Moderate +/-

Mobile OS developers - duopoly, operating systems essential to

device manufacturers (applies only to manufacturers that do not

develop mobile OS in-house).

High n/a

Contract manufacturers - strategic interdependence, high

concentration, dependence on suppliers' production capacity.
Moderate +/-

Rivalry among existing 

competitors

Markets dominated by a small number of large producers, emerging

Chinese producers of low-cost devices, decelerating market growth,

falling ASPs, differentiated products and strategic importance of the

markets to the device manufacturers.

Moderate to high -

Threat of substitue products

Bargaining power of buyers

Bargaining power of suppliers
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3.3 Internal analysis 

So far, the analysis focused on the company’s external environment. However, to forecast Apple’s future 

performance, it is important to analyse the firm’s internal resources and capabilities15. The starting point of 

the internal analysis is to identify the resources available to the firm. However, according to Hollensen 

(2010, p. 32) resources are not productive on their own, “it is the way in which resources are integrated with 

each other to perform a task or an activity that provides the capability for an organisation to compete 

successfully in the marketplace.” Therefore, the next step in the internal analysis is to examine the activities 

Apple performs and identify the company’s competences. Hollensen (2007) defines competences as a 

combination of different resources into activities in which the firm is regarded as better than its competitors. 

To analyse Apple’s activities Porter’s value chain (1998) is used. The value chain (see Figure 9) is a means 

for categorizing and examining activities a firm performs to create a product that is valuable for the 

customers and profitable for the company. Activities within the value chain are divided into two broad 

categories – primary activities and support activities. Primary activities are the activities involved in the 

physical creation of the product, while support activities provide the background necessary for the 

effectiveness of a firm. 

Figure 9: Porter's value chain 

 

Source: Grant (2010) 

Based on Apple’s value chain, the analysis is concluded with a discussion of which activities in the value 

chain are the firm’s core competences as well as an assessment of the extent to which they provide Apple 

with a competitive advantage. 

  

                                                      
15 The terms capability and competence are used here interchangeably. 



Strategic Analysis and  

Valuation of Apple Inc. 

42 

3.3.1 Resources 

Resources are the productive assets owned by the firm. Grant (2010) classifies resources into three principal 

categories – tangible, intangible and human. Given the limited scope of the thesis, the following table briefly 

examines the resources considered the most important for Apple. 

Table 5: Apple's core resources 

 

Source: Own creation 

Note: *Includes cash, cash equivalents and marketable securities 

 

3.3.2 The value chain 

3.3.2.1 Primary activities 

Inbound logistics are the activities associated with receiving, storing and handling production inputs sourced 

from suppliers. Apple works with its OEM16 partners to delegate the raw material acquisition but provides 

some supervision for quality control purposes. In addition, the company coordinates the transport of 

components from suppliers to final assembly facilities. Apple has 758 suppliers of raw materials and 

components, of which more than 80% are located in Asia (Apple, 2015). Although most production inputs 

are generally available from multiple suppliers, the company uses some custom components obtained from 

single or limited sources. 

                                                      
16 Original equipment manufacturer. 

Apple's core resources

Resource Category Description

Apple Stores Tangible

Chain of retail stores ow ned by Apple. The company currently operates 437 stores in 16 

countries. Apple Stores provide a human point of contact betw een the firm and its

customers and signif icantly contribute to the development of the company’s brand

image.

Cash reserve Tangible
As of 31 October 2014, Apple has over $155 billion of cash* on its balance sheet. The

company's cash position provides a strong platform for grow th and expansion.

Brand name Intangible
According to Interbrand (2014) Apple is the world’s most valuable brand w orth $98

billion. Apple embodies a brand that is innovative, simple, yet cool and upmarket.

Patents Intangible

Apple currently holds a portfolio of several thousand patents related to technologies and

designs used in the company's products. Furthermore, the company devotes

considerable resources to R&D activities and regularly f iles patent applications to protect 

innovations arising from these activities.

Apple ecosystem Intangible
Integratred ecosystem of the company's hardw are, softw are, services and third-party

content.

Designers/engineers Human
Apple's carefully selected and talented industrial designers, softw are and hardw are

engineers represent an important asset for the company.

Timothy Cook Human

Cook, the company's CEO, has been w ith Apple for more than 16 years. Since he took

over as Apple CEO in 2011, the company's revenues almost tripled and market

capitalisation reached historical highs.

Jonathan Ive Human
Ive is the company's Senior Vice President of Design. He designed Apple's most

successful products including iPod, iPhone, iPad, MacBook and Apple Watch.
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Operations are the activities related to the transformation of inputs into final products that are sold to 

customers. Within Apple’s value chain, operations include the design and production of the company’s 

products. The design of Apple’s products is developed internally by the industrial design team led by the 

award winning industrial designer Jonathan Ive. Apple’s designers utilise industry-leading industrial design 

and engineering know-how and closely cooperate with the company’s software and hardware engineers. 

Apple designs its products emphasising a minimalistic look, simplicity in operation and key performance 

features such as battery life and CPU17 speed. 

The production of Apple’s hardware products is outsourced to manufacturing partners in China and the 

United States18. This way, the company utilises the economies of scale of its partners and removes the 

burden of production management from the firm. While the production is outsourced, Apple designs the 

manufacturing process and invests in the manufacturing process equipment of its key outsourcing partners. 

Apple’s software products and services are developed in-house at the company’s headquarters in Cupertino. 

 

Outbound logistics activities involve the collection, storage and distribution of a firm’s products to 

customers. To reduce lead time, Apple uses airfreight instead of more conventional sea cargo to ship 

products from factories in China to distribution centres around the world. Furthermore, to minimize 

inventory build-up in more costly warehouse locations in the U.S., Online Store orders are shipped directly 

from storage facilities in China. The company uses a variety of direct and indirect distribution channels such 

as its own retail and online stores, third-party authorised resellers and telecom carriers. 

Apple currently operates 437 retail stores and its online store is available in 40 countries. It is the high 

quality retail experience that differentiates Apple Retail Stores from other tech retailers. The layout of the 

stores is clean and simple, sales force well trained and the atmosphere relaxed. Customers can just browse 

the web, check e-mails and leave. Apple tops many retailers in in-store sales and according to eMarketer’s 

ranking (eMarketer, 2014), with $4,551 in sales per square foot, the company generates the highest sales per 

square foot among the US-based retailers. Retail activities enable the company to have control over the 

positioning of its products to the end users and contribute significantly to the development of Apple’s brand 

image. More importantly, Apple Retail Stores provide a human point of contact between the firm and its 

customers. This is central to Apple, because as the company’s CEO said (Seeking Alpha, 2014), “if we get 

somebody to try an Apple product and then buy an Apple product, the likelihood that they begin buying other 

products that may be in different categories or upgrading to one in that category in the future is very high.” 

To ensure a high quality customer buying experience and attract new customers, Apple continues to expand 

the number of its retail stores worldwide with 25 new openings scheduled for 2015 and a plan to bring the 

total number of retail stores in Greater China to 40 by mid-2016 (Seeking Alpha, 2014). To protect Apple’s 

brand image, authorized resellers of the company’s products are held to certain standards. 

                                                      
17 Central processing unit. 
18 Since 2013, Mac Pro computers are manufactured in the US by contract manufacturer Flextronics (Bloomberg, 2013). 
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Sales and Marketing activities provide a means by which customers are made aware of the company’s 

products and are able to purchase them. Apple’s marketing and advertising expense was $1.2 billion and $1.1 

billion in FY2014 and FY2013, respectively. The company uses multiple direct and indirect advertising 

channels including TV, print and social media to communicate its products and brand image. In its TV 

commercials, instead of merely describing the products, Apple focuses on showing customers how the 

products are used and how they can enrich their lives. Furthermore, the company employs various strategies 

to create a media and consumer buzz such as providing absolutely no information about product releases, 

holding invitation-only press conferences to unveil new products and creating an illusion of scarcity to 

increase demand for its products. By creating an image of a brand that is innovative, simple, yet trendy and 

upmarket, Apple differentiates itself form its competitors and creates value for its customers. 

 

Service activities enhance or maintain the value of the firm’s products. These activities include installation 

and start-up support, technical support, training, provision of repair services and warranties. Apple offers 

customers a wide variety of after sales assistance. All Apple products come with a one-year limited warranty 

with global repair coverage and 90 days of telephone technical support. Within the first year, customers have 

the possibility to extend the coverage for an additional three years. Furthermore, selected Apple Store 

locations house the “Genius Bar”, a technical support station, where trained employees called “Geniuses” 

provide free face-to-face technical support and troubleshoot hardware problems. This direct interaction 

between the first-party service provider and its customers is in stark contrast to the ordinary telephone and 

third-party technical support of other device manufacturers. As a result, Apple’s service activities add value 

to the company’s products and strengthen the relationship between the company and its customers. In 

addition, to enhance the value of the company’s products, Apple regularly releases free software updates for 

its operating systems and applications. 

 

3.3.2.2 Support activities 

Procurement refers to the process of sourcing the materials necessary for the company’s operations. Apple 

works closely with its suppliers. However, in recent years, the company has been under scrutiny and 

criticized for the labour conditions such as excessive working hours, unsafe working conditions and use of 

underage workers in the factories of its Chinese suppliers. In order to protect company’s brand image and 

benefit all parties involved, Apple developed its Supplier Code of Conduct, under which the company 

requires its suppliers to provide safe working conditions, treat workers with respect and use environmentally 

responsible practices (Apple, 2014). To ensure compliance, Apple continually inspects all levels of its supply 

chain. In 2014 alone, the company conducted 451 independent supplier audits (Apple, 2014). 

 

Technology development includes R&D activities, process automation and other technology development to 

support the value activities. Within the last decade, with products such as the iPhone and the Apple Watch, 
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Apple has been at the forefront of technological innovation in the field of consumer electronics. The markets 

in which the company competes are characterized by rapid technological advances and frequent product 

introductions. To remain competitive, Apple has to continue to develop innovative new products and 

technologies. The company devotes significant resources and attention to developing consumer-preferred 

products. It is evident from the fact that Apple invested $6 billion and $4.5 billion in R&D activities in 

FY2014 and FY2013, respectively (Apple, 2014). Moreover, the company’s R&D expenses nearly doubled 

between fiscal 2012 and 2014. To protect innovations arising from its R&D and design activities, the 

company regularly files patent applications and currently holds a portfolio of several thousand patents. 

 

Human resource management is a function concerned with recruiting, training, motivating and rewarding 

company’s employees. In order to provide superior customer value and stay ahead of the competition Apple 

aims to attract and recruit industry leading talent from a wide range of spheres including fashion, design and 

science. For instance, in 2013, Apple hired Angela Ahrendts, former CEO of the British luxury fashion 

house Burberry, to supervise the operation and expansion of the company’s retail and online stores. 

 

Firm infrastructure consists of a number of activities including general management, planning, finance, 

accounting, legal, government affairs, and quality management (Porter, 1998). To strengthen the Apple 

ecosystem, the company established and maintains strong relationships with the major content providers 

such as record labels, film studios and book publishers. In addition, Apple supports a community of over 

nine million third-party developers who create applications for Apple's iOS and OS X operating systems. 

 

3.3.3 Sub-conclusion internal analysis 

Having thoroughly analysed Apple’s value chain activities, the company’s core competences were identified. 

The activities considered to be Apple’s core competences are design and development of new products, retail 

operations, highly effective marketing and well-developed relationships with third-party app developers and 

content providers. These competencies enabled the company to attain competitive advantage. 

Apple’s competitive advantage lies in its ability to seamlessly integrate hardware designed by the company’s 

excellent designers, software and services developed by Apple’s world-class engineers as well as content 

created by the large third-party developer community and external content providers. Such tightly integrated 

ecosystem gives the company more control over its costs, locks-in customers and most importantly is very 

hard to replicate by Apple’s competitors. 

Another integration aspect that has enabled Apple to gain a competitive advantage is the company’s retail 

operations. Apple Stores provide an important point of contact between the customers and Apple ecosystem, 

enable the company to control the positioning of its products and contribute significantly to the development 

of Apple’s brand image. 
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4 SWOT analysis 

To conclude the strategic analysis, the following SWOT matrix summarizes Apple’s strengths, weaknesses, 

opportunities and threats identified in the internal and external analysis. 

Figure 10: SWOT 

 

Source: Own creation 

4.1 Strengths 

Apple is vertically integrated. The company designs hardware, develops software, provides services and 

directly engages in retailing. Vertical integration enables the company to have better control over its costs, 

optimize software for its hardware, control the selling experience of its products, but most importantly, 

create a tightly integrated ecosystem of products, services and content. The ecosystem creates customer lock-

in, making switching platforms somewhat difficult, and provides Apple with a formidable competitive 

advantage, as it is very hard to replicate by the competitors. 

Over the years, Apple has built an incredibly strong brand name. It allows the company to charge a premium 

price and significantly contributes to the loyalty of Apple’s customers. In fact, Apple’s customers are among 

the most loyal in the industry. 

The company currently operates 437 Apple Stores. The retail stores allow the company to directly control the 

positioning of its products, provide customers with a unique retail experience, contribute significantly to the 

development of Apple’s brand image and present an important point of contact between customers and 

Apple’s ecosystem. On the top of that, Apple Stores are among the most profitable retail stores in the world 

(in terms of sales per square foot). 

Strengths Weaknesses

   vertical integration

   Apple ecosystem

   brand/loyal customer base

   high smartphone ASPs

   enormous cash reserve    premium pricing

   Apple Stores

Opportunities Threats

   wearable electronic devices

   mobile payments

   Apple ecosystem expansion

   new product categories

   Apple Stores expansion

   strengthening US dollar

   emerging Chinese manufacturers

    of low-cost devices

   high dependence on iPhone and

    iPad product lines

   high dependence on Foxconn

    in production of iPhone and iPad

   decelerating growth of Apple’s

    core product markets coupled

    with changing market drivers
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Apple commands high ASPs in a market characterized with declining ASPs. While the overall smartphone 

ASPs are projected to drop 15.6% by 2018 to $260, iPhone ASPs are expected to remain above $600. 

Finally, Apple has an enormous cash reserve of over $155 billion. Such a strong cash position provides the 

company with the means to exploit potential growth and expansion opportunities. 

 

4.2 Weaknesses 

Apple’s revenues and growth are largely dependent on the iPhone and iPad product lines. In FY2014, iPhone 

and iPad sales accounted for 72.4% of the company’s total revenues. Dependence on a few products 

significantly increases business risk, especially in markets characterized by rapid technological advances and 

frequent product introductions. The risk is aggravated as Apple has been losing market share in both of its 

core product markets. Further market share losses could have a negative impact on the company’s financial 

results. 

Moreover, Apple is highly dependent on the production capacity of Foxconn, the company’s largest 

outsourcing partner. Of the ten final assembly facilities Apple uses to assemble its core products, the iPhone 

and the iPad, six are operated by Foxconn. Such a reliance on one contract manufacturer significantly 

increases the company’s operational risk. 

Apple’s products are priced higher than its competitors’ products and the company does not offer any low-

cost alternatives. Premium pricing limits the addressable audience in the highly price sensitive emerging 

markets. This may prove to be a challenge over the medium term, as the demand for smartphones and tablets 

shifts from developed to emerging markets. 

 

4.3 Opportunities 

Wearable electronic devices and mobile payments represent a robust growth opportunity for Apple in the 

medium term. The global wearable devices market is projected to grow at a CAGR of 78.4% over 2014-2018 

to reach an annual volume of 112 million units sold by 2018. Furthermore, the number of mobile payment 

users is forecasted to grow at a CAGR of 16.4% over the medium term to reach 450 million users by 2017 

(Market Line, 2014). Apple launched the mobile payment service Apple Pay and the smart wearable device 

Apple Watch in 2014. The products represent a viable extension to the Apple ecosystem and provide a 

formidable opportunity to enhance and diversify the company’s revenues. 

Apple Stores are currently located in 16 countries throughout the world. The company could expand the 

geographic footprint of its highly profitable retail operations and open new locations in regions where Apple 

products are sold via the company’s retail partners. In fact, Apple stores are absent in some of the world’s 

most populous regions and countries such as Eastern Europe, Russia, Indonesia and Mexico. 
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Finally, Apple could extend its existing product lines as well as introduce entirely new product categories. 

New product categories would lessen Apple’s dependence on smartphone and tablet sales and contribute to 

the company’s growth. 

 

4.4 Threats 

As the company generates three-quarters of its revenues from the sales of the iPhone and the iPad, 

decelerating market growth of the global smartphone and tablet markets represent a significant threat to 

Apple’s future financial results. In addition, the threat is compounded by the changing market drivers. Over 

the medium term, the global smartphone and tablet markets are projected to be driven primarily by demand 

in poorer emerging markets where Apple’s sales may be constrained by premium pricing of its products. 

Furthermore, emerging Chinese manufacturers such as Xiaomi and ZTE that offer low-cost smartphones and 

tablets with comparable technical specifications to Apple’s premium-priced devices represent a significant 

threat for the company. As mentioned before, the threat is aggravated as the company’s core product markets 

become driven primarily by the price-sensitive customers in the emerging markets. 

Finally, with international sales accounting for more than 60% of Apple’s total revenues, the company is a 

net receiver of currencies other than the U.S. dollar. As a result, further appreciation of the U.S. dollar would 

adversely affect Apple’s future financial results. 

 



Strategic Analysis and  

Valuation of Apple Inc. 

49 

5 Financial analysis 

In this chapter Apple’s historical financial performance is examined and compared to that of its peers. To 

show the company’s overall efficiency and performance, selected profitability and margin ratios are 

analysed. Margin ratios present Apple’s ability to translate sales dollars into profits. Ratios that show returns 

assess the overall efficiency of the company in generating returns for its shareholders. In addition, to ensure 

the reliability of all financial information and data used in the analysis and subsequent forecasting, the 

quality of the accounting statements is be briefly discussed. The financial analysis is based on the data for the 

period FY2010-FY2014. According to (Hitcher, 2006), an analysis of five years of historical financial 

statements is generally considered sufficient to identify trends. 

