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5-Year Performance 

Source: Bloomberg 

Increasing dividend and share repurchase program 

Apple’s board has authorized a 15% increase in dividends and a $60 billion share repurchase program, increased 
from the $10 billion announced last year. 

New products in 2013 and 2014 and more high capex 

The new products include wearable technology, specifically a watch, and a ‘grand vision’ for a product in the televi-
sion sector.  The company is also continuing its high capex to invest in manufacturing equipment and servers. 

Current P/E is a fraction of industry average 

The electronics industry (3,108 companies) is trading at an average P/E of 20.49x, while  Apple  is trading at 9.93x.  
Even with slow growth, their price has room to increase. 

Changing consumer sentiment towards Apple smartphones 

The iPhone, Apple’s flagship product, lost ground to Samsung and Google on the American consumer satisfaction 
index for cellular phones.  Although the iPhone still has the highest rating, its score fell from last year while Samsung 
and Google gained. 
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Target Price $550 

Current Price $449.73 

DCF (2 stage) $737.75 

Relative Valuation $497.85 

52 Week Range $387.96-$702.91 

Market cap $397.9 B 

Shares outstanding 939.06 M 

Est. CAGR (5 yr) 9% 

Two year beta .863 

Price/Earnings 9.93 

Price/Book 3.02 

Debt Ratio 4.1% 

Technology — Computers BUY 

Investment Thesis 

Samsung continues to increase market share 

Data on global smartphone shipments shows that Apple’s market share decreased from 23% in Q4 2012 to 17% in 
Q1 2013, while Samsung increased from 29% to 33%.. 

Record debt issue 

The company made a record debt issue of $17 billion with plans to use the capital for their share repurchase pro-
gram and increased dividend. 

U.S. Government questioning Irish tax efficiencies 

The company has been shown to have avoided around $12.5 billion in federal taxes using tax efficiencies found in  
Ireland. 
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Company Overview 
Apple is a manufacturer , marketer, and retailer of a broad range of consumer electronics devices including 
mobile communication, personal computers, and digital music players; the company also supports these 
devices with software, customer service, peripherals, and third party software applications.  The portfolio 
of products includes the iPhone, iPad, Mac, iPod, Apple TV, and their supporting software includes the iOS 
and OSX operating systems,  the iCloud, iTunes (including the iTunes store and App Store), and the 
iBookstore.  The company also sells third party applications for their products in partnership with develop-
ers. 
 
The company sells around the globe through its online store, its retail stores, direct sales, third party cellu-
lar network carriers, wholesalers, and retailers.  There are five segments in which Apple operates; the seg-
ments are classified as Americas, Europe, Japan, Asia-Pacific, and retail.  The Americas include North and 
South America, Europe contains European countries, the Middle East, and Africa, and the Asia Pacific seg-
ment includes Australia and Asia (excluding Japan which is classified on its own).  Apple sells to consumers, 
small and mid-size businesses, education, enterprise, and government customers. 
 
The Retail segment operates branded stores in 13 countries.  As at March 20, 2013 there were 395 Apple 
stores across the globe.  In addition to aforementioned segments, the company also provides hardware and 
software products and solutions for customers in the information technology and scientific markets.  
 
Apple’s innovative products and marketing strategy have had a dramatic effect on the consumer electron-
ics industry, but with increased competition from rapidly growing manufacturers  Apple is beginning to 
lose market share for the first time since their explosive growth began with the introduction of the iPhone. 

Sector Outlook 
The Information Technology sector covers the areas of Technology Software and Services 
(including companies that develop software in various fields such as the Internet, applications, 
systems, enterprise resource planning systems, database management and home entertain-
ment, and companies that provide information technology consulting and services).  data pro-
cessing and outsourced services, Technology Hardware & Equipment (including manufactur-
ers and distributors of communications equipment, computers & peripherals, nanotechnology, 
consumer electronics and related instruments), and Semiconductors & Semiconductor Equip-
ment Manufacturers.. 
 
The sector has underperformed both the NASDAQ and the S&P500 in the past 52 weeks, partly 
due to the influence of a few large companies on the exchanges.  Fourteen of the twenty largest 

Figure 1: Revenue by Product Segment Figure 2: Revenue by Geographic Region 

Source: Bloomberg, Student Estimates Source: Bloomberg, Student Estimates 

0

50,000

100,000

150,000

200,000

2
0

1
0

2
0

1
1

2
0

1
2

20
13

E

20
14

E

20
15

E

20
16

E

20
17

E

C
V

M
ill

io
n

s 
($

)

iPhone Mac iPad Other

0

20,000

40,000

60,000

80,000

100,000

120,000
2

0
1

0

2
0

1
1

2
0

1
2

2
0

1
3

E

2
0

1
4

E

2
0

1
5

E

2
0

1
6

E

2
0

1
7

E

C
V

M
il

li
o

n
s 

($
)

Americas Europe Japan Asia Pacific



The Fund @ Sprott | Equity Research 

Page 3 

tech companies are based in the U.S..  Competition has intensified as a handful of companies are 
fighting hard for market share across the globe, and competition from overseas is catching up to 
giants like Apple.  Revenues of the largest companies will be eroded by growing competitors.  Look-
ing at mobile devices specifically, the majority of future growth is likely to come from emerging mar-
kets where American companies are competing with South Korean and Chinese tech companies. 
 
There is a large amount of growth potential in the sector due to its general nature; these companies 
will create innovative products and services that  have not yet been seen by consumers.  There is 
also the possibility that since concerns surrounding the fiscal cliff have passed, companies may be in 
a position where they have high retained earnings and the budget to spend on their outdated  enter-
prise tech systems.  The increasing costs of labor in emerging markets may increase demand for 
automation and sophisticated software systems, which will benefit the sector. 
 
The growth of cloud based software services, and the intensifying competition for hardware domi-
nance will make it difficult for companies to maintain high profit margins., and as the domestic mar-
kets become saturated companies will need to look for new revenue streams.. 
 
Mobile internet has made a large push and leaves room for further innovation and growth, while the 
issue of personal data protection becomes a large concern considering the amount that it is shared 
and stored on devices and in the cloud. 

Industry Dynamics 
The Information technology industry represents the sum of electronics used by the everyday 
consumer (including televisions, laptops, tablets, and smartphones); customers for the indus-
try include the general public, and businesses and governments around the world. The prod-
ucts and services are integrated with everyday life, the workplace, the home and in the car. 
The industry can be segmented into the Entertainment sector, the Productivity sector, and the 
Communications sector. The innovation in the industry comes from mobile internet, fast paced 
living, and growing competition for market share.  
 
The key macroeconomic drivers in the industry are made up of global Corporate and Govern-
ment spending, and Consumer spending. Consumer spending is broken down into two more 
defined sub sections that represent US personal expenditure and Chinese disposable income.  
 
The suppliers consist of many high-tech firms carrying computers and smartphones as the two 
devices share technology and software. Companies in this industry must invest a significant 
amount in research and development to stay competitive. Product prices usually hinge on the 
overall R&D investment that a company has taken in and hopes to recoup as opposed to prod-

Figure 4: 52 week Performance—Vanguard Tech ETF, NASDAQ, S&P500, iShares S&P Tech ETF 

Source: Google Finance 
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ucts in other industries that vastly rely on the costs of their commodity 
inputs.  
 
Supply in the industry is usually only affected when inventory levels 
dwindle or the producers of key manufacturers are hit with an extenuat-
ing circumstance that causes their production to slow down. Some of 
these instances include natural disasters, employee strikes, and sponta-
neous government decisions.  
 
The demand side of the industry is driven by the wants and needs of 
consumers and what compliments their daily lives. Smartphones and 
tablets are still growing, but companies will soon need to develop new 
products ion order to get ahead of competitors.  
 

Competitive Positioning 

 
Google 
Google dominates the internet search market with over 66% of the market share.  Their current market cap is $289 billion.  On May 
22, 2012 Google purchased Motorola Mobility in an effort to further spread the use of their Android operating system while being 
able to fully integrate hardware and software.  Android has a huge piece of the market as it can be used on devices from other manu-
facturers, whereas Apple’s products tend to be captive.  
 
Microsoft 
Microsoft is the creator of the Windows platform which is used by 83.03% of computer market.  Microsoft has also greatly expanded 
their tablet offering while going through a large rebranding process.  The use of Windows is has spread to computers and tablets, but 
also to smartphones.  Microsoft has created a strategic partnership with Nokia to produce smartphones that will “create a mobile 
ecosystem with global reach and scale.”  The production of smartphones, tablets and computer makes Microsoft on of Apple’s most 
direct competitors.  Their market cap is $291 billion. 