 

5.1 Accounting policies 

Apple is incorporated in the United States and therefore has to follow the accounting standards applicable in 

the US when reporting financial results. The company’s consolidated financial statements were prepared in 

accordance with the US generally accepted accounting principles (GAAP) (Apple, 2014). Over the analysed 

period, Apple adopted updated accounting standards. However, the adoption had no impact on the 

company’s results of operations and therefore will not affect the financial analysis. 

Apple’s consolidated financial statements for the period FY2010-FY2014 were audited by Ernst & Young. 

According to the auditor, the financial statements are free from material misstatements and faithfully 

represent the company’s financial performance. Therefore, the reliability of the financial information is 

assumed to be high and the data will be used in the financial analysis and subsequent valuation. 

 

5.2 Profitability analysis 

In the following section the selected margin and profitability ratios are analysed with an aim to provide a 

picture of the company’s profitability on a historical basis (5 years) and in comparison to peer companies. 

5.2.1 Margin ratios 

Table 6: Gross margin and profit margin 

 

Source: Bloomberg 

Gross margin/Profit margin

FY2010 FY2011 FY2012 FY2013 FY2014 FY2010 FY2011 FY2012 FY2013 FY2014

Apple 39.4% 40.5% 43.9% 37.6% 38.6% 21.5% 23.9% 26.7% 21.7% 21.6%

Microsoft 80.2% 77.7% 76.2% 74.0% 69.0% 30.0% 33.1% 23.0% 28.1% 25.4%

Google 64.5% 65.2% 58.9% 60.4% n/a 29.0% 25.7% 21.4% 23.3% n/a

Samsung 33.6% 32.0% 37.0% 39.8% n/a 10.2% 8.1% 11.5% 13.0% n/a

Lenovo 10.8% 10.9% 11.7% 12.0% 13.1% 0.8% 1.3% 1.6% 1.9% 2.1%

Gross margin Profit margin
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Gross margin represents the proportion of each dollar of sales that the company retains after incurring the 

direct cost associated with producing the goods and services sold by the company. As can be seen from 

Table 6 Apple’s gross margin gradually increased over the first three years of the analysed period to peek at 

43.9% in FY2012. In FY2013, the company’s gross margin decreased by 6.2% y-o-y and remained relatively 

stable in fiscal 2014. The drop in FY2013 was driven by multiple factors including the introduction of the 

iPad mini with gross margin significantly below the company’s average, price reductions on certain products 

and negative impact from currency fluctuations. 

When compared with gross margins of the other device manufacturers in the peer group (Samsung and 

Lenovo) Apple’s gross margins are higher. This can be partially attributed to the company’s premium 

pricing. High gross margins of Microsoft and Google can be explained by lower direct costs associated with 

the production of the type of goods and services (software related) the companies sell. 

 

Profit margin measures how much of the revenue incurred during the period was retained in net income. In 

other words, the ratio shows the percentage of sales left over after all expenses are paid by the company. It is 

an indicator of how well a company controls its costs. 

Over the last five fiscal years, Apple’s profit margin developed in a similar way to the company’s gross 

margin (see Table 11). The y-o-y decrease in profit margin in FY2013 resulted from the lower gross margin 

and growth in SG&A19 expense due to the expansion of the company’s retail segment. In fiscal 2014 Apple’s 

profit margin stood at 21.6% indicating that the company generates little less than 22 cents in profit for every 

dollar in sales. 

A peer comparison revealed that Apple’s profit margin is significantly higher than profit margins of the other 

comparable device manufacturers (Samsung and Lenovo) implying that the company has a better control 

over its costs. 

 

5.2.2 Profitability ratios 

Table 7: Return on equity and return on invested capital 

 

Source: Bloomberg 

                                                      
19 Selling, general and administrative. 

Return on equity (ROE)/Return on invested capital (ROIC)

2010 2011 2012 2013 2014 2010 2011 2012 2013 2014

Apple 35.3% 41.7% 42.8% 30.6% 33.6% 32.1% 37.0% 37.6% 24.8% 23.7%

Microsoft 43.8% 44.8% 27.5% 30.1% 26.2% 36.0% 35.8% 21.8% 24.5% 20.8%

Google 20.7% 18.7% 16.5% 16.2% n/a 19.1% 16.4% 14.7% 15.3% n/a

Samsung 17.7% 12.7% 18.8% 19.8% n/a 15.1% 11.3% 18.1% 19.3% n/a

Lenovo 8.9% 15.9% 22.5% 25.3% 28.8% 4.1% 13.4% 19.3% 19.1% 23.4%

ROE ROIC
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Return on equity (ROE) measures a company’s profitability by revealing how much profit a company 

generates with the money shareholders have invested. According to Ross et al. (2009), ROE is the true 

bottom-line measure of performance. In general, ROE ratios in the 15-20% range are considered to represent 

an attractive levels of investment quality. The ratio is usually calculated as follows: 

𝑅𝑂𝐸 =
𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑐𝑜𝑚𝑚𝑜𝑛 𝑒𝑞𝑢𝑖𝑡𝑦
 

Apple has a very high ROE. As depicted in Table 7, over the analysed period, Apple’s ROE stood above 

30% with an average value of 36.8%. However, as a result of decelerating growth and lower gross margins, 

the company’s ROE decreased considerably over the last two fiscal years, from 42.8% in fiscal 2012 to 

33.6% in fiscal 2014. The decline in ROE is partly attributable to the drop in the company’s profit margin. 

A comparison with peers shows that, over the analysed period, Apple’s profitability (as measured by ROE) 

was higher than that of its peers. 

 

Return on invested capital (ROIC) is the return a company earns on each dollar invested in the business. 

Koller et al. (2010) calculate ROIC using the following formula: 

𝑅𝑂𝐼𝐶 =
𝑁𝑂𝑃𝐿𝐴𝑇

𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝑐𝑎𝑝𝑖𝑡𝑎𝑙
 

where NOPLAT = net operating profit less adjusted taxes. 

As can be seen from Table 7, Apple’s ROIC developed in line with the other analysed ratios. The company’s 

ROIC gradually increased over the first three years of the analysed period to peek at 37.6% in FY2012. 

During the period FY2013-FY2014, as a result of the company’s decelerating growth and lower ROE, the 

company’s ROIC decreased considerably, to 24.8% in fiscal 2013 and 23.7% in fiscal 2014. Apple’s fiscal 

2014 ROIC indicates that the company generates little less than 24 cents in profit for every dollar invested in 

the business. In addition, over the analysed period, the company has outperformed its peers in terms of 

ROIC. 

 

5.3 Sub-conclusion financial analysis 

This chapter analysed Apple’s historical financial performance and compared it to that of its peers. 

Moreover, the quality of the company’s financial statements was examined to ensure the reliability of 

information and data used in the analysis and subsequent forecasting. 

The quality of the accounting statements was found to be high. In addition, the analysis revealed that Apple 

has high ROE and ROIC and its profitability is above that of its peers. However, as a result of the company’s 

decelerating growth, its profitability (as measured by ROE and ROIC) has decreased considerably over the 

last two fiscal years. 
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6 Forecasting 

Valuation requires a forecast. In this chapter, a financial forecast is developed that reflects our expectation of 

Apple’s future performance based on the findings from the strategic and financial analysis. However, despite 

the insights gained in the previous analysis, when forecasting Apple’s results we face a great uncertainty of 

whether or not the company will, once again, introduce an entirely new product category that will lead to a 

spike in revenue growth. To account for such a possibility we employ the scenario approach to valuation. 

At the beginning of the chapter we introduce the key assumptions underlying each scenario. Next, we 

determine the length of the explicit forecast period. The following three sections outline the assumptions 

used to forecast sales, income statement and balance sheet. With a forecast in hand, we reorganise the 

financial statements to create invested capital and net operating profit less adjusted taxes (NOPLAT). The 

chapter is concluded with a calculation of projected free cash flows that will be used in the subsequent 

valuation. 

 

6.1 Scenarios 

In the scenario approach to valuation, a company’s value is estimated under various scenarios (Damodaran, 

2014). To estimate the intrinsic value of one Apple share two scenarios will be taken into account – the base 

case scenario and the growth case scenario. The scenarios reflect different assumptions regarding the 

company’s future growth. 

The base case scenario is based on the findings from the previous analyses. Under this scenario it is assumed 

that Apple’s growth will continue to gradually decelerate as the company’s core markets approach maturity. 

The scenario is assigned with a 70% probability of occurrence. 

The growth case scenario is built on the assumption that, within three years (FY2017), Apple will introduce a 

new product category that will reinvigorate the company’s growth. Although based on our subjective 

assumption of a new product category introduction, the growth case scenario is assigned with a 30% 

probability of occurrence. The company has proven its ability to revive sales growth with new product 

introductions several times in the past. 

To estimate the value of one Apple share under each of the two scenarios a separate forecast and model for 

each scenario will be built. Subsequently, based on the assigned probabilities of occurrence, the probability-

weighted intrinsic value of one Apple share as at 31 October 2014 will be estimated. 

Before the company’s sales, income statement, balance sheet and free cash flow can be forecasted, the length 

of the explicit forecast period needs to be determined. 
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6.2 Explicit forecast period 

Since forecasting individual line items long into the future would be difficult, the common practice when 

valuing companies is to develop an explicit forecast for a number of years and then value the remaining 

years using a perpetuity formula. According to Koller et al. (2010) the explicit period should be long enough 

for the company to reach a steady state. In a steady state a company’s cash flow will grow at a constant rate 

forever (Damodaran, 2014). 

Under the base case scenario, the length of the explicit forecast period has been set to five years. Apple’s 

core product markets are approaching maturity and the company’s growth has decelerated markedly over the 

last two fiscal years. Therefore, it is reasonable to assume that within five years, without a new product 

category that would revive Apple’s growth, the company will reach its steady state. 

In line with the assumptions of the growth case scenario, the explicit forecast period has been set to ten 

years. 

6.3 Sales forecast 

For most line items in the income statement and balance sheet forecast will be directly tied to sales. 

Therefore, a solid revenue forecast is paramount for the validity of the estimated cash flows. In this section 

revenue forecast for each of the two scenarios is built. 

6.3.1 Base case scenario 

To estimate the company’s future revenue under the base case scenario we build a sales forecast for the 

individual product categories. Sales of the company’s core product categories (the iPhone and the iPad) are 

projected using a detailed top-down approach (Koller et al., 2010). The remaining product categories are 

forecasted based on their historical growth. 

To build a revenue forecast for the iPhone and the iPad product categories, we start by estimating the 

company’s future market share in the global smartphone and tablet markets (see Table 8 and Table 9). The 

estimates are based on the expected size of the markets and our projection of the development of the 

company’s market share. Subsequently, sales are estimated by multiplying the projected market share (in 

terms of units sold) by expected ASPs. 

Table 8: Market share forecast: Global smartphone market 

 

Source: IDC, Own creation 

Market share forecast: Global smartphone market

FY2014 2015E 2016E 2017E 2018E 2019E

Total market (million units) 1,195.8 1,378.6 1,517.6 1,670.6 1,839.1 1,962.7

Apple: Market share 14.2% 14.2% 13.7% 13.2% 12.7% 12.2%

Apple (million units) 169.2 195.1 207.2 219.7 232.7 238.5

iPhone

ASP (USD) 603 630 625 615 605 600

Sales (USD million) 101,987 122,898 129,475 135,114 140,757 143,090
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As presented in Table 8, in FY2015 we expect Apple to maintain its current share of the global smartphone 

market (14.2%) as a result of the success of the latest iPhone generation (6/6+). Consequently, given the 

developments in the market outlined in the strategic analysis (see section 3.1.2) we assume that Apple will 

gradually lose market share (0.5% annually) until the end of the forecast period. We expect the overall 

iPhone ASPs to increase significantly in FY2015 due to a shift in the mix to more expensive iPhone 6/6+ 

models. As outlined in the strategic analysis, over the medium term (explicit period), iPhone ASPs are 

expected to remain above 600$. We assume they will gradually decline over the forecast period to $600 in 

FY2019. To determine Apple’s future iPhone sales we multiply our estimate of Apple’s smartphone sales by 

the projected ASPs. 

Table 9: Market share forecast: Global tablet market 

 

Source: IDC, Own creation 

In the global tablet market we assume that Apple’s market share will gradually decline (2.5% annually) as 

the market approaches maturity and the demand shifts from the developed to poorer emerging markets where 

the company’s premium pricing limits the addressable audience. However, we do not expect Apple to 

introduce a low-cost iPad. Therefore, we project iPad ASPs to remain stable at the FY2014 level of $450. 

The remaining product categories represent less than 30% of the company’s total sales and are forecasted 

based on their historical growth and our assumptions regarding their future development. Between FY2010-

FY2014, Mac unit sales grew at a CAGR of 8.5%. We use the historical growth rate as a starting point in our 

forecast and assume that, given the contraction in the global PC market, the category’s growth will gradually 

decelerate by 2.5% annually over the course of the explicit period. Mac ASPs are projected to remain at 

current level. The iTunes/Software/Services category grew at a CAGR of 38.2% over the same period. 

However, given the high correlation of the category with iPhone sales (99.2%) and the projected decelerating 

growth of the iPhone sales, we regard it as unlikely for the category to grow at the same rate over the 

forecast period. In fact, y-o-y growth of iTunes/Software/Services decelerated markedly over the last four 

fiscal years. Therefore, as a point of departure for our forecast we use the category’s FY2014 growth of 

12.5% and assume an increase of 0.5% every year in the explicit period as result of a positive contribution of 

the Apple Pay service. Due to a steep drop in iPod sales, the last category (Other) declined significantly from 

$12,661 million in FY2010 to $8,379 million in FY2014. Nevertheless, we expect the trend to reverse and 

Market share forecast: Global tablet market

FY2014 2015E 2016E 2017E 2018E 2019E

Total market (million units) 232.1 249.0 263.0 277.8 293.5 304.5

Apple: Market share 29.3% 26.8% 24.3% 21.8% 19.3% 16.8%

Apple (million units) 67.9 66.7 63.9 60.6 56.6 51.2

iPad

ASP (USD) 445 445 445 445 445 445

Sales (USD million) 30,260 29,726 28,472 26,983 25,235 22,791
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the category’s y-o-y growth to gradually increase by 2.5% every year over the explicit period, as the 

continuing decline in iPod sales will be more than offset by sales of the Apple Watch. The revenue forecast 

under the base case scenario is presented in Table 10. 

Table 10: Revenue forecast: Base case scenario 

 

Source: IDC, Own creation 

 

6.3.2 Growth case scenario 

To estimate the company’s sales under the growth case scenario we use the base case scenario as a starting 

point. In the first two years of the forecast, we expect the company’s sales to grow in line with the base case 

scenario. However, the introduction of a new product category in FY2017 will reinvigorate Apple’s growth. 

We expect the new product to be a top seller and as a result we find it reasonable to assume that Apple’s 

sales growth will more than triple compared to FY2016. It is important to note that despite the expected 

success of the product it would be unreasonable to assume growth rates the company experienced after the 

iPhone and the iPad introductions (around 50%). Apple is a much larger firm (in terms of sales) than it was 

at the time of the iPhone and the iPad introduction. The company’s current size has become a barrier to such 

high growth rates. In Table 11 presents the revenue forecast under the growth case scenario. 

Table 11: Revenue forecast: Growth case scenario 

 

Source: Own creation 

6.4 Income statement forecast 

With a revenue forecast in place, the remaining line items related to the company’s income statement can be 

forecasted. The following section introduces the assumptions used to forecast the line items necessary to 

compute NOPLAT and subsequently estimate Apple’s free cash flows. We provide a detailed forecast under 

the base case scenario and comment, at the end of the section, on the differences between the scenarios. In 

Revenue forecast: Base case scenario

Sales (USD million) 2015E 2016E 2017E 2018E 2019E

iPhone 122,898 129,475 135,114 140,757 143,090

iPad 29,726 28,472 26,983 25,235 22,791

Mac 26,116 27,673 29,184 30,632 31,998

iTunes/Softw are/Services 20,327 22,977 26,087 29,748 34,072

Other (Accessories, iPod, Apple Watch) 8,588 9,018 9,920 11,408 13,689

Total 207,657 217,615 227,287 237,779 245,640

Total (y-o-y growth) 13.6% 4.8% 4.4% 4.6% 3.3%

Revenue forecast: Growth case scenario

Sales (USD million) FY2014 2015E 2016E 2017E 2018E 2019E 2020F 2021F 2022F 2023F 2024F

y-o-y growth 7.0% 13.6% 4.8% 16.0% 14.1% 12.2% 10.3% 8.4% 6.5% 4.6% 2.7%

Total 182,795 207,657 217,615 252,434 288,027 323,166 356,452 386,394 411,510 430,439 442,061
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addition, because depreciation is forecasted as a percentage of net PP&E20, the depreciation forecast will be 

outlined later in the thesis when the balance sheet items are projected. The complete forecast of the income 

statement for the base case scenario and the growth case scenario can be found in Appendix 1 and Appendix 

2, respectively. 

 

6.4.1 Operating expenses 

Operating expenses include cost of goods sold (COGS), R&D and SG&A. Operating expenses are forecasted 

as a ratio to sales. As depicted in Table 12, over the last five fiscal years operating costs (as a percentage of 

revenues) developed in a relatively stable manner. 

Table 12: Operating costs - Forecast ratios 

 

Source: Own creation 

COGS are primarily associated with the cost of production inputs used producing the company’s devices. 

Apple’s COGS could be adversely affected by the introduction of a new product category with a higher cost 

structure (more expensive custom components). However, under the base case scenario, we do not expect 

Apple to introduce new product categories. 

Over the last five fiscal years, the company held its R&D expense at a stable level of about 3% of net sales. 

And although Apple’s SG&A expenses are expected to rise in absolute terms, due to the company’s 

expanding retail segment, SG&A expenses are projected to develop in line with sales. 