Figure 6: Competitor Performance (52 week) 

Figure 5: US Personal Consumption (Billions) 

Source: Bureau of Economic Analysis 
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Blackberry 
Blackberry is a company that used to be dominant in the mobile device sector, but recently came into some problems.  Blackberry has 
come out with two new phones recently, and both have been well received.  Their flagship product will soon arrive in the U.S. which 
could prove to be a game changer for the company and the industry.  The companies relatively small market cap ($7.3 billion) does 
not mean the company should be discounted.  They have potential to be a sleeping giant in the evolving tech world.  
 
Samsung 
Samsung has emerged as Apple’s most fierce competitor.  The company has gone through an intense rebranding and is now consid-
ered by consumers to be one of the top electronics producing brands.  Their mobile phones, laptops, and tablets have eroded Apple’s 
market share by targeting multiple segments, not just the high end.  Their phones run on Google’s Android system, making them far 
more versatile than the captive iOS iPhone.  Their market cap is  $191.49 billion. 
 
These four competitors have been chosen as they share qualities with Apple in products developed, target markets, and growth po-
tential compared to some of the other companies in the consumer electronics industry.  
 

Figure 7: Market Share by OS (Q1 2013 shipments) Figure 8: Tablet Market Share 

Source: IDC Source: IDC 

Position and Strategy 
The company covers four main bases in its business strategy.  They control more aspects of their product 
development, distribution, sales, marketing, usage and service than any other technology manufacturer; they 
have their own stores, a proprietary software platform and a cloud based software ecosystem.  Through their 
after sales service they are able to maintain brand standards for the way that their brand is positioned in any 
context.  As a result, they reduce a large amount of potential for a negative customer experience, although 
counterfeit products still pose a risk..  
 
The company is heavily focused on the high end market and as part of their strategy they make sure they are 
not producing too many of their products or compromising on the quality in any way. The focus is what has 
helped them to build the cult like following that Apple’s consumers have.  This focus on the premium market 
could prove to be a downfall as companies like Samsung deliver lower cost products with high perceived 
value. 
 
The company is well known for controlling their communications and dictating what their partners are al-
lowed to say publicly about working with them. More so, they try to complete each element of their product 
or sales and distribution internally rather than having to partner with anyone. While many organizations see 
partnership as an opportunity, Apple uses it as a last resort when they have no other options as they don’t 
want to give up even the slightest bit of control over their product development. 
 
Apple is notorious for their attention to detail and perfection.  The iPhone 5 saw some short supply after its 
release due in part to the manufacturing imperfections that Apple would not allow on the shelf.  With such 
high levels of capex it is possible that Apple is poised to begin taking more control of their own manufactur-
ing. 
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Growth Outlook 
Apple has shown shrinking margins and slowing growth due to intensifying competition and a lack of new products in 
2013.  With major competitors such as Samsung quickly moving to take market share, Apple will need to bring back the 
innovation that spurred their rapid expansion, but without Steve Jobs this could prove to be difficult.  Rumored new 
products include the iWatch wearable technology and something in the television sector, but the company keeps new 
products a secret until they are ready. 
 
The company’s growth in the Europe has been especially hindered by Samsung.  The European market accounts for 
about a quarter of Apple’s annual sales, and they are not gaining market share in this region.  Apple has stated that they 
will spend about $10 billion in capital expenditure in 2013, and although this is a sign of growth, Apple’s capex pales in 
comparison to that of Samsung.   With this large amount of capital investment, Samsung could be positioned to over-
take Apple in both corporate ability and product technology. 
 
The strong brand loyalty that has been an important factor in Apple’s success has  also faltered; this is another category 
where Samsung appears.  In  a consumer survey of 39,000 Americans it was determined that Samsung has overtaken 
Apple in consumer loyalty in smartphones, while they are tied for this title in laptops.  Verizon sold 6.2 million iPhones 
in Q4 2012, but about half of these were the iPhone 5.  This could be further indication that the company is losing some 
of the brand appeal that contributed to their previous explosive growth. 
 