Given the above, we find it reasonable to assume that the company’s operating expenses, as a percentage of 

sales, will remain stable at the FY2014 level over the forecast period. 

 

6.4.2 Income taxes 

A company’s provision for income taxes is comprised of both operating taxes and non-operating taxes. 

However, to forecast a company’s effective tax rate is difficult. Many companies pay taxes at rates below 

their local corporate tax rate because of low foreign rates and various tax credits (Koller et al., 2010). 

Forecasting tax credits one by one would be guesswork and using the statutory federal income tax rate of 

35% would undervalue NOPLAT. As shown in Table 13, Apple’s effective tax rate was relatively stable 

                                                      
20 Plant, property and equipment. 

Operating costs - Forecast ratios

FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

COGS/Net sales 60.6% 59.5% 56.1% 62.4% 61.4% 61.4% 61.4% 61.4% 61.4% 61.4%

R&D/Net sales 2.7% 2.2% 2.2% 2.6% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3%

SG&A/Net sales 8.5% 7.0% 6.4% 6.3% 6.6% 6.6% 6.6% 6.6% 6.6% 6.6%

Share-based compensation 

expense/Net sales
1.3% 1.1% 1.1% 1.3% 1.6% 1.6% 1.6% 1.6% 1.6% 1.6%

Historical Forecast
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over FY2010-FY2014. Therefore, it is reasonable to assume that the company’s effective tax rate will remain 

stable over the forecast period and use the FY2014 rate to estimate future provision for income taxes. 

Table 13: Effective tax rate forecast 

 

Source: Own creation 

Forecast ratios of the remaining income statement line items are as follows. Because interest and dividend 

income is generated by the company’s cash, cash equivalents and marketable securities, interest and dividend 

income is tied directly to the prior-year balance of these balance sheet items. Similarly, interest expense is 

forecasted as a ratio to total debt. Finally, the forecast of other expense21 is tied directly to revenues. 

The only difference in the income statement forecast between the two scenarios is in COGS. While under the 

base case scenario we assume that COGS (as a function of sales) will remain at the FY2014 level, under the 

growth case scenario we expect COGS to be adversely affected by the introduction of a new product 

category with a higher cost structure (more expensive custom components). Therefore, we forecast COGS to 

increase by one percentage point from FY2017 onwards. The income statement forecast ratios, including 

historical values, under both scenarios are presented in Appendix 5 and Appendix 6. 

 

6.5 Balance sheet forecast 

Next, we forecast the balance sheet line items necessary to compute invested capital and free cash flow. The 

section details forecast under the base case scenario. The complete forecast of the balance sheet for the base 

case scenario and the growth case scenario can be found in Appendix 3 and Appendix 4, respectively. 

 

6.5.1 Operating working capital 

Operating working capital (OWC) equals operating current assets minus operating current liabilities. Since 

OWC excludes any non-operating items, such as excess cash and short-term debt, we do not provide a 

detailed forecast of these items. As shown in Table 14, most working-capital items are forecasted as a 

percentage of sales. The only exceptions are inventories and accounts payable. These two line items are 

related to input prices, therefore, we estimated them as a percentage of COGS. 

                                                      
21 Includes expenses associated with foreign exchange rate movements. 

Effective tax rate

FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

Effective tax rate 24.4% 24.2% 25.2% 26.2% 26.1% 26.1% 26.1% 26.1% 26.1% 26.1%

Historical Forecast
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Table 14: Operating working capital - Forecast ratios 

 

Source: Own creation 

OWC excludes excess cash, i.e. cash unnecessary for Apple’s core operations. However, the company does 

not disclose how much cash is deemed necessary for its operations. According to a study conducted by 

Koller et al. (2010) who examined the cash holdings of S&P’s 500 nonfinancial companies, any cash above 

2% should be considered excess. Therefore, Apple’s operating cash is forecasted as a 2% of projected sales. 

Since none of the remaining OWC line items show a particular trend, their forecast ratios are estimated as a 

five-year average of the historical ratios and are held constant over the forecast period. 

 

6.5.2 Non-current operating assets and liabilities 

To compute invested capital, non-current operating assets and liabilities must be forecasted. The company’s 

non-current operating assets include items such as PP&E, goodwill and acquired intangibles. Apple’s non-

current liabilities consist of deferred revenue and other non-current liabilities. As shown in Table 15, most of 

the line items are projected as a function of sales. 

Table 15: Non-current operating assets and liabilities - Forecast ratios 

 

Source: Own creation 

Operating working capital

FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

Operating current assets

Operating cash/Net sales 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Receivables (net)/Net sales 8.4% 5.0% 7.0% 7.7% 9.6% 7.5% 7.5% 7.5% 7.5% 7.5%

Inventories/COGS 2.7% 1.2% 0.9% 1.7% 1.9% 1.7% 1.7% 1.7% 1.7% 1.7%

Vendor non-trade receivables/Net sales 6.8% 5.9% 5.0% 4.4% 5.3% 5.5% 5.5% 5.5% 5.5% 5.5%

Other current assets/Net sales 5.3% 4.2% 4.1% 4.0% 5.4% 4.6% 4.6% 4.6% 4.6% 4.6%

Operating current liabilities

Accounts payable/COGS 30.4% 22.7% 24.1% 21.0% 26.9% 25.0% 25.0% 25.0% 25.0% 25.0%

Accrued expenses/Net sales 3.8% 5.2% 4.0% 4.5% 5.4% 4.6% 4.6% 4.6% 4.6% 4.6%

Other current liabilities (net of deferred 

tax liabilities)/Net sales
3.7% 2.4% 2.4% 2.6% 3.9% 3.0% 3.0% 3.0% 3.0% 3.0%

Deferred revenue/Net sales 4.6% 3.8% 3.8% 4.4% 4.6% 4.2% 4.2% 4.2% 4.2% 4.2%

Historical Forecast

 Non-current operating assets and liabilities

FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

Non-current operating assets

PP&E (net)/Net sales 7.3% 7.2% 9.9% 9.7% 11.3% 11.8% 12.3% 12.8% 13.3% 13.8%

Goodw ill n/a n/a n/a n/a n/a

Acquired intangible assets (net) n/a n/a n/a n/a n/a

Other assets (net of non-current 

deferred tax assets)/Net sales
2.0% 2.2% 2.4% 1.6% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8%

Non-current operating liabilties

Deferred revenue/Net sales 1.7% 1.6% 1.7% 1.5% 1.7% 1.6% 1.6% 1.6% 1.6% 1.6%

Other non-current liabilities/Net sales 1.9% 1.8% 1.8% 2.2% 2.5% 2.0% 2.0% 2.0% 2.0% 2.0%

Historical Forecast

Held constant at FY2014 level

Held constant at FY2014 level
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Net PP&E consists of buildings, manufacturing machinery22 and leasehold improvements. When examining 

historical data, an upward trend in Apple’s ratio of net PP&E to net sales can be seen. The trend is in line 

with the company’s historical expansion of its retail operations as well as growing investments in 

manufacturing equipment of key outsourcing partners. The company is expected to continue to expand its 

retail segment and invest in machinery of its key suppliers to meet the growing demand for its devices. 

Therefore, net PP&E as a percentage of sales is projected to gradually increase (0.5% annually) over the 

forecast period.  

As it would be extremely difficult to forecast acquisitions, goodwill and acquired intangibles are held 

constant at their current level. Furthermore, the ratio of other assets to sales decreased significantly over the 

last two fiscal years. Thus, FY2014’s ratio is used to project other assets. 

The historical ratios of non-current operating liabilities have been relatively stable around their FY2010-

FY2014 average. Hence, the historical five-year average is used to forecast these balance sheet accounts. 

 

6.5.2.1 Depreciation 

With a forecast of net PP&E in hand, depreciation can be forecasted. According to Koller et al. (2010) for 

companies with smooth capital expenditures, depreciation can be forecasted either as a function of sales or 

PP&E. Because Apple’s capital expenditures developed in a lumpy fashion, prior-year net PP&E is used as a 

forecast driver. Furthermore, depreciation is tied to a particular asset, so it should increase only following a 

capital expenditure and not a growth in sales. However, to accurately forecast depreciation would require a 

detailed, internal information about the company’s assets. For the purposes of our forecast, the depreciation 

ratio is assumed to remain constant at its FY2014 level. 

Table 16: Depreciation - Forecast ratios 

 

Source: Own creation 

The only difference in the balance sheet forecast between the scenarios is in the net PP&E line item. Under 

the growth case scenario, it is assumed that the new product category will require an increased investment in 

manufacturing equipment of the company’s outsourcing partners. Therefore, net PP&E (as a function of 

sales) is expected to increase by 1% over 2017F-2018F and then remain stable at 2018F level for the rest of 

the forecast period. The balance sheet forecast ratios, including historical values, under both scenarios are 

presented in Appendix 7 and Appendix 8. 

                                                      
22 The company invests in manufacturing process equipment of its key outsourcing partners and holds the assets on its 

balance sheet. 

Depreciation

FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

Depreciation/Prior-year PP&E (net) 32.4% 34.0% 34.4% 37.5% 41.4% 41.4% 41.4% 41.4% 41.4% 41.4%

Historical Forecast
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6.6 Reformulation of financial statements 

With a financial forecast in hand, the company’s financial statements can be reorganised to create invested 

capital and NOPLAT that will be used to derive free cash flow. 

 

6.6.1 Balance sheet 

To compute invested capital, the balance sheet has to be reorganised and the company’s operating assets 

separated from non-operating assets and financial structure. For most of the balance sheet line items the 

process is fairly straightforward. Therefore, this section discusses only the items that require an adjustment. 

Reorganised balance sheets for both scenarios can be found in Appendix 9 and Appendix 10. 

 

6.6.1.1 Cash and cash equivalents 

Any cash greater than the cash needed to meet the operating needs of the business should be excluded from 

invested capital (Koller et al., 2010). In FY2014, Apple reported $13,844 million of cash and cash 

equivalents. However, the company does not provide a distinction between operating cash and excess cash. 

As stated earlier in the thesis, operating cash is estimated as 2% of net sales. The remaining cash is deemed 

excess and classified as a non-operating asset. 

 

6.6.1.2 Operating leases 

Apple utilises operating leases, a form of financing that enables the company to keep the leased assets and 

related liabilities off-balance sheet. Instead, only periodic rental expense is recorded in the income statement 

and future lease commitments are reported in the notes. As a result, both NOPLAT and invested capital are 

artificially low (Koller et al., 2010). Therefore, the financial statements and valuation will be adjusted to 

reflect the real economics of operating leases. 

First, the company’s balance sheet is adjusted for operating leases. Since Apple does not disclose the value 

of leased assets, it has to be estimated. Subsequently, the estimated value of leased assets is capitalised on the 

company’s balance sheet (operating asset) and the corresponding adjustment is made to long-term debt. 

Next, the income statement is adjusted by removing the implicit lease interest expense from NOPLAT. 

Finally, to determine Apple’s equity value, free cash flow will be discounted at the adjusted cost of capital 

and the current value of operating leases subtracted from the company’s enterprise value. 

To determine the value of leased assets to be capitalised on Apple’s reformulated balance sheet the following 

equation recommended by Koller et al. (2010) is used: 

𝐴𝑠𝑠𝑒𝑡 𝑣𝑎𝑙𝑢𝑒𝑡−1 =
𝑅𝑒𝑛𝑡𝑎𝑙 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑡

𝑘𝑑 +
1

𝐴𝑠𝑠𝑒𝑡 𝑙𝑖𝑓𝑒
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Where kd is the secured cost of debt and can be proxied by the yield to maturity on AA-rate 10-year bonds 

(3.01%). Apple leases various facilities, including retail space. However, the company does not report the 

assets’ useful life. Therefore, to calculate asset value, the median asset life of 10.9 years estimated by a 

research that examined 7,000 firms over 20 years (Koller et al., 2010) is used. 

A major disadvantage of the formula is that we need to know the future rental expense to determine the 

current value of leased assets. Although Apple reports its future minimal lease payments in notes to financial 

statements, we believe that the reported amount does not reflect the actual rental expense to be paid in the 

future. The company is expected to expand its retail operations and the reported numbers do not reflect lease 

expense related to new store openings. Therefore, to estimate the future rental expense, we first calculate a 

historical rental expense-to-net sales ratio and subsequently use the five-year historical average of the ratio to 

estimate the company’s future rental expense. The calculated capitalised operating leases for both scenarios 

are presented in Appendix 13 and 14. 

 

6.6.2 Income statement 

This section details the adjustments made to Apple’s income statement in order to calculate NOPLAT. 

NOPLAT is the after-tax profit generated by the company’s core operations available to all investors, 

including providers of debt and any other type of financing (Koller et al., 2010). To calculate NOPLAT we 

start with EBITA, which equals the company’s sales less operating expenses such as COGS, R&D, SG&A, 

depreciation and lease depreciation. Since NOPLAT represents after-tax operating profit, EBITA has to be 

adjusted for all non-operating items and operating taxes have to be subtracted. The company’s reorganised 

income statements for both scenarios are presented in Appendix 11 and Appendix 12. 

 

6.6.2.1 Lease depreciation and operating lease interest 

As stated above, with operating leases capitalised on the balance sheet, implicit interest expense related to 

operating leases has to be removed from NOPLAT. To determine lease interest, the value of capitalised 

operating leases is multiplied by the cost of secured debt determined in the previous section. The remaining 

part of rental expense represents lese depreciation and remains in the income statement as an expense (Koller 

et al., 2010). A detailed calculation of Apple’s operating lease interest and lease depreciation can be found in 

Appendix 13 and 14. 

 

6.6.3 Invested capital, NOPLAT and profit margin 

The reformulated financial statements provide the information necessary to compute invested capital, 

NOPLAT and profit margin (see Figure 11). 
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Figure 11: Invested capital, NOPLAT and profit margin – Base case scenario 

 

 

 

 

 

 

 

 

 

Source: Own creation 

As illustrated in Figure 11, over the explicit period invested capital and NOPLAT are projected to increase 

moderately. This is in line with the assumption of the base case scenario that Apple’s growth will continually 

decelerate as the company’s core product markets approach maturity and that in five years the company will 

reach steady state. 

 

6.7 Sub-conclusion forecasting 

The chapter is concluded with a calculation of projected free cash flows that will be used as a basis in the 

subsequent valuation. To convert NOPLAT into free cash flow (the after-tax cash flow available to all 

investors) we add back non-cash expenses such as depreciation and share-based compensation and 

subsequently deduct all investments in the company’s invested capital. A detailed calculation of Apple’s free 

cash flow for the base case scenario and the growth case scenario can be found in Appendix 15 and 

Appendix 16, respectively. 

Table 17: Free cash flow to firm – Base case scenario 

 

Source: Own creation 

As presented in Table 17, under the base case scenario, the company’s free cash flow is projected to 

gradually decelerate over the explicit forecast period. 

 

 

Free cash flow to firm

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

FCFF 12,539 22,116 32,527 35,902 36,377 38,660 41,918 43,449 45,222 46,640

y-o-y growth n/a 76.4% 47.1% 10.4% 1.3% 6.3% 8.4% 3.7% 4.1% 3.1%

Historical Forecast
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7 Valuation 

This chapter begins with a brief review of the different valuation frameworks academics and practitioners 

use for valuing businesses and the selection of the model to be used in the thesis. Next, we determine 

Apple’s weighted average cost of capital (WACC) and introduce the assumptions underlying the estimation 

of its individual components. Afterwards, the selected valuation framework is applied in order to determine 

the value of one Apple share as at 31 October 2014 under each scenario. Subsequently, we estimate the 

probability-weighted value per share across both scenarios. To test how the company’s value responds to 

changes in key valuation inputs we conduct a sensitivity analysis. The chapter concludes with a relative 

valuation that puts the estimated value in perspective. 

 

7.1 Valuation frameworks 

There are several frameworks used by academics and business professionals for valuing companies. 

Damodaran (2010) divides valuation frameworks into two broad categories – discounted cash flow (DCF) 

valuation and relative valuation. DCF valuation aims to determine the intrinsic value of a business given its 

cash flow, growth and risk characteristics. On the other hand, the objective of the relative valuation is to 

value a company based upon how similar companies are currently priced by the market. 

DCF valuation can be further divided based on the part of the business it values into the enterprise DCF and 

the equity DCF valuations. The enterprise DCF model aims to determine the value of the entire business 

(enterprise value) by discounting the free cash flow available to all investors (both equity and debt holders) 

at the weighted average cost of capital (WACC). To determine the value of equity, all non-equity financial 

claims (net of non-operating assets such as excess cash) are subtracted from the enterprise value. The equity 

DCF model, in contrast, determines the value of common equity directly by discounting free cash flow 

available to equity holders at the cost of equity. Although different in methodology, both models should lead 

to an identical estimate of a company’s share value when applied correctly. However, Koller et al. (2010) 

argues that the equity DCF model is difficult to apply since matching equity cash flows with the correct cost 

of equity is particularly challenging. Given the widespread popularity of the enterprise DCF approach among 

academics and practitioners (Koller et al., 2010) and the difficulties associated with the equity DCF 

approach, the enterprise DCF model will be used to determine the fair value of one Apple share as at 31 

October 2014. 

As already mentioned, DCF valuation is a widely popular approach to valuing companies. It is the basic 

foundation upon which all other valuation methodologies such as adjusted-present value and discounted 

economic profit are built. The DCF model is simple to understand and apply, relies on free cash flows that 

eliminate the subjective accounting policies involved in reported earnings, is based on a detailed projection 

of the firm’s future performance and allows for risk adjustment via the risk adjusted discount rate (WACC). 

However, the biggest strengths of the model are its major weaknesses. It is important to stress that the 
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estimated intrinsic value is only as good as the assumptions it is based on. Forecasting cash flows even 

several years into the future is difficult. Apple may do much better or much worse than we expect it to 

perform and the resulting intrinsic value will be very different from our estimates. For instance, in 1997 

when the company posted a loss of over $1 billion and found itself on the brink of bankruptcy, few would 

have expected Apple to become the company it is today. Because the future can take many paths the thesis 

employs a scenario approach to valuation (see section 6.1) to improve the estimates of the company’s value. 

 

7.2 Weighted average cost of capital 

To value a company using the enterprise discounted cash flow (DCF) method, we have to discount our 

forecast of free cash flows by the weighted average cost of capital (WACC). Damodaran (2014, p. 7) defines 

WACC as “the cost of the different components of financing used by the firm, weighted by their market value 

proportions.” WACC is calculated using the following formula: 

𝑊𝐴𝐶𝐶 =
𝐸

𝑉
𝐾𝑒 +

𝐷

𝑉
𝐾𝑑(1 − 𝑇𝑚) 

where  E/V = target value of equity to enterprise value 

           D/V = target value of debt to enterprise value 

             Ke = cost of equity 

             Kd = cost of debt 

             Tm = marginal tax rate 

Because the financial statements have been adjusted to reflect operating leases (see section 6.6.1.2) the cost 

of capital must be adjusted for operating leases as well in order to maintain consistency. We provide more 

detail on the adjustment in the following sections of the thesis. To calculate the adjusted WACC the 

following formula will be used: 

𝑊𝐴𝐶𝐶 =
𝐸

𝐴𝐸𝑉
𝐾𝑒 +

𝐷

𝐴𝐸𝑉
𝐾𝑑(1 − 𝑇𝑚) +

𝑂𝐿

𝐴𝐸𝑉
𝐾𝑙(1 − 𝑇𝑚) 

where  AEV = target value of equity to adjusted enterprise value 

                 D  = target value of interest-bearing debt to adjusted enterprise value 

               OL = value of operating leases to adjusted enterprise value 

                Kl = cost of operating leases 

The following sections describe the estimation of the individual components of WACC. The chapter is 

concluded with a calculation of Apple’s WACC. 
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7.2.1 Cost of equity 

The cost of equity represents the compensation (required rate of return) investors demand in exchange for 

their investment in a company. There are several models used to estimate the cost of equity including the 

Fama-French three-factor model and the Arbitrage pricing theory model, however, the most commonly used 

model by practitioners is the capital asset pricing model (CAPM). Koller et al. (2010, p. 36) states that “the 

CAPM has been challenged by academics and practitioners, but so far, no practical competing model has 

emerged.” Therefore, to estimate the cost of equity CAPM will be used. 

The CAPM shows that the expected return for a particular asset depends on the risk-free rate, market risk 

premium and beta, and is calculated using the following formula (Ross et al., 2009): 

𝐾𝑒 = 𝑟𝑓 + 𝛽𝑖(𝑟𝑚 − 𝑟𝑓) 

where    Ke = cost of equity 

               rf = risk-free rate 

               βi = systematic risk of equity 

              rm = return on market portfolio 

 

7.2.1.1 Risk-free rate 

The risk-free rate represents the theoretical rate of return of an investment with zero risk. However, in 

reality, a risk-free investment does not exist. Therefore, the common practice when estimating the risk-free 

rate is to look at government bonds. For instance, the risk of default of the US government on its bonds is 

highly unlikely, hence long-term US government bonds represent a good proxy for a risk-free rate. Before 

the risk-free rate is estimated, it is important to define two criteria of a bond to be used as a proxy for the 

risk-free rate – the bond’s currency and maturity. 

Koller et al. (2010) argues that ideally, each cash flow should be discounted using a bond with the same 

maturity as the cash flow. However, due to the high complexity of this method, most practitioners chose a 

single government bond with a maturity that best matches the cash flow stream being valued. Furthermore, 

to model inflation consistently between cash flows and the discount rate, Koller et al. (2010) suggest using 

bonds denominated in the same currency as the cash flows being discounted. 

Based on the considerations outlined in this section, 10-year US Treasury STRIPS have been chosen as a 

proxy for the risk-free rate. The yield to maturity of the selected bond as at 31 October 2014 was 2.57%. 

 

7.2.1.2 Beta 

Beta is a measure of the company’s systematic risk in comparison to the market as a whole. Since systematic 

risk is unobservable, its value has to be estimated. The standard procedure to estimate the beta of a publicly 

traded company is to regress the company’s stock returns against market returns (Damodaran, 2006): 



Strategic Analysis and  

Valuation of Apple Inc. 

66 

𝑅𝑗 = 𝛼 + 𝛽𝑅𝑚 

where    Rj = stock return 

             Rm = return on market portfolio 

               α = intercept 

               β = regression slope 

Before Apple’s beta is estimated it is necessary to define the measurement period, periodicity of the data and 

the market index to be used. 

Although there is no common standard for the appropriate measurement period and periodicity of the data, 

Koller et al. (2010) suggest using five years of monthly data to estimate the beta. Using a longer estimation 

period might give excessive weight to irrelevant data, particularly in the event of a recent change in a 

company’s corporate strategy or capital structure. Furthermore, Koller et al. (2010) argues that the choice of 

a proxy for the market portfolio has a negligible impact on beta as long as a well-diversified index such as 

S&P 500 or MSCI World Index is used. 

On the basis of the above arguments, Apple’s raw beta is estimated using five years of monthly returns and 

S&P 500 index as a proxy for the market portfolio. The regression estimate of the raw beta is 0.90. In 

addition, given the P-value of 0.0002, it can be concluded that the obtained regression beta is statistically 

significant (see Appendix 17). 

However, estimating betas is an imprecise process. In fact, as can be seen from the regression statistics 

Apple’s true beta lies between 0.44 and 1.35 (95% confidence interval). According to Koller et al. (2010), 

regression beta estimates can be improved by using industry betas or smoothing. 

To estimate Apple’s industry-adjusted beta, we first need to estimate raw betas for the selected industry 

companies (see Appendices 18-21). It is assumed that the companies in the same industry face similar 

operating risk. However, beta not only incorporates operating risk but also financial risk (leverage). 

Therefore, to estimate a median industry beta, we first need to strip out the effect of leverage and unlever the 

estimated raw betas using the companies’ debt-to-equity ratios. To unlever the raw beta estimates the 

following equitation is used (Koller et al., 2010): 

𝛽𝑢 =
𝛽𝑒

(1 +
𝐷
𝐸)

  

where    βu = beta of unlevered company 

              βu = beta of levered company 

           D/E = company’s debt-to-equity ratio 
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The final step in order to determine Apple’s industry-adjusted beta is to calculate the industry unlevered beta 

(median of the unlevered company betas) and relever it using Apple’s target debt-to-equity ratio23. The 

company’s relevered industry beta equals 0.90. As can be seen, Apple’s industry adjusted-beta equals its raw 

beta. This is because, in our sample, the industry unlevered beta equals the company’s unlevered beta (see 

Appendix 22). 

An alternative technique for improving estimates of raw beta is smoothing. Smoothing of raw regression 

estimates is particularly useful in cases where few direct comparables exist (Koller et al., 2010). To obtain an 

adjusted beta the following equation is used: 

𝐴𝑑𝑗𝑢𝑠𝑡𝑒𝑑 𝑏𝑒𝑡𝑎 = 0.33 + 0.67(𝑅𝑎𝑤 𝑏𝑒𝑡𝑎) 

Table 18 presents the results of the estimation of Apple’s adjusted beta using both industry betas and 

smoothing. 

Table 18: Estimated beta 

 

Source: Own creation 

As can be seen in Table 18 both approaches to adjusted beta yield similar results. However, it is important to 

stress that the industry-adjusted beta is based on the assumption that all comparable companies have similar 

operating characteristics. In fact, as revealed in the strategic analysis, companies in the peer group do not 

have the same operating characteristic as Apple. A majority of the companies have multiple business units, 

each competing in segments with different operating characteristic. For instance, Samsung Electronics 

competes in health-care, consumer electronics as well as the supply of electronic components to other 

consumer electronics manufacturers. For this reason, the adjusted beta obtained by the smoothing process 

(0.93) will be used in the calculation of the cost of equity. 

 

7.2.1.3 Market risk premium 

Market risk premium (MRP) represents the difference between the expected return on a market portfolio and 

the risk free rate. In his paper Damodaran (2014) defines three approaches to estimating MRPs. According to 

Damodaran, the standard approach estimates the MRP as the difference in historical annual returns on stocks 

and bonds over an extended period of time. Other approaches include the survey approach, where industry 

professionals are asked to assess the risk premium and the implied approach, where current equity prices are 

                                                      
23 Current market values used as proxies. 

Apple: Adjusted beta

Industry-adjusted Smoothed

0.90 0.93
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used to estimate forward-looking MRP. However, Koller et al. (2010) argues that the process of estimation is 

relatively difficult and none of today’s models is able to precisely estimate the MRP. 

Estimating the MRP would be beyond the scope of the thesis. Instead, to calculate the cost of equity we will 

use the market risk premium obtained from the following sources and comment on the validity of the 

estimates. 

 

Damodaran, professor at the Stern School of Business at New York University, well known for his 

contributions in the field of valuation and corporate finance, estimated the MRP for the US to be 5.0% in 

2014 (Damodaran, 2014). Damodaran uses the standard approach to estimate the MRP for the United States, 

with MRPs for other countries being estimated by adding a specific country risk of the country in question. 

To put it into perspective, we compare Damodaran’s estimate of the MRP for the US with the results of an 

extensive survey on MRPs used in 88 countries in 2014 (Fernandez et al., 2014). The participating 

professors, managers and analysts were asked to disclose the MRP they use to calculate the cost of equity in 

2014. With over 2,800 answers for the US, the median MRP stood at 5.0%. To strengthen the validity of the 

obtained estimates, Koller et al. (2010) believe that MRP varies continually and its appropriate range is 

between 4.5% and 5.5%. 

Given the above, MRP of 5.0% will be applied to calculate Apple’s cost of equity. 

 

Based on the estimated variables, the cost of equity is calculated as follows: 

𝐾𝑒 = 2.57% + 0.93 ∗ 5.0% = 7.22% 

7.2.2 Cost of debt 

Because WACC represents the expected return to all investors (both equity and debt holders) in order to 

calculate Apple’s WACC the company’s cost of debt has to be estimated. The cost of debt is the cost to the 

company of rising a debt capital. It can be thought of as the risk-free rate of borrowing plus a spread based 

on the credit rating of a company. According to Koller et al. (2010) for a company with a publicly traded 

investment-grade debt, the yield-to-maturity of the company’s long-term, option-free bonds can be used as a 

suitable proxy for the cost of debt. 

As mentioned earlier in the thesis, Apple has accessed debt capital markets and issued debt including 

floating- and fixed-rate notes with varying maturities. Apple’s bonds meet the criteria stated above 

(investment grade rating, option-free) and therefore the yield-to-maturity of Apple’s fixed-rate notes due in 

2044 is used as a proxy for the company’s cost of debt. As at 31 October 2014, the bond’s yield to maturity 

was 4.14% (FINRA, 2014). Given the 30-year US Treasury yield of 3.07% (Bloomberg, 2014), Apple’s 

default premium is estimated at 1.07%. 
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Apple’s bond with the longest maturity possible was used in order to match the duration of the company’s 

long-term cash flows. This is supported by Koller et al. (2010) who states that bonds with maturity of five 

years or less would represent a poor match for a company’s long-term cash flows. 

 

7.2.2.1 Marginal tax rate 

Because companies benefit from the tax deductions available on the interest paid (tax shield), the cost of debt 

is determined on an after-tax basis. To determine the after-tax cost of debt we reduce the cost of debt by the 

marginal tax rate: 

After-tax cost of debt  = 𝐶𝑜𝑠𝑡 𝑜𝑓 𝑑𝑒𝑏𝑡 ∗ (1 − 𝑇𝑚) 

According to Koller et al. (2010) the company’s statutory tax rate plus state or local taxes can be used as a 

proxy for the marginal tax rate. Using the data provided by Apple in the tax reconciliation table (notes to 

annual report) the company’s marginal tax rate was estimated at 35.9%. 

Apple’s after-tax cost of debt is calculated as follows: 

After-tax cost of debt  = 4.14% ∗ (1 − 35.9%) = 2.65% 

The cost of debt of 2.65% is relatively low, particularly when compared to the yield of 30-year US Treasury 

bonds (3.07%). This can be explained by Apple’s financial strength (enormous cash reserve) and low 

leverage (debt constitutes less than 7% of the company’s capital structure). 

 

7.2.2.2 Cost of capitalised leases 

To estimate WACC adjusted for operating leases, we first need to calculate the after-tax cost of operating 

leases and subsequently adjust the company’s capital structure to incorporate operating leases. According to 

Koller et al. (2010) the cost of capitalised operating leases can be proxied by the yield to maturity on AA-

rated 10-year corporate bonds. On 31 October 2014, the yield-to-maturity stood at 3.01%. Apple’s after-tax 

cost of operating leases is calculated as follows: 

After-tax cost of operating leases  = 3.01% ∗ (1 − 35.9%) = 1.93% 

 

7.2.3 Capital structure 

With the estimates of the cost of equity, after-tax cost of debt and after-tax cost of capitalised operating 

leases, the final step before Apple’s WACC can be calculated is to estimate the weights of the individual 

components in the company’s capital structure. Two issues arise when determining the capital structure. The 

first issue is whether to use book values or market values. Damodaran (2010) and Koller et al. (2010) suggest 

using market values. However, in the case of debt, if no market values are available, book value can be used 
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as a reasonable proxy. The second issue is whether to base the capital structure on the current or target 

weights of debt and equity. Since WACC is used to discount the company’s long-term cash flows, using 

current weights may cause an overestimation (or underestimation) of the value of tax shields if the 

company’s leverage is expected to change. However, few companies have a clearly defined policy for capital 

structure, making the estimation of the company’s target capital structure somewhat difficult. To overcome 

this problem, the target capital structure is often approximated by a company’s current debt-to-value ratio 

(Koller et al., 2010). 

To determine the company’s capital structure we follow a three step approach (Koller et al., 2010). In the 

first step, Apple’s current capital structure is estimated. Second, to put Apple’s current debt-to-equity ratio in 

perspective the capital structures of peer companies are examined. And finally, the company’s historical 

financing philosophy is reviewed. 

The current market value of Apple’s equity equals the company’s market capitalisation (share price 

multiplied by the number of shares outstanding). Given the current share price of $106.67 and 5,864.8 

million share outstanding, Apple’s market capitalisation equals $625,576 million. The value of each of the 

company’s debt components is estimated separately. The current market value of commercial paper (short-

term debt) is approximated by its book value and equals $6,308 million. The current market value of the 

company’s notes (long-term debt) is estimated as a sum of the current market values of the individual notes 

and equals $28,891. To determine the market value of an individual note the following equation was used: 

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑚𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 =  
𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑚𝑎𝑟𝑘𝑒𝑡 𝑝𝑟𝑖𝑐𝑒

𝑝𝑎𝑟 𝑣𝑎𝑙𝑢𝑒
∗ 𝑏𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 

Finally, as we have decided to capitalise operating leases, to assure consistency Apple’s capital structure has 

to be adjusted to incorporate the value of capitalised operating leases (debt-equivalent). The current value of 

leases was estimated in section 6.6.1.2 and equals $6,167 million. 

Table 19 summarises Apple’s current capital structure including the value of the individual components and 

their respective weights. 

Table 19: Apple: Current capital structure 

 

Source: Own creation 

To put Apple’s current capital structure in perspective, we compare it with those of comparable companies. 

All companies in the peer group but Google have similar capital structures, with debt-to-equity ratios of 6.61, 

Apple: Current capital structure

Total (USD million) Weight (% of total)

Debt 41,366 6.2%

- Interest-bearing debt 35,199 5.3%

- Operating leases 6,167 0.9%

Equity 625,576 93.8%

Total 666,941 100.0%
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6.59 and 6.62 for Apple, Microsoft and Samsung, respectively. Google’s capital structure (debt-to-equity 

ratio of 1.45) can explained by the industry in which the company operates. Koller et al. (2010) states that 

companies operating in industries like internet and software tend to use very little debt. Given the 

comparability of Apple’s current capital structure with the companies in the peer group, the estimated debt-

to-equity ratio is regarded as reasonable. 

The final step is to review the company’s approach to financing and its implications for the capital structure. 

Prior to 2013 Apple was an all-equity financed company. As mentioned before, the company accessed debt 

capital markets in order to execute the shareholder return programme in a tax-efficient manner. As of 

October 2014, the company has executed on over 70% of the intended amount to be returned to shareholders 

($130) by the end of calendar 2015. Based on the forecast of Apple’s future results, it is reasonable to 

assume that the company will continue to return capital to shareholders after the completion of the current 

return programme. Therefore, over the forecasted period, Apple is expected to issue new debt and continue 

to repurchase the company’s common stock. However, it is assumed that the effect of a new debt on the 

company’s capital structure will be offset by a combination of repaying existing debt, decreasing the number 

of shares outstanding (due to repurchase) and increasing share price. Therefore, the current capital structure 

is assumed to be a reasonable approximation of the company’s target capital structure. 

 

7.2.4 WACC calculation 

All variables necessary for calculating Apple’s WACC have been estimated and the company’s cost of 

capital can be computed. Using the formula defined in section 7.2 Apple’s WACC equals: 

𝑊𝐴𝐶𝐶 = 0.938 ∗ 7.22% + 0.053 ∗ 2.65% ∗ (1 − 35.9%) + 0.01 ∗ 1.93% ∗ (1 − 35.9%)  

𝑊𝐴𝐶𝐶 = 6.93% 

We find the estimated level of WACC reasonable and therefore it will be used as a discount factor in the 

subsequent enterprise DCF valuation. 

 

7.3 Enterprise discounted cash flow valuation 

In the following section the selected enterprise DCF model is applied in order to determine the value of one 

Apple share as at 31 October 2014 under each of the two scenarios. 

 

7.3.1 Valuation assumptions 

As described in section 7.1, to determine the value of the entire company, the enterprise DCF model 

discounts the expected free cash flows available to all investors (both equity and debt holders) at the 

weighted average cost of capital. To convert enterprise value to equity value, net debt24 is subtracted. Finally, 

                                                      
24 Debt and debt-equivalents net of non-operating assets such as excess cash. 
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the intrinsic value of one Apple share is estimated by dividing equity value by the most recent number of 

shares outstanding. 

Since it would be impossible to estimate free cash flows indefinitely, the DCF model simplifies the valuation 

process by separating expected cash flows into two periods, i.e. the explicit period and the terminal period 

(continuing value), hence the name ‘two-stage’ model. The DCF model can be expressed with the following 

equation: 

∑
𝐹𝐶𝐹𝑡

(1 + 𝑊𝐴𝐶𝐶)𝑡

𝑛

𝑡=1

+ 𝐶𝑉 

where  FCFt  = expected cash flow to firm in period t 

               CV = continuing value 

The assumptions regarding the length of the explicit forecast period and expected cash flows are explained in 

Chapter 6. 

The continuing value25, the second term in the equation, reflects the value of cash flows in the time after the 

period for which the explicit forecast was prepared. Although the terminal value can be calculated using 

various methods, Koller et al. (2010) suggest using the following value driver formula to estimate the 

continuing value: 

𝐶𝑜𝑛𝑡𝑖𝑛𝑢𝑖𝑛𝑔 𝑣𝑎𝑙𝑢𝑒 =
𝑁𝑂𝑃𝐿𝐴𝑇𝑡+1(1 −

𝑔
𝑅𝑂𝑁𝐼𝐶

)

𝑊𝐴𝐶𝐶 − 𝑔
 

Where NOPLATt+1 equals NOPLAT in the first year after the explicit period, g represents the constant 

terminal growth and RONIC is the expected rate of return on new invested capital. 

The perpetuity-based continuing value formula is built on a going concern assumption, assuming that, after 

the explicit period, cash flows will grow at a constant rate indefinitely. Therefore, for the DCF model to be 

valid it is assumed that Apple will continue to operate indefinitely. 

The values of the formula parameters for both scenarios are estimated as follows. Apple’s WACC is 

projected to remain at 6.93%. For companies with sustainable competitive advantages Koller et al. (2010) 

suggest setting RONIC equal to the return the company is expected to earn during the later years of the 

explicit forecast period. Under the base case scenario, Apple’s RONIC in FY2019 equals 66.6%. Although 

we believe that Apple’s competitive advantage will allow the company to earn returns above its cost of 

capital for a long time, we find it highly unlikely, given the expected competitive conditions in the global 

smartphone and tablet markets, for Apple to earn such a high return indefinitely. Therefore, RONIC is set to 

a more reasonable level of 15%. 

                                                      
25 We use the terms continuing value and terminal period interchangeably. 
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Damodaran (2010, p. 59) states that “no firm can grow forever at a rate higher than the growth rate of the 

economy in which it operates”. Hence, for the continuing value to be consistent, terminal growth should be 

set lower or equal to the long-term projected growth of the economy. According to Koller et al. (2010) a 

higher terminal growth rate would eventually make the company unrealistically large relative to the 

economy. Apple is expected to grow at a constant terminal growth rate of 1.4%, a growth rate equal to the 

OECD’s long-term (2015-2060) projection of GDP growth in the United States. 

 

7.3.2 Base case scenario 

The value of one Apple share as at 31 October 2014 under the base case scenario is estimated to be $135.04 

(see Table 20). It is important to note that the discount factor is not represented by a full year. Since cash 

flows are generated throughout the year, and not at the end of the year, Koller et al. (2010) suggest adjusting 

the discount factor by half a year. A half-year adjustment assumes that cash flow is generated symmetrically 

around midyear point. Since the thesis values Apple as at 31.10.2014, i.e. one month after the end of its fiscal 

year, the discount factor has to be further adjusted. 31.10.2014 is exactly five months from the midyear 

point. Therefore, the discount factor is adjusted by 0.42 (5/12), as shown by d in Table 20. 

Table 20: Enterprise DCF - Base case scenario 

    

 Source: Own creation 

As outlined above, to arrive at value per share we first need to convert the estimate of the company’s 

enterprise value to equity value, and subsequently divide equity value by the most recent number of shares 

outstanding. As presented in Table 20, to calculate equity value we add to enterprise value the value of non-

Enterprise DCF: Base case scenario

USD million 2015F 2016F 2017F 2018F 2019F

Free cash flow  (FCF) 38,660 41,918 43,449 45,222 46,640

WACC 6.93% 6.93% 6.93% 6.93% 6.93%

d 0.42 1.42 2.42 3.42 4.42

Discount factor 0.97 0.91 0.85 0.80 0.74

Present value of FCF 37,596 38,122 36,952 35,967 34,691

PV of FCF1-5 183,328

PV of terminal period 545,333

Enterprise value 728,661

Excess cash and marketable securities 104,896

Contingencies: law suit proceeds 531

Employee options: exercise proceeds 145

Interest-bearning debt 35,199

Operating leases 6,167

Equity value (USD million) 792,867

Shares outstanding (million) 5,871.4

Value per share 135.04

Continuing value

NOPLATCV 44,729

g 1.40%

RONIC 15.00%

WACC 6.93%

Continuing value 733,175

PV of continuing value 545,333

Composition of EV

Enterprise value 728,661

PV of FCF 1-5 25%

PV of terminal period 75%
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operating assets excluded from the calculation of free cash flows, and subsequently subtract the value of all 

non-equity claims. 

Excess cash and marketable securities represent non-operating assets that can be converted into cash on short 

notice and at low cost. Because cash and marketable securities are reported at their fair market value, Koller 

et al. (2010) suggest using the most recent book value as a proxy to market value. Apple has a huge cash 

balance. The book value of Apple’s cash and marketable securities (net of operating cash) equals $151,583 

million. However, when estimating the value of the company’s excess cash and marketable securities one 

important assumption has to be considered. As previously mentioned, about 88% of Apple’s total cash is off-

shore. Before the shareholders could claim it, the company would have to repatriate it and consequently pay 

35%26 of that cash in taxes. Therefore, to estimate the value of Apple’s excess cash and marketable securities 

we subtract 35% from the off-shore cash (the amount of implied taxes). We arrive at a value of cash and 

marketable securities of $104,896 million. Non-equity claims are valued as follows. 

The market value of interest-bearing debt was estimated in section 7.2.3 and equals $35,199. Because leases 

were capitalised on the balance sheet, to determine equity value, the value of capitalised operating leases has 

to be subtracted from enterprise value (Koller et al., 2010). The estimated value of operating leases is $6,167. 

The final step is to subtract the value of contingent liabilities and hybrid securities. 

According to Damodaran (2010), contingent liabilities represent potential liabilities that do not meet the 

criteria to be categorised as debt for the purposes of the cost of capital calculation. However, they represent a 

claim on equity and therefore have to be subtracted from enterprise value to arrive at equity value. In the 

notes to the annual report, Apple discloses potential cash flows from pending litigation (an inflow of $930 

million and outflow of $368 million). Since the outcome of litigation is uncertain, we have to make several 

assumptions about the probability of the cash flows materialising. First, it is assumed that the probability of 

the cash flows materialising is relatively high; it is estimated at 70%. The company reports that the final 

judgement has been entered on both lawsuits, but they are still subject to appeal. Second, it is assumed that 

the lawsuits will be resolved in FY2016. To estimate the present value of the contingencies their probability 

weighted-value is discounted at the cost of debt. The value of Apple’s contingencies equals $531 million (see 

Appendix 23). 

Finally, the value of employee stock options currently outstanding must be subtracted from enterprise value 

as a non-equity claim. To estimate the value of employee stock options, the exercise value approach is used 

(Koller et al., 2010). Under this approach, all employee options are assumed to be exercised immediately. 

According to Apple’s annual report, the company has 6.6 million stock options outstanding, all of which are 

immediately exercisable at an average exercise price of $21.99, resulting in total proceeds for the company 

of $145.1 million. In addition, exercising employee stock options increases the total number of shares 

                                                      
26 US corporate tax rate. 
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outstanding from 5,864.8 million to 5,871.4 million. Therefore, to arrive at the value of one Apple stock, we 

have to divide the equity value by diluted shares outstanding. 

The value of one Apple share as at 31 October 2014 under the base case scenario is estimated at $135.04 (see 

Table 20). As of the valuation date, Apple shares were trading at $106.6727. The estimated fair value implies 

that the company’s shares are undervalued by $28.37 or 21%. 

7.3.3 Growth case scenario 

Under the growth case scenario, Apple’s estimated value per share is $195.72 (see Table 21), an 83.5% 

($89.05) premium to the current share price of $106.67. 

Table 21: Enterprise DCF - Growth case scenario 

 

Source: Own creation  

7.3.4 Weighted valuation 

In this section the probability-weighted value per share based on the probability of occurrence assigned to 

each of the two scenarios is determined. 

Table 22: Probability-weighted valuation 

 

Source: Own creation 

                                                      
27 Closing price as at 31 October 2014 (Yahoo Finance, 2014). 

Enterprise DCF: Growth case scenario

USD million 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F

Free cash flow  (FCF) 38,686 41,205 45,115 50,023 58,449 64,745 70,487 75,400 79,225 81,845

WACC 6.93% 6.93% 6.93% 6.93% 6.93% 6.93% 6.93% 6.93% 6.93% 6.93%

d 0.42 1.42 2.42 3.42 4.42 5.42 6.42 7.42 8.42 9.42

Discount factor 0.97 0.91 0.85 0.80 0.74 0.70 0.65 0.61 0.57 0.53

Present value of FCF 37,621 37,473 38,369 39,786 43,474 45,035 45,852 45,868 45,071 43,544

PV of FCF1-10 422,093

PV of terminal period 662,848

Enterprise value 1,084,941

Excess cash and marketable securities 104,896

Contingencies: law suit proceeds 531

Employee options: exercise proceeds 145

Interest-bearning debt 35,199

Operating leases 6,167

Equity value (USD million) 1,149,147

Shares outstanding (million) 5,871.4

Value per share 195.72

Probability-weighted valuation

Probability of 

occurance

Value per 

share

Base case scenario 70% 135.04

Grow th case scenario 30% 195.72

Probability-weighted value 100% 153.24

Continuing value

NOPLATCV 76,009

g 1.40%

RONIC 15.00%

WACC 6.93%

Continuing value 1,245,903

PV of continuing value 662,848

Composition of EV

Enterprise value 1,084,941

PV of FCF 1-10 39%

PV of terminal period 61%
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The probability-weighted intrinsic value of one Apple share as at 31 October 2014 amounts to $153.24. 

A comparison of the estimated share price with the current market price of $106.67 implies that the 

company’s shares are undervalued by $46.57, representing a potential upside of 43.7%. 

Based on the results of the analysis, Apple’s shares seem to be highly undervalued. This can be partly 

explained by the uncertainty related to the assumptions made when building the DCF model. Therefore, to 

examine the impact of a change in valuation inputs on the estimated share price sensitivity analysis is 

conducted. 

 

7.4 Sensitivity analysis 

As stated above, the calculated per share value is based on the assumptions made when estimating the 

individual components of the enterprise DCF model. Although determined after a careful analysis, there is 

still a degree of uncertainty about the inputs. Therefore, to inspect how the estimated value responds to 

changes in key valuation inputs we conduct a sensitivity analysis. 

In the first analysis we examine the variables we find to have the largest impact on the estimated per share 

value – WACC and terminal period growth rate. Second, because we employed a scenario approach to 

valuation, we analyse how the estimated probability-weighted value responds to changes in the scenario 

weights. 

Table 23: Sensitivity analysis on WACC and terminal growth rate (Base case scenario) 

 

Source: Own creation 

The left side of Table 23 presents how the per share value estimated under the base case scenario would 

change based on a change in WACC and/or the terminal period growth rate. Similarly, the right side of the 

table shows the percentage change in the share price resulting from a change in the two variables. 

The results indicate that a 1% change in WACC would have a significant impact on the estimated share 

value. For instance, as WACC increases by 1%, Apple’s share price decreases by 10.5%. Since a higher 

WACC means that the present value of the company’s future cash flows and continuing vale are lower, this 

is to be expected. Conversely, a lower discount rate would lead to a higher estimate of the company’s share 

price. Although we find the estimated WACC of 6.93% reasonable, it is important to mind the significance 

of changes in WACC on the DCF analysis results and when valuing companies to monitor WACC closely. 

Sensitivity analysis: WACC/RONIC

USD/% change

135.04 4.93% 5.93% 6.93% 7.93% 8.93% 4.93% 5.93% 6.93% 7.93% 8.93%

0.40% 163.9 141.9 126.6 115.4 106.8 21.4% 5.1% -6.2% -14.5% -20.9%

0.90% 174.3 148.0 130.5 117.9 108.5 29.1% 9.6% -3.4% -12.7% -19.7%

1.40% 187.6 155.5 135.0 120.8 110.4 38.9% 15.2% - -10.5% -18.3%

1.90% 205.4 164.9 140.5 124.2 112.5 52.1% 22.1% 4.1% -8.0% -16.7%

2.40% 230.2 176.9 147.2 128.2 115.0 70.5% 31.0% 9.0% -5.1% -14.8%

Terminal 

period 

growth rate

WACC WACC
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In addition, the sensitivity analysis shows that the larger the terminal growth rate, the higher the share price. 

Again, this is not a surprise, since larger growth rates mean higher free cash flows in the terminal period. 

Sensitivity analysis on WACC and terminal period growth rate under the growth case scenario yields similar 

results and can be found in Appendix 24. 

Next, we examine the impact of a change in scenario weights on the estimated probability-weighted per 

share value. As depicted in Table 24, altering the scenario weights by 10% leads to a 4% change in the 

probability-weighted share price. With a higher weight of the growth case scenario Apple’s share price 

increases and vice versa. Although the response of the share price to changes in scenario weights is much 

lower than to changes in key valuation inputs, the analysis reveals how different assumptions of other people 

regarding the company’s future growth would result in a different estimate of Apple’s share price. 

Table 24: Sensitivity analysis on probability of occurrence 

 

Source: Own creation 

As can be seen from the sensitivity analysis, any valuation model is only as accurate as the inputs it relies on. 

The analyses showed that relatively small changes in key valuation inputs have a profound impact on the 

estimated per share value. Finally, to place our DCF model in the proper context we conduct a relative 

valuation. 

7.5 Relative valuation 

Unlike the DCF model that attempts to estimate the intrinsic value of a company’s shares based upon its 

capacity to generate cash flows in the future, relative valuation estimates the value of a business by looking 

at how similar companies are currently priced by the market. Damodaran (2010) argues that despite the 

widespread acceptance of the DCF model among academics and practitioners there is an evidence that most 

assets are valued on a relative basis. Relative valuation requires less information, is easier to do than the 

DCF valuation and is likely to reflect the current market mood. On the other hand, the fact that multiples 

reflect the market mood implies that relative valuation may lead to a biased estimate of a company’s value in 

instances when the entire market or an industry is over- or undervalued. 

As mentioned above, to put Apple’s valuation in perspective a multiples analysis28 is conducted. First, 

selected multiples at which Apple trades are compared to the multiples of the individual peer companies and 

                                                      
28 The terms relative valuation and multiples analysis are used here interchangeably. 

Sensitivity analysis: Probability of occurrence

Base case scenario 60% 70% 80%

Grow th case scenario 40% 30% 20%

Probability-weighted value 159.31 153.24 147.17

Probability-weighted value (% change) 3.96% - -3.96%

Probability of occurance
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the peer group average. Second, the value of one Apple share is determined by multiplying the peer group 

average ratio by the company’s respective financial metric. 

Since relative valuation compares multiples across companies, for this comparison to have any merit it is 

essential that the multiples are defined consistently across the companies in the peer group (Damodaran, 

2010). The multiples used in the analysis were obtained from the Bloomberg professional service and 

therefore it is assumed that they are defined consistently across the firms being compared. The ratios to be 

used are the enterprise-value-to-sales multiple, the enterprise-value-to-EBITDA multiple, the enterprise-

value-to-EBIT multiple and the price-to-earnings multiple. Table 25 presents the selected multiples for 

Apple and its peers as well as the computed peer group average for each ratio. 

Table 25: Trading multiples 

 

Source: Bloomberg, own creation 

Among the companies listed in Table 25, we see that two companies, Google and Samsung, are valued at 

significantly different multiples than the rest of the group by all four measures of valuation. If it is assumed 

that all companies in the peer group should be valued equally, the result implies that Google is overvalued 

and Samsung is undervalued. This conclusion, however, is possibly incorrect. The difference may be 

explained by the firms’ individual characteristics such as size, risk and growth. In fact, Google’s valuation 

can be attributed to the company’s high margin ratios and expected future growth. In addition, the analysis 

revealed that Apple is valued slightly below the peer group average, implying a potential upside. 

Finally, Table 26 compares share values estimated using multiples and the enterprise DCF model. All of the 

trading multiples yielded lower per share value that the enterprise DCF model. The difference can be 

explained by the assumptions made when building the DCF model. Perhaps the market expects lower sales 

growth than assumed in the DCF model. 

Table 26: Estimated per share value 

 

Source: Bloomberg, own creation 

The following chapter concludes the thesis and provides the answer to the research question. 

Trading multiples

Company Ticker Country ROIC ROE EV/Sales EV/EBITDA EV/EBIT P/E

Apple AAPL United States 24.8% 30.64% 2.81x 8.49x 9.78x 16.79x

Microsoft MSFT United States 24.5% 30.09% 3.51x 9.76x 11.79x 17.62x

Google GOOGL United States 15.3% 16.25% 5.07x 15.16x 19.52x 27.75x

Samsung Electronics 005930KS South Korea 19.3% 19.82% 0.64x 2.98x 4.85x 7.18x

Lenovo Group 992HK China 19.1% 25.27% 0.34x 8.57x 11.12x 16.98x

Average 2.47x 8.99x 11.41x 17.27x

Estimated per share value

DCF valuation

USD EV/Sales EV/EBITDA EV/EBIT P/E Enterprise DCF

Apple Inc. 89.00 104.59 114.06 128.20 153.24

Relative valuation
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8 Conclusion 

The aim of this thesis was to identify and examine the factors of the business environment that influence 

Apple’s performance, determine the intrinsic value of one Apple share and conclude as to whether the 

current market price is over- or under-valued. With the purpose of this thesis in mind, the following research 

question has been defined: 

o What is the intrinsic value of one Apple Inc. share as at 31 October 2014? 

To address the problem statement and its sub-elements, various strategy and valuation frameworks were 

applied throughout the thesis. This chapter concludes the thesis and provides the answer to the research 

question. To ensure that the research has been guided by the defined sub-questions, the findings in each 

chapter will be related to the individual sub-elements of the problem statement. 

An overview of Apple’s history, product categories and main competitors provided the basis for the 

subsequent parts of the thesis and addressed the first sub-question. Over the past decade, the company has 

experienced a staggering growth. Apple has become the world’s second largest smartphone manufacturer 

and the leading tablet vendor. However, the company’s growth is largely dependent mainly on two product 

categories, the iPhone and the iPad. What is more, Apple has been losing market share in both of its core 

product markets. 

To understand the state of the business environment in which the company operates a strategic analysis was 

conducted. The PESTEL framework provided an understanding of the macro-environmental factors that 

impact Apple’s performance and addressed the second sub-question. The analysis revealed that the 

company’s macro-environment is characterised by a positive economic development, rapid advancement of 

communication technologies, increasing consumer concern about the environment and few industry 

regulations. In addition, the PESTEL analysis examined the current state and medium-term outlook of the 

company’s core product markets. It was found that growth in the global smartphone and tablet markets is 

expected to slow considerably, representing a significant threat to Apple’s future financial results. 

Porter’s five forces framework provided an insight into the competitive state of the industries in which Apple 

operates and the answer to the third sub-question. Despite the domination of a small number of large well-

known device manufacturers and relatively high barriers to entry, the industry dynamics are not all 

favourable. In addition, the competitive rivalry in the company’s core product markets is expected to 

intensify as a result of decelerating market growth, the emergence of Chinese manufacturers of low-cost 

devices and the changing market drivers, adversely affecting the profitability of the market players. 

To examine Apple’s activities and evaluate the extent to which they provide the company with a competitive 

advantage, Porter’s value chain was used. The analysis provided the answer to the fourth sub-question and 
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revealed that Apple’s competitive advantage lies in the company’s ability to integrate software, hardware, 

services and content into one closed ecosystem. Finally, the strategic analysis was concluded with a SWOT 

matrix summarising the company’s strengths, weaknesses, opportunities and threats. 

The financial analysis addressed the fifth sub-element of the problem statement. The company’s financial 

performance was evaluated and compared to that of its peers. Despite Apple’s profitability (as measured by 

ROE and ROIC) being above that of its peers, both ROE and ROIC have decreased markedly over the past 

two years. 

Based on the findings from the strategic and financial analysis a financial forecast was developed reflecting 

the expectations of the company’s future performance. To better account for an uncertainty related to the 

forecasting of Apple’s future free cash flows a scenario approach to valuation was employed. The forecast 

provided the answer to the last sub-question. Under the base case scenario it was assumed that Apple’s 

growth will continually decelerate as the company’s core product markets approach maturity. The scenario 

was assigned a 70% probability of occurrence and the explicit period set to five years. The growth case 

scenario assumed a new product category to be introduced reinvigorating Apple’s growth. This scenario was 

assigned a 30% probability of occurrence, and explicit period being set to ten years. Separate forecasts and 

models were built for each scenario. With a financial forecast in hand, the company’s financial statements 

were reorganised to create invested capital and NOPLAT. In addition, Apple’s balance sheet and income 

statement were adjusted to better reflect the economics of operating leases utilised by the company. Finally, 

with a forecast and reorganised financial statements in hand Apple’s future free cash flow under both 

scenarios was calculated. 

The projected free cash flows provided the basis for the valuation of the company and the answer to the 

research question. Different valuation models were considered, but the enterprise DCF model was chosen 

based on its widespread acceptance among academics and practitioners as well as on the case specific 

relevance. The intrinsic value of one Apple share under the base case scenario and the growth case scenario 

was estimated at $135.04 and $195.72, respectively. Subsequently, the scenario-probability-weighted value 

per share was calculated. The results of the sensitivity analysis showed that the estimated value is highly 

sensitive to changes in WACC and the terminal period growth rate. Finally, to triangulate the results, relative 

valuation was conducted. 

Based on the enterprise DCF model and a scenario approach to valuation, the value of one Apple share as at 

31 October 2014 was estimated at $153.24. A comparison of the estimated share price with the current 

market price of $106.67 implies that the company’s shares are undervalued by $46.57, representing a 

potential upside of 43.7%. 
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Appendix 1: Income Statement Forecast – Base Case Scenario 

 

 

 

 

Income statement - Base case scenario

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

Net sales 65,225 108,249 156,508 170,910 182,795 207,657 217,615 227,287 237,779 245,640

COGS 39,541 64,431 87,846 106,606 112,258 127,526 133,642 139,581 146,025 150,852

Gross profit 25,684 43,818 68,662 64,304 70,537 80,131 83,973 87,706 91,754 94,788

Research and Development 1,782 2,429 3,381 4,475 6,041 6,863 7,192 7,511 7,858 8,118

Selling, general and administrative 5,517 7,599 10,040 10,830 11,993 13,624 14,278 14,912 15,600 16,116

Total operating expenses 7,299 10,028 13,421 15,305 18,034 20,487 21,469 22,423 23,459 24,234

Operating income 18,385 33,790 55,241 48,999 52,503 59,644 62,504 65,282 68,296 70,554

Interest and dividend income 311 519 1,088 1,616 1,795 1,899 2,144 2,412 2,835 3,279

Interest expense 0 0 0 -136 -384 -384 -384 -384 -384 -384

Other expense (net) -156 -104 -566 -324 -431 -490 -513 -536 -561 -579

Other income 155 415 522 1,156 980 1,025 1,246 1,492 1,890 2,316

Earnings before taxes 18,540 34,205 55,763 50,155 53,483 60,669 63,751 66,774 70,186 72,870

Income taxes 4,527 8,283 14,030 13,118 13,973 15,850 16,656 17,445 18,337 19,038

Net income 14,013 25,922 41,733 37,037 39,510 44,819 47,095 49,329 51,849 53,832

Historical Forecast
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Appendix 2: Income Statement Forecast – Growth Case Scenario 

 

 
 

 

Income statement

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F

Net sales 65,225 108,249 156,508 170,910 182,795 207,657 217,615 252,434 288,027 323,166 356,452 386,394 411,510 430,439 442,061

COGS 39,541 64,431 87,846 106,606 112,258 127,526 133,642 157,549 179,763 201,694 222,469 241,156 256,831 268,646 275,899

Gross profit 25,684 43,818 68,662 64,304 70,537 80,131 83,973 94,885 108,264 121,472 133,983 145,238 154,679 161,794 166,162

Research and Development 1,782 2,429 3,381 4,475 6,041 6,863 7,192 8,342 9,519 10,680 11,780 12,770 13,600 14,225 14,609

Selling, general and administrative 5,517 7,599 10,040 10,830 11,993 13,624 14,278 16,562 18,897 21,203 23,386 25,351 26,999 28,241 29,003

Total operating expenses 7,299 10,028 13,421 15,305 18,034 20,487 21,469 24,904 28,416 31,883 35,167 38,120 40,598 42,466 43,612

Operating income 18,385 33,790 55,241 48,999 52,503 59,644 62,504 69,981 79,848 89,589 98,817 107,118 114,080 119,328 122,550

Interest and dividend income 311 519 1,088 1,616 1,795 1,899 2,144 2,412 2,868 3,385 3,998 4,674 5,405 6,183 6,995

Interest expense 0 0 0 -136 -384 -384 -384 -384 -384 -384 -384 -384 -384 -384 -384

Other expense (net) -156 -104 -566 -324 -431 -490 -513 -595 -679 -762 -840 -911 -970 -1,015 -1,042

Other income 155 415 522 1,156 980 1,025 1,246 1,433 1,805 2,239 2,774 3,379 4,051 4,784 5,569

Earnings before taxes 18,540 34,205 55,763 50,155 53,483 60,669 63,751 71,413 81,653 91,828 101,591 110,496 118,131 124,112 128,119

Income taxes 4,527 8,283 14,030 13,118 13,973 15,850 16,656 18,657 21,333 23,991 26,542 28,868 30,863 32,425 33,472

Net income 14,013 25,922 41,733 37,037 39,510 44,819 47,095 52,756 60,320 67,837 75,049 81,628 87,268 91,686 94,646

ForecastHistorical
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Appendix 3: Balance Sheet Forecast – Base Case Scenario 

 

 
 

 

Balance sheet - Base case scenario

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

ASSETS

Operating cash 1,305 2,165 3,130 3,418 3,656 4,153 4,352 4,546 4,756 4,913

Excess cash 9,957 7,650 7,616 10,841 10,188 10,188 9,478 18,026 24,487 27,719

Short-term marketable securities 14,359 16,137 18,383 26,287 11,233 11,233 11,233 11,233 11,233 11,233

Receivables (net) 5,510 5,369 10,930 13,102 17,460 15,619 16,369 17,096 17,885 18,477

Inventories 1,051 776 791 1,764 2,111 2,116 2,218 2,316 2,423 2,504

Deferred tax assets (current) 1,636 2,014 2,583 3,453 4,318 4,898 5,147 5,391 5,667 5,883

Vendor non-trade receivables 4,414 6,348 7,762 7,539 9,759 11,355 11,900 12,428 13,002 13,432

Other current assets 3,447 4,529 6,458 6,882 9,806 9,546 10,004 10,449 10,931 11,293

Total current assets 41,678 44,988 57,653 73,286 68,531 69,110 70,701 81,486 90,384 95,452

Long-term marketable securities 25,391 55,618 92,122 106,215 130,162 149,686 172,139 197,960 227,654 261,802

PP&E (net) 4,768 7,777 15,452 16,597 20,624 24,467 26,729 29,053 31,583 33,856

Goodw ill 741 896 1,135 1,577 4,616 4,616 4,616 4,616 4,616 4,616

Acquired intangible assets (net) 342 3,536 4,224 4,179 4,142 4,142 4,142 4,142 4,142 4,142

Other assets 2,263 3,556 5,478 5,146 3,764 4,272 4,484 4,692 4,922 5,100

Deferred tax assets (non-

current)
927 1,136 1,717 2,421 2,226 2,525 2,653 2,779 2,921 3,033

Other assets (net of deferred 

tax assets non-current)
1,336 2,420 3,761 2,725 1,538 1,747 1,831 1,912 2,001 2,067

Total non-current assets 33,505 71,383 118,411 133,714 163,308 187,184 212,110 240,463 272,917 309,515

TOTAL ASSETS 75,183 116,371 176,064 207,000 231,839 256,294 282,811 321,949 363,302 404,968

LIABILITIES AND 

SHAREHOLDER'S EQUITY

Accounts payable 12,015 14,632 21,175 22,367 30,196 31,902 33,432 34,918 36,530 37,737

Accrued expenses 2,466 5,606 6,310 7,679 9,955 9,523 9,980 10,424 10,905 11,265

Other current liabilities 3,257 3,641 5,104 6,177 8,498 7,861 8,242 8,614 9,020 9,328

Deferred tax liabilities (current) 829 1,009 1,321 1,667 1,405 1,594 1,675 1,754 1,844 1,914

Other current liabilities (net of 

deferred tax liabilities)
2,428 2,632 3,783 4,510 7,093 6,267 6,568 6,860 7,176 7,414

Deferred revenue 2,984 4,091 5,953 7,435 8,491 8,785 9,207 9,616 10,060 10,392

Commercial paper 0 0 0 0 6,308 6,308 6,308 6,308 6,308 6,308

Total current liabilities 20,722 27,970 38,542 43,658 63,448 64,379 67,169 69,879 72,822 75,030

Deferred revenue - non-current 1,139 1,686 2,648 2,625 3,031 3,401 3,564 3,723 3,895 4,023

Long-term debt 0 0 0 16,960 28,987 28,987 28,987 28,987 28,987 28,987

New ly issued debt 11,133 0 0 0 0

Other non-current liabilities 5,531 10,100 16,664 20,208 24,826 27,198 28,568 29,910 31,415 32,591

Deferred tax liabilities (non-

current)
4,300 8,159 13,847 16,489 20,259 22,981 24,148 25,294 26,586 27,603

Other non-current liabilities 1,231 1,941 2,817 3,719 4,567 4,217 4,420 4,616 4,829 4,989

Total liabilities 27,392 39,756 57,854 83,451 120,292 135,099 128,288 132,498 137,119 140,632

Common stock 10,668 13,331 16,422 19,764 23,313 23,313 23,313 23,313 23,313 23,313

Retained earnings 37,169 62,841 101,289 104,256 87,152 96,800 130,128 165,055 201,788 239,940

Accumulated other 

comprehensive income/(loss)
-46 443 499 -471 1,082 1,082 1,082 1,082 1,082 1,082

Total shareholder's equity 47,791 76,615 118,210 123,549 111,547 121,195 154,523 189,450 226,183 264,335

TOTAL LIABILITIES AND 

SHAREHOLDER'S EQUITY
75,183 116,371 176,064 207,000 231,839 256,294 282,811 321,949 363,302 404,968

Historical Forecast
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Appendix 4: Balance Sheet Forecast – Growth Case Scenario 

 

 
 

  

Balance sheet (ASSETS) - Growth case scenario

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F

ASSETS

Operating cash 1,305 2,165 3,130 3,418 3,656 4,153 4,352 5,049 5,761 6,463 7,129 7,728 8,230 8,609 8,841

Excess cash 9,957 7,650 7,616 10,841 10,188 10,188 9,478 20,273 32,101 47,385 62,680 76,709 87,867 94,218 93,511

Short-term marketable securities 14,359 16,137 18,383 26,287 11,233 11,233 11,233 11,233 11,233 11,233 11,233 11,233 11,233 11,233 11,233

Receivables (net) 5,510 5,369 10,930 13,102 17,460 15,619 16,369 18,988 21,665 24,308 26,812 29,064 30,953 32,377 33,251

Inventories 1,051 776 791 1,764 2,111 2,116 2,218 2,615 2,983 3,347 3,692 4,002 4,262 4,458 4,579

Deferred tax assets (current) 1,636 2,014 2,583 3,453 4,318 4,898 5,147 5,766 6,592 7,414 8,202 8,921 9,537 10,020 10,344

Vendor non-trade receivables 4,414 6,348 7,762 7,539 9,759 11,355 11,900 13,804 15,750 17,671 19,491 21,129 22,502 23,537 24,173

Other current assets 3,447 4,529 6,458 6,882 9,806 9,546 10,004 11,605 13,241 14,857 16,387 17,763 18,918 19,788 20,323

Total current assets 41,678 44,988 57,653 73,286 68,531 69,110 70,701 89,331 109,326 132,678 155,626 176,549 193,503 204,241 206,254

Long-term marketable securities 25,391 55,618 92,122 106,215 130,162 149,686 172,139 197,960 227,654 261,802 301,073 346,234 398,169 457,894 526,578

PP&E (net) 4,768 7,777 15,452 16,597 20,624 24,467 26,729 33,530 41,138 46,156 50,911 55,187 58,774 61,478 63,138

Goodw ill 741 896 1,135 1,577 4,616 4,616 4,616 4,616 4,616 4,616 4,616 4,616 4,616 4,616 4,616

Acquired intangible assets (net) 342 3,536 4,224 4,179 4,142 4,142 4,142 4,142 4,142 4,142 4,142 4,142 4,142 4,142 4,142

Other assets 2,263 3,556 5,478 5,146 3,764 4,272 4,484 5,096 5,822 6,541 7,227 7,850 8,379 8,787 9,052

Deferred tax assets (non-

current)
927 1,136 1,717 2,421 2,226 2,525 2,653 2,972 3,398 3,822 4,228 4,599 4,917 5,166 5,332

Other assets (net of deferred 

tax assets non-current)
1,336 2,420 3,761 2,725 1,538 1,747 1,831 2,124 2,423 2,719 2,999 3,251 3,462 3,622 3,719

Total non-current assets 33,505 71,383 118,411 133,714 163,308 187,184 212,110 245,344 283,372 323,258 367,969 418,029 474,080 536,917 607,525

TOTAL ASSETS 75,183 116,371 176,064 207,000 231,839 256,294 282,811 334,676 392,698 455,936 523,595 594,578 667,583 741,158 813,779

Historical Forecast
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Appendix 4 (Cont.): Balance Sheet Forecast – Growth Case Scenario 

 

 
 

 

Balance sheet (LIABILITIES AND SHAREHOLDER'S EQUITY) - Growth case scenario

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F

LIABILITIES AND 

SHAREHOLDER'S EQUITY

Accounts payable 12,015 14,632 21,175 22,367 30,196 31,902 33,432 39,412 44,970 50,456 55,653 60,328 64,249 67,205 69,019

Accrued expenses 2,466 5,606 6,310 7,679 9,955 9,523 9,980 11,577 13,209 14,821 16,347 17,720 18,872 19,740 20,273

Other current liabilities 3,257 3,641 5,104 6,177 8,498 7,861 8,242 9,495 10,838 12,166 13,427 14,564 15,523 16,251 16,707

Deferred tax liabilities (current) 829 1,009 1,321 1,667 1,405 1,594 1,675 1,876 2,145 2,412 2,669 2,903 3,103 3,260 3,366

Other current liabilities (net of 

deferred tax liabilities)
2,428 2,632 3,783 4,510 7,093 6,267 6,568 7,619 8,693 9,753 10,758 11,662 12,420 12,991 13,342

Deferred revenue 2,984 4,091 5,953 7,435 8,491 8,785 9,207 10,680 12,185 13,672 15,080 16,347 17,409 18,210 18,702

Commercial paper 0 0 0 0 6,308 6,308 6,308 6,308 6,308 6,308 6,308 6,308 6,308 6,308 6,308

Total current liabilities 20,722 27,970 38,542 43,658 63,448 64,379 67,169 77,471 87,510 97,422 106,815 115,267 122,361 127,714 131,009

Deferred revenue - non-current 1,139 1,686 2,648 2,625 3,031 3,401 3,564 4,135 4,718 5,293 5,839 6,329 6,740 7,050 7,241

Long-term debt 0 0 0 16,960 28,987 28,987 28,987 28,987 28,987 28,987 28,987 28,987 28,987 28,987 28,987

New ly issued debt 11,133 0 0 0 0

Other non-current liabilities 5,531 10,100 16,664 20,208 24,826 27,198 28,568 32,178 36,779 41,347 45,721 49,703 53,105 55,755 57,509

Deferred tax liabilities (non-

current)
4,300 8,159 13,847 16,489 20,259 22,981 24,148 27,051 30,930 34,784 38,482 41,855 44,747 47,013 48,531

Other non-current liabilities 1,231 1,941 2,817 3,719 4,567 4,217 4,420 5,127 5,850 6,563 7,239 7,847 8,358 8,742 8,978

Total liabilities 27,392 39,756 57,854 83,451 120,292 135,099 128,288 142,771 157,994 173,050 187,362 200,286 211,193 219,506 224,746

Common stock 10,668 13,331 16,422 19,764 23,313 23,313 23,313 23,313 23,313 23,313 23,313 23,313 23,313 23,313 23,313

Retained earnings 37,169 62,841 101,289 104,256 87,152 96,800 130,128 167,510 210,309 258,491 311,838 369,897 431,995 497,257 564,638

Accumulated other 

comprehensive income/(loss)
-46 443 499 -471 1,082 1,082 1,082 1,082 1,082 1,082 1,082 1,082 1,082 1,082 1,082

Total shareholder's equity 47,791 76,615 118,210 123,549 111,547 121,195 154,523 191,905 234,704 282,886 336,233 394,292 456,390 521,652 589,033

TOTAL LIABILITIES AND 

SHAREHOLDER'S EQUITY
75,183 116,371 176,064 207,000 231,839 256,294 282,811 334,676 392,698 455,936 523,595 594,578 667,583 741,158 813,779

Historical Forecast
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Appendix 5: Income Statement Forecast Ratios – Base Case Scenario 

 

 
 

 

Income statement - Forecast ratios - Base case scenario

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

Net sales

COGS/Net sales 60.6% 59.5% 56.1% 62.4% 61.4% 61.4% 61.4% 61.4% 61.4% 61.4%

Gross profit 39.4% 40.5% 43.9% 37.6% 38.6%

Research and Development/Net sales 2.7% 2.2% 2.2% 2.6% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3%

Selling, general and administrative/Net sales 8.5% 7.0% 6.4% 6.3% 6.6% 6.6% 6.6% 6.6% 6.6% 6.6%

Total operating expenses 11.2% 9.3% 8.6% 9.0% 9.9%

Operating income 28.2% 31.2% 35.3% 28.7% 28.7%

Interest and dividend income/Prior year 

cash and marketable securities
0.9% 1.0% 1.3% 1.3% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2%

Interest expense/Total debt n.a. n.a. n.a. -0.8% -1.1% -1.1% -1.1% -1.1% -1.1% -1.1%

Other expense (net)/Net sales -0.2% -0.1% -0.4% -0.2% -0.2% -0.2% -0.2% -0.2% -0.2% -0.2%

Other income 0.2% 0.4% 0.3% 0.7% 0.5%

Earnings before taxes 28.4% 31.6% 35.6% 29.3% 29.3%

Income taxes (% of earnings before taxes) 24.4% 24.2% 25.2% 26.2% 26.1% 26.1% 26.1% 26.1% 26.1% 26.1%

Net income 21.5% 23.9% 26.7% 21.7% 21.6%

Forecast

Calculated

Calculated

Calculated

Calculated

Calculated

Calculated

Historical
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Appendix 6: Income Statement Forecast Ratios – Growth Case Scenario 

 

 
 

 

Income statement - Forecast ratios - Growth case scenario

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F

Net sales

COGS/Net sales 60.6% 59.5% 56.1% 62.4% 61.4% 61.4% 61.4% 62.4% 62.4% 62.4% 62.4% 62.4% 62.4% 62.4% 62.4%

Gross profit 39.4% 40.5% 43.9% 37.6% 38.6%

Research and Development/Net sales 2.7% 2.2% 2.2% 2.6% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3% 3.3%

Selling, general and administrative/Net sales 8.5% 7.0% 6.4% 6.3% 6.6% 6.6% 6.6% 6.6% 6.6% 6.6% 6.6% 6.6% 6.6% 6.6% 6.6%

Total operating expenses 11.2% 9.3% 8.6% 9.0% 9.9%

Operating income 28.2% 31.2% 35.3% 28.7% 28.7%

Interest and dividend income/ Prior year 

cash and marketable securities
0.9% 1.0% 1.3% 1.3% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2%

Interest expense/Total debt n.a. n.a. n.a. -0.8% -1.1% -1.1% -1.1% -1.1% -1.1% -1.1% -1.1% -1.1% -1.1% -1.1% -1.1%

Other expense (net)/Net sales -0.2% -0.1% -0.4% -0.2% -0.2% -0.2% -0.2% -0.2% -0.2% -0.2% -0.2% -0.2% -0.2% -0.2% -0.2%

Other income 0.2% 0.4% 0.3% 0.7% 0.5%

Earnings before taxes 28.4% 31.6% 35.6% 29.3% 29.3%

Income taxes (% of earnings before taxes) 24.4% 24.2% 25.2% 26.2% 26.1% 26.1% 26.1% 26.1% 26.1% 26.1% 26.1% 26.1% 26.1% 26.1% 26.1%

Net income 21.5% 23.9% 26.7% 21.7% 21.6%

Historical Forecast

Calculated

Calculated

Calculated

Calculated

Calculated

Calculated



Strategic Analysis and  

Valuation of Apple Inc. 

96 

Appendix 7: Balance Sheet Forecast Ratios – Base Case Scenario 

 

 
 

 

FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

ASSETS

Operating cash/Net sales 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Excess cash

Short-term marketable securities (y-o-y 

grow th)
-21.1% 12.4% 13.9% 43.0% -57.3%

Receivables (net)/Net sales 8.4% 5.0% 7.0% 7.7% 9.6% 7.5% 7.5% 7.5% 7.5% 7.5%

Inventories/COGS 2.7% 1.2% 0.9% 1.7% 1.9% 1.7% 1.7% 1.7% 1.7% 1.7%

Deferred tax assets/Income taxes 36.1% 24.3% 18.4% 26.3% 30.9% 30.9% 30.9% 30.9% 30.9% 30.9%

Vendor non-trade receivables/Net sales 6.8% 5.9% 5.0% 4.4% 5.3% 5.5% 5.5% 5.5% 5.5% 5.5%

Other current assets/Net sales 5.3% 4.2% 4.1% 4.0% 5.4% 4.6% 4.6% 4.6% 4.6% 4.6%

Total current assets

Long-term marketable securities (y-o-y 

grow th)
141.2% 119.0% 65.6% 15.3% 22.5% 15.0% 15.0% 15.0% 15.0% 15.0%

PP&E (net)/Net sales 7.3% 7.2% 9.9% 9.7% 11.3% 11.8% 12.3% 12.8% 13.3% 13.8%

Goodw ill

Acquired intangible assets (net)

Other assets

Deferred tax assets (non-current)/Income 

taxes
20.5% 13.7% 12.2% 18.5% 15.9% 15.9% 15.9% 15.9% 15.9% 15.9%

Other assets (net of deferred tax assets 

non-current)/Net sales
2.0% 2.2% 2.4% 1.6% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8%

Total non-current assets

TOTAL ASSETS

LIABILITIES AND SHAREHOLDER'S EQUITY

Accounts payable/COGS 30.4% 22.7% 24.1% 21.0% 26.9% 25.0% 25.0% 25.0% 25.0% 25.0%

Accrued expenses/Net sales 3.8% 5.2% 4.0% 4.5% 5.4% 4.6% 4.6% 4.6% 4.6% 4.6%

Other current liabilities

Deferred tax liabilities/Income taxes 18.3% 12.2% 9.4% 12.7% 10.1% 10.1% 10.1% 10.1% 10.1% 10.1%

Other current liabilities (net of deferred 

tax liabilities)/Net sales
3.7% 2.4% 2.4% 2.6% 3.9% 3.0% 3.0% 3.0% 3.0% 3.0%

Deferred revenue/Net sales 4.6% 3.8% 3.8% 4.4% 4.6% 4.2% 4.2% 4.2% 4.2% 4.2%

Commercial paper

Total current liabilities

Deferred revenue - non-current/Net sales 1.7% 1.6% 1.7% 1.5% 1.7% 1.6% 1.6% 1.6% 1.6% 1.6%

Long-term debt

New ly issued debt

Other non-current liabilities

Deferred tax liabilities (non-

current)/Income taxes
95.0% 98.5% 98.7% 125.7% 145.0% 145.0% 145.0% 145.0% 145.0% 145.0%

Other non-current liabilities/Net sales 1.9% 1.8% 1.8% 2.2% 2.5% 2.0% 2.0% 2.0% 2.0% 2.0%

Total liabilities

Common stock

Retained earnings

Accumulated other comprehensive 

income/(loss)

Total shareholder's equity

TOTAL LIABILITIES AND 

SHAREHOLDER'S EQUITY

Historical Forecast

Balance sheet - Forecast ratios - Base case scenario

Calculated

Calculated

Calculated

Held constant at FY2014 level

Calculated - Statement of retained earnings

Held constant at FY2014 level

Calculated

Calculated

Held constant at FY2014 level

Calculated

Held constant at FY2014 level

Held constant at FY2014 level

Calculated

Held constant at FY2014 level

Held constant at FY2014 level

Calculated

Calculated

n/a

n/a

Calculated

Calculated

n/a

n/a

Calculated

Calculated

Calculated

n/a

n/a

n/a

Calculated

Calculated

Calculated

Calculated

Calculated

Calculated
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Appendix 8: Balance Sheet Forecast Ratios – Growth Case Scenario 

 

 
 

 

  

Balance sheet (ASSETS) - Forecast ratios - Growth case scenario

FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F

ASSETS

Operating cash/Net sales 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Excess cash

Short-term marketable securities (y-o-y 

grow th)
-21.1% 12.4% 13.9% 43.0% -57.3%

Receivables (net)/Net sales 8.4% 5.0% 7.0% 7.7% 9.6% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5%

Inventories/COGS 2.7% 1.2% 0.9% 1.7% 1.9% 1.7% 1.7% 1.7% 1.7% 1.7% 1.7% 1.7% 1.7% 1.7% 1.7%

Deferred tax assets/Income taxes 36.1% 24.3% 18.4% 26.3% 30.9% 30.9% 30.9% 30.9% 30.9% 30.9% 30.9% 30.9% 30.9% 30.9% 30.9%

Vendor non-trade receivables/Net sales 6.8% 5.9% 5.0% 4.4% 5.3% 5.5% 5.5% 5.5% 5.5% 5.5% 5.5% 5.5% 5.5% 5.5% 5.5%

Other current assets/Net sales 5.3% 4.2% 4.1% 4.0% 5.4% 4.6% 4.6% 4.6% 4.6% 4.6% 4.6% 4.6% 4.6% 4.6% 4.6%

Total current assets

Long-term marketable securities 141.2% 119.0% 65.6% 15.3% 22.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%

PP&E (net)/Net sales 7.3% 7.2% 9.9% 9.7% 11.3% 11.8% 12.3% 13.3% 14.3% 14.3% 14.3% 14.3% 14.3% 14.3% 14.3%

Goodw ill

Acquired intangible assets (net)

Other assets

Deferred tax assets (non-current)/Income 

taxes
20.5% 13.7% 12.2% 18.5% 15.9% 15.9% 15.9% 15.9% 15.9% 15.9% 15.9% 15.9% 15.9% 15.9% 15.9%

Other assets (net of deferred tax assets 

non-current)/Net sales
2.0% 2.2% 2.4% 1.6% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8%

Total non-current assets

TOTAL ASSETS

Held constant at FY2014 level

Calculated

Held constant at FY2014 level

Calculated

Calculated

Calculated

Calculated

Calculated

Historical Forecast

Calculated

n/a

Calculated

Held constant at FY2014 level

n/a
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Appendix 8 (Cont.): Balance Sheet Forecast Ratios – Growth Case Scenario 

 

 
 

Balance sheet (LIABILITIES AND SHAREHOLDER'S EQUITY) - Forecast ratios - Growth case scenario

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F

LIABILITIES AND SHAREHOLDER'S EQUITY

Accounts payable/COGS 30.4% 22.7% 24.1% 21.0% 26.9% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%

Accrued expenses/Net sales 3.8% 5.2% 4.0% 4.5% 5.4% 4.6% 4.6% 4.6% 4.6% 4.6% 4.6% 4.6% 4.6% 4.6% 4.6%

Other current liabilities

Deferred tax liabilities/Income taxes 18.3% 12.2% 9.4% 12.7% 10.1% 10.1% 10.1% 10.1% 10.1% 10.1% 10.1% 10.1% 10.1% 10.1% 10.1%

Other current liabilities (net of deferred 

tax liabilities)/Net sales
3.7% 2.4% 2.4% 2.6% 3.9% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%

Deferred revenue/Net sales 4.6% 3.8% 3.8% 4.4% 4.6% 4.2% 4.2% 4.2% 4.2% 4.2% 4.2% 4.2% 4.2% 4.2% 4.2%

Commercial paper

Total current liabilities

Deferred revenue - non-current/Net sales 1.7% 1.6% 1.7% 1.5% 1.7% 1.6% 1.6% 1.6% 1.6% 1.6% 1.6% 1.6% 1.6% 1.6% 1.6%

Long-term debt

New ly issued debt

Other non-current liabilities

Deferred tax liabilities (non-

current)/Income taxes
95.0% 98.5% 98.7% 125.7% 145.0% 145.0% 145.0% 145.0% 145.0% 145.0% 145.0% 145.0% 145.0% 145.0% 145.0%

Other non-current liabilities/Net sales 1.9% 1.8% 1.8% 2.2% 2.5% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Total liabilities

Common stock

Retained earnings

Accumulated other comprehensive income/(loss)

Total shareholder's equity

TOTAL LIABILITIES AND SHAREHOLDER'S 

EQUITY

n/a

Calculated

Calculated

Held constant at FY2014 level

Calculated

Calculated

Calculated

Calculated - Statement of retained earnings

Calculated

n/a

Calculated

Held constant at FY2014 level

Calculated

n/a

n/a

Calculated

Held constant at FY2014 level

Historical Forecast

Calculated

Calculated

Calculated

n/a Held constant at FY2014 level
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Appendix 9: Reorganised Balance Sheet – Base Case Scenario 

 

 
 

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

TOTAL FUNDS INVESTED: USES

Operating cash 1,305 2,165 3,130 3,418 3,656 4,153 4,352 4,546 4,756 4,913

Receivables (net) 5,510 5,369 10,930 13,102 17,460 15,619 16,369 17,096 17,885 18,477

Vendor non-trade receivables 4,414 6,348 7,762 7,539 9,759 11,355 11,900 12,428 13,002 13,432

Inventories 1,051 776 791 1,764 2,111 2,116 2,218 2,316 2,423 2,504

Other current assets 3,447 4,529 6,458 6,882 9,806 9,546 10,004 10,449 10,931 11,293

Operating current assets 15,727 19,187 29,071 32,705 42,792 42,791 44,843 46,836 48,998 50,618

Accounts payable 12,015 14,632 21,175 22,367 30,196 31,902 33,432 34,918 36,530 37,737

Accrued expenses 2,466 5,606 6,310 7,679 9,955 9,523 9,980 10,424 10,905 11,265

Other current liabilities (net of 

deferred tax liabilities)
2,428 2,632 3,783 4,510 7,093 6,267 6,568 6,860 7,176 7,414

Deferred revenue 2,984 4,091 5,953 7,435 8,491 8,785 9,207 9,616 10,060 10,392

Operating current liabilities 19,893 26,961 37,221 41,991 55,735 56,478 59,186 61,817 64,670 66,808

Operating w orking capital -4,167 -7,774 -8,150 -9,286 -12,943 -13,687 -14,343 -14,981 -15,672 -16,191

PP&E (net) 4,768 7,777 15,452 16,597 20,624 24,467 26,729 29,053 31,583 33,856

Capitalised operating leases 2,774 4,005 5,294 5,885 6,167 6,462 6,750 7,061 7,295 7,295

Other assets (net of non-current 

liabilities)
-1,034 -1,207 -1,704 -3,619 -6,060 -5,872 -6,153 -6,427 -6,723 -6,946

Goodw ill and acquired intangibles 1,083 4,432 5,359 5,756 8,758 8,758 8,758 8,758 8,758 8,758

Cumulative amortization 245 437 1,042 2,002 3,085 3,085 3,085 3,085 3,085 3,085

Invested capital 3,670 7,670 17,293 17,335 19,631 23,214 24,825 26,550 28,325 29,857

Invested capital

(excluding goodwill and 

acquired intangibles)

2,342 2,801 10,892 9,577 18,0147,788 11,371 12,982 14,707 16,482

Historical Forecast

Balance sheet - Reorganised - Base case scenario



Strategic Analysis and  

Valuation of Apple Inc. 

100 

Appendix 10: Reorganised Balance Sheet – Growth Case Scenario 

 
 

 

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F

TOTAL FUNDS INVESTED: USES

Operating cash 1,305 2,165 3,130 3,418 3,656 4,153 4,352 5,049 5,761 6,463 7,129 7,728 8,230 8,609 8,841

Receivables (net) 5,510 5,369 10,930 13,102 17,460 15,619 16,369 18,988 21,665 24,308 26,812 29,064 30,953 32,377 33,251

Vendor non-trade receivables 4,414 6,348 7,762 7,539 9,759 11,355 11,900 13,804 15,750 17,671 19,491 21,129 22,502 23,537 24,173

Inventories 1,051 776 791 1,764 2,111 2,116 2,218 2,615 2,983 3,347 3,692 4,002 4,262 4,458 4,579

Other current assets 3,447 4,529 6,458 6,882 9,806 9,546 10,004 11,605 13,241 14,857 16,387 17,763 18,918 19,788 20,323

Operating current assets 15,727 19,187 29,071 32,705 42,792 42,791 44,843 52,059 59,400 66,647 73,511 79,686 84,866 88,769 91,166

Accounts payable 12,015 14,632 21,175 22,367 30,196 31,902 33,432 39,412 44,970 50,456 55,653 60,328 64,249 67,205 69,019

Accrued expenses 2,466 5,606 6,310 7,679 9,955 9,523 9,980 11,577 13,209 14,821 16,347 17,720 18,872 19,740 20,273

Other current liabilities (net of 

deferred tax liabilities)
2,428 2,632 3,783 4,510 7,093 6,267 6,568 7,619 8,693 9,753 10,758 11,662 12,420 12,991 13,342

Deferred revenue 2,984 4,091 5,953 7,435 8,491 8,785 9,207 10,680 12,185 13,672 15,080 16,347 17,409 18,210 18,702

Operating current liabilities 19,893 26,961 37,221 41,991 55,735 56,478 59,186 69,287 79,057 88,702 97,838 106,056 112,950 118,146 121,336

Operating w orking capital -4,167 -7,774 -8,150 -9,286 -12,943 -13,687 -14,343 -17,228 -19,657 -22,055 -24,327 -26,370 -28,084 -29,376 -30,170

PP&E (net) 4,768 7,777 15,452 16,597 20,624 24,467 26,729 33,530 41,138 46,156 50,911 55,187 58,774 61,478 63,138

Capitalised operating leases 2,774 4,005 5,294 5,885 6,167 6,462 7,496 8,553 9,597 10,585 11,475 12,220 12,783 13,128 13,128

Other assets (net of non-current 

liabilities)
-1,034 -1,207 -1,704 -3,619 -6,060 -5,872 -6,153 -7,138 -8,144 -9,138 -10,079 -10,925 -11,636 -12,171 -12,499

Goodw ill and acquired intangibles 1,083 4,432 5,359 5,756 8,758 8,758 8,758 8,758 8,758 8,758 8,758 8,758 8,758 8,758 8,758

Cumulative amortization 245 437 1,042 2,002 3,085 3,085 3,085 3,085 3,085 3,085 3,085 3,085 3,085 3,085 3,085

Invested capital 3,670 7,670 17,293 17,335 19,631 23,214 25,572 29,561 34,777 37,392 39,823 41,955 43,680 44,902 45,440

Invested capital

(excluding goodwill and 

acquired intangibles)

2,342 2,801 10,892 9,577 7,788 11,371

Balance sheet - Reorganised - Growth case scenario

Historical Forecast

31,837 33,059 33,59713,729 17,718 22,934 25,549 27,980 30,112
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Appendix 11: Reorganised Income Statement – Base Case Scenario 

 
 

 

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

Net sales 65,225 108,249 156,508 170,910 182,795 207,657 217,615 227,287 237,779 245,640

COGS 39,541 64,431 87,846 106,606 112,258 127,526 133,642 139,581 146,025 150,852

Research and Development 1,782 2,429 3,381 4,475 6,041 6,863 7,192 7,511 7,858 8,118

Selling, general and administrative 5,517 7,599 10,040 10,830 11,993 13,624 14,278 14,912 15,600 16,116

Depreciation 958 1,622 2,672 5,797 6,863 8,528 10,117 11,053 12,014 13,060

Lease depreciation 188 217 329 468 531 557 584 610 641 669

EBITA 17,239 31,951 52,240 42,734 45,109 50,559 51,803 53,620 55,641 56,824

Add: Operating lease interest 83 121 159 177 186 195 203 213 220 220

Adjusted EBITA 17,323 32,071 52,400 42,911 45,294 50,753 52,006 53,832 55,861 57,044

Operating taxes 4,078 7,502 12,812 10,509 11,035 12,293 12,442 12,802 13,197 13,360

NOPLAT 13,245 24,569 39,588 32,402 34,259 38,460 39,564 41,030 42,663 43,684

Historical Forecast

Income statement - Reorganised - Base case scenario
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Appendix 12: Reorganised Income Statement – Growth Case Scenario 

 
 

 

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F

Net sales 65,225 108,249 156,508 170,910 182,795 207,657 217,615 252,434 288,027 323,166 356,452 386,394 411,510 430,439 442,061

COGS 39,541 64,431 87,846 106,606 112,258 127,526 133,642 157,549 179,763 201,694 222,469 241,156 256,831 268,646 275,899

Research and Development 1,782 2,429 3,381 4,475 6,041 6,863 7,192 8,342 9,519 10,680 11,780 12,770 13,600 14,225 14,609

Selling, general and administrative 5,517 7,599 10,040 10,830 11,993 13,624 14,278 16,562 18,897 21,203 23,386 25,351 26,999 28,241 29,003

Depreciation 958 1,622 2,672 5,797 6,863 8,528 10,117 11,053 13,865 17,011 19,086 21,052 22,820 24,304 25,422

Lease depreciation 188 217 329 468 531 557 562 656 753 851 944 1,030 1,104 1,162 1,204

EBITA 17,239 31,951 52,240 42,734 45,109 50,559 51,825 58,272 65,230 71,728 78,786 85,035 90,156 93,862 95,924

Add: Operating lease interest 83 121 159 177 186 195 226 257 289 319 345 368 385 395 395

Adjusted EBITA 17,323 32,071 52,400 42,911 45,294 50,753 52,051 58,529 65,519 72,046 79,132 85,403 90,540 94,257 96,319

Operating taxes 4,078 7,502 12,812 10,509 11,035 12,293 12,458 14,035 15,544 16,894 18,484 19,866 20,964 21,715 22,064

NOPLAT 13,245 24,569 39,588 32,402 34,259 38,460 39,593 44,494 49,974 55,152 60,648 65,537 69,576 72,542 74,255

Historical Forecast

Income statement - Growth case scenario
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Appendix 13: Capitalised Operating Leases – Base Case Scenario 

 
 

 

 

 
 

 

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

Rental expense 271 338 488 645 717 751 787 822 860 889

Rental expense/Net sales 0.42% 0.31% 0.31% 0.38% 0.39% 0.36% 0.36% 0.36% 0.36% 0.36%

Asset life 10.9 10.9 10.9 10.9 10.9 10.9 10.9 10.9 10.9 10.9

Cost of debt (Kd) 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01%

Capitalised operating leases 2,774 4,005 5,294 5,885 6,167 6,462 6,750 7,061 7,295 7,295

Historical Forecast

Capitalised operating leases - Base case scenario

Operating lease interest and lease depreciation - Base case scenario

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

Capitalised operating leases 2,774 4,005 5,294 5,885 6,167 6,462 6,750 7,061 7,295 7,295

Cost of secured debt 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01%

Implicit interest expense 83 121 159 177 186 195 203 213 220 220

Rental expense 271 338 488 645 717 751 787 822 860 889

Lease depreciation 188 217 329 468 531 557 584 610 641 669

Historical Forecast
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Appendix 14: Capitalised Operating Leases – Growth Case Scenario 

 
 

 

 

 
 

 

Capitalised operating leases - Growth case scenario

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F

Rental expense 271 338 488 645 717 751 787 913 1,042 1,169 1,290 1,398 1,489 1,557 1,600

Rental expense/Net sales 0.42% 0.31% 0.31% 0.38% 0.39% 0.36% 0.36% 0.36% 0.36% 0.36% 0.36% 0.36% 0.36% 0.36% 0.36%

Asset life 10.9 10.9 10.9 10.9 10.9 10.9 10.9 10.9 10.9 10.9 10.9 10.9 10.9 10.9 10.9

Cost of debt (Kd) 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01%

Capitalised operating leases 2,774 4,005 5,294 5,885 6,167 6,462 7,496 8,553 9,597 10,585 11,475 12,220 12,783 13,128 13,128

Historical Forecast

Operating lease interest and lease depreciation

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F

Capitalised operating leases 2,774 4,005 5,294 5,885 6,167 6,462 7,496 8,553 9,597 10,585 11,475 12,220 12,783 13,128 13,128

Cost of secured debt 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01% 3.01%

Implicit interest expense 83 121 159 177 186 195 226 257 289 319 345 368 385 395 395

Rental expense 271 338 488 645 717 751 787 913 1,042 1,169 1,290 1,398 1,489 1,557 1,600

Lease depreciation 188 217 329 468 531 557 562 656 753 851 944 1,030 1,104 1,162 1,204

Historical Forecast
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Appendix 15: Free Cash Flow – Base Case Scenario 

 

 
 

 

Free cash flow - Base case scenario

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F

NOPLAT 13,245 24,569 39,588 32,402 34,259 38,460 39,564 41,030 42,663 43,684

Depreciation 958 1,622 2,672 5,797 6,863 8,528 10,117 11,053 12,014 13,060

Lease depreciation 188 188 217 329 468 531 557 584 610 641

Share-based compensation expense 879 1,168 1,740 2,253 2,863 3,252 3,408 3,560 3,724 3,847

Gross cash flow 15,269 27,547 44,217 40,781 44,453 50,772 53,647 56,227 59,011 61,232

Change in operating w orking capital -1,033 -3,608 -376 -1,136 -3,657 -744 -656 -637 -692 -518

Net capital expenditure 2,772 4,631 10,347 6,942 10,890 12,372 12,379 13,377 14,544 15,332

Decrease (increase) in capitalized operating leases 550 1,231 1,289 591 282 296 287 312 233 0

Investment in goodw ill and acquired intangibles 630 3,349 927 397 3,002 0 0 0 0 0

Decrease (increase) in net-long term operating assets -189 -173 -497 -1,915 -2,441 188 -282 -273 -297 -222

Gross investment 2,730 5,431 11,690 4,879 8,076 12,112 11,728 12,778 13,789 14,592

Free Cash Flow 12,539 22,116 32,527 35,902 36,377 38,660 41,918 43,449 45,222 46,640

Historical Forecast



Strategic Analysis and  

Valuation of Apple Inc. 

106 

Appendix 16: Free Cash Flow – Growth Case Scenario 

 

 
 

 

Free cash flow - Growth case scenario

USD million FY2010 FY2011 FY2012 FY2013 FY2014 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F

NOPLAT 13,245 24,569 39,588 32,402 34,259 38,460 39,593 44,494 49,974 55,152 60,648 65,537 69,576 72,542 74,255

Depreciation 958 1,622 2,672 5,797 6,863 8,528 10,117 11,053 13,865 17,011 19,086 21,052 22,820 24,304 25,422

Lease depreciation 188 217 329 468 531 557 562 656 753 851 944 1,030 1,104 1,162 1,204

Share-based compensation expense 879 1,168 1,740 2,253 2,863 3,252 3,408 3,954 4,511 5,062 5,583 6,052 6,445 6,742 6,924

Gross cash flow 15,269 27,577 44,328 40,920 44,516 50,798 53,680 60,157 69,104 78,075 86,261 93,672 99,946 104,750 107,805

Change in operating w orking capital -1,033 -3,608 -376 -1,136 -3,657 -744 -656 -2,885 -2,429 -2,398 -2,272 -2,043 -1,714 -1,292 -793

Net capital expenditure 2,772 4,631 10,347 6,942 10,890 12,372 12,379 17,854 21,473 22,030 23,840 25,328 26,407 27,007 27,082

Decrease (increase) in capitalized operating leases 550 1,231 1,289 591 282 296 1,034 1,057 1,044 988 889 746 562 345 0

Investment in goodw ill and acquired intangibles 630 3,349 927 397 3,002 0 0 0 0 0 0 0 0 0 0

Decrease (increase) in net-long term operating assets -189 -173 -497 -1,915 -2,441 188 -282 -984 -1,006 -994 -941 -847 -710 -535 -329

Gross investment 2,730 5,431 11,690 4,879 8,076 12,112 12,475 15,041 19,081 19,626 21,517 23,184 24,545 25,525 25,960

Free Cash Flow 12,539 22,146 32,639 36,041 36,441 38,686 41,205 45,115 50,023 58,449 64,745 70,487 75,400 79,225 81,845

ForecastHistorical
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Appendix 17: Beta Regression – Apple 

 

 
 

 

REGRESSION AAPL

Regression Statistics

Multiple R 0.465413933

R Square 0.216610129

Adjusted R Square 0.202866447

Standard Error 0.06495687

Observations 59

ANOVA

df SS MS F Significance F

Regression 1 0.066500644 0.066501 15.76071 0.000203762

Residual 57 0.240505516 0.004219

Total 58 0.30700616

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 0.016278539 0.008820188 1.8456 0.070146 -0.001383583 0.0339407 -0.00138358 0.03394066

X Variable 1 0.895753681 0.225632039 3.969976 0.000204 0.443933316 1.347574 0.443933316 1.347574047
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Appendix 18: Beta Regression – Microsoft 

 

 
 

 

REGRESSION MSFT

Regression Statistics

Multiple R 0.615390849

R Square 0.378705897

Adjusted R Square 0.367806

Standard Error 0.047848192

Observations 59

ANOVA

df SS MS F Significance F

Regression 1 0.079544609 0.079545 34.74399 2.14072E-07

Residual 57 0.130498619 0.002289

Total 58 0.210043228

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 0.000997149 0.006497081 0.153476 0.878565 -0.012013031 0.0140073 -0.01201303 0.014007329

X Variable 1 0.979672805 0.166203899 5.894403 2.14E-07 0.646855238 1.3124904 0.646855238 1.312490371
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Appendix 19: Beta Regression – Google 

 

 
 

 

REGRESSION GOOGL

Regression Statistics

Multiple R 0.575822633

R Square 0.331571705

Adjusted R Square 0.319844892

Standard Error 0.062900653

Observations 59

ANOVA

df SS MS F Significance F

Regression 1 0.111868496 0.111868 28.27467 1.82849E-06

Residual 57 0.225520052 0.003956

Total 58 0.337388547

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 0.001243382 0.008540984 0.145578 0.884768 -0.015859643 0.0183464 -0.01585964 0.018346407

X Variable 1 1.161795194 0.21848963 5.317393 1.83E-06 0.724277257 1.5993131 0.724277257 1.599313132
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Appendix 20: Beta Regression – Samsung 

 

 
 

 

REGRESSION SAMSUNG

Regression Statistics

Multiple R 0.360437613

R Square 0.129915273

Adjusted R Square 0.114650628

Standard Error 0.066124314

Observations 59

ANOVA

df SS MS F Significance F

Regression 1 0.037213103 0.037213 8.510861 0.005043096

Residual 57 0.249228221 0.004372

Total 58 0.286441324

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 0.004742448 0.00897871 0.528188 0.599419 -0.013237108 0.022722 -0.01323711 0.022722003

X Variable 1 0.670075313 0.229687234 2.917338 0.005043 0.21013456 1.1300161 0.21013456 1.130016065
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Appendix 21: Beta Regression – Lenovo 

 

 
 

 

REGRESSION LENOVO

Regression Statistics

Multiple R 0.298345308

R Square 0.089009923

Adjusted R Square 0.073027641

Standard Error 0.08760751

Observations 59

ANOVA

df SS MS F Significance F

Regression 1 0.042744704 0.042745 5.569287 0.021724908

Residual 57 0.437479325 0.007675

Total 58 0.480224029

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 0.013830316 0.011895812 1.162621 0.249828 -0.009990636 0.0376513 -0.00999064 0.037651269

X Variable 1 0.718152757 0.304310555 2.359934 0.021725 0.108781383 1.3275241 0.108781383 1.327524132
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Appendix 22: Industry-adjusted Beta 

 
 

 

 

Apple: Industry-adjusted Beta

Company Country Raw beta D/E

Unlevered 

beta

Relevered 

beta

Apple United States 0.90 6.61% 0.84 0.90

Microsoft United States 0.98 6.59% 0.92

Google United States 1.16 1.45% 1.15

Samsung South Korea 0.67 6.52% 0.63

Lenovo China 0.72 9.47% 0.66

Median 0.84

Average 0.84



Strategic Analysis and  

Valuation of Apple Inc. 

113 

Appendix 23: Contingencies 

 

 
 

 

 

Value: Contingencies

USD million FY2014

Legal proceedings

Apple vs. Samsung 930

Apple vs. VirnetX -368

Net 562

Cost of debt 4.14%

PV of Contingencies 531
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Appendix 24: Sensitivity Analysis on WACC and Terminal Growth Rate (Base Case Scenario) 

 

 

Sensitivity analysis: WACC/Terminal period growth rate (Growth case scenario)

USD/% change

195.72 4.93% 5.93% 6.93% 7.93% 8.93% 4.93% 5.93% 6.9% 7.93% 8.93%

0.40% 266.9 218.8 185.5 161.0 142.4 36.4% 11.8% -5.2% -17.7% -27.2%

0.90% 282.0 226.9 190.2 163.8 144.1 44.1% 16.0% -2.8% -16.3% -26.4%

1.40% 301.4 236.9 195.7 167.1 146.0 54.0% 21.1% - -14.6% -25.4%

1.90% 327.2 249.4 202.4 170.9 148.3 67.2% 27.4% 3.4% -12.7% -24.2%

2.40% 363.2 265.3 210.5 175.3 150.8 85.6% 35.6% 7.6% -10.4% -22.9%

WACCWACC