The iPhone is currently the company’s main source of growth, but competition from Google’s Motorola and Windows’ 
strategic partnership with Nokia could be major factors in the growth of the iPhone as both Motorola and Nokia are 
sleeping giants in the mobile phone industry. 

Figure 10: European Market Share 

Source: comScore 

Major Risks 
Taxation has been a hot issue not just for Apple, but for other large American companies with offshore operations.  The U.S. Senate sub-
committee released a report claiming that the company has avoided paying at least $12.5 billion in U.S. federal taxes since 2011 using 
tax efficiencies found by holding some operations in Ireland.  If the federal government were to reform tax laws to close this loophole 
there would be a large effect on the company’s profits. 
 
Supply and pricing risk is a great concern as some essential components are only available from single or limited sources.  There is po-
tential for industry wide shortages and commodity pricing fluctuations.  Although the company is able to enter into supply agreements 
to reduce these risks, there is the possibility that contracts can not be renewed.  Some of the rare components include rare earth ele-
ments, of which China controls 95% of the worlds mining and refining; this adds political risk to the aforementioned risks in the supply 
chain. 
 
Intellectual property risks will become relevant as competition intensifies.  One of the company’s major competitive advantages has 
been its technology and, as we have already seen with Samsung, this technology can be roughly replicated and improved upon to create 
fiercely competitive products.  A situation like the one with Samsung  ends up being a court decision, which can result in favor of either 
party. 

Growth & Risk Analysis 

Figure 11: CapEx—Samsung vs. apple 

Source: Asymco 

Figure 9: Consumer Loyalty 

Source: Brand Keys 
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Income Statement 
With an expected revenue increase of approximately 9%, or $14 billion, there is a significant 
drop in annual growth compared to previous years.  As the tablet market sees increasing com-
petition from Microsoft and Samsung, and the iPhone sees increasing competition from 
Google, Nokia, and Samsung, the company’s two main growth sources are expected be damp-
ened.  The rumored new products could produce explosive growth, but they are not something 
to count on. 
   
The company increased their R&D spending by 33% in Q1 2013 compared to the previous 
year, which could indicate that they know new products will be key to remain competitive.  
Operating margins will decrease due to necessary R&D increases and increased competition 
for market share.   
 
Profit margins are expected to decrease slightly, with the possibility of a major decrease in the 
event that the U.S. Federal government reforms their tax laws. 

Figure 12: Income Statement Forecast 

Balance Sheet 
Apple’s debt is rated AA+ by Standard and Poors, They recently made the largest 
debt issue in history at $17 billion over six tranches.  Their longest term debt is at 
3.85% and is due in 2043.  Cash and equivalents are expected to increase by 
roughly 38% for 2013 due to the debt issue,  The massive cash reserves in Ireland 
will likely remain there as long as U.S. tax laws remain the way that they are., but 
with an increasing dividend and share repurchase program, the company is trying 
its best to return capital to shareholders. 
 
Assets will continue to increase as the company’s capital expenditure continues at 
an estimated $10 billion per year. 
 
 
 

Financial Statement Analysis 

Source: Bloomberg,  Student Estimates 

Figure 14: Balance Sheet Forecast 

Source: Bloomberg, Student Estimates 

Source: Asymco 

Figure 13: Apple Capex and assets 
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Cash Flow Statement 
Net income is expected to decrease in 2013 over 2012 due to slowing revenue growth.  In-
creased share redemptions and dividends will reduce cash on hand. 
 
Capital expenditures are expected to remain at $10 billion as the company continues its global 
expansion and product development, but the purchase of manufacturing equipment and serv-
ers to host their ever growing data needs are the largest expenditures.  Apple will also contin-
ue to increase their purchase of securities as they have consistently done on a year-to-year 
basis in the past. 
 
Cash from financing has increased slightly due to the debt issue, but much of that will be ab-
sorbed by the $60 million in share repurchases authorized to occur by 2015.  The addition of 
debt came at a time when interest rates are low and the cost of equity has the potential to in-
crease as investors see more volatility than usual in the stock price.  The cash from Irish oper-
ations is also difficult to access due to taxation, and debt is a less costly alternative. 

 

Figure 15: Cash Flow Forecast 

Source: Bloomberg, Student Estimates 

Valuation 
Discounted Cash Flow 
The DCF valuation was done based on  Bloomberg’s estimates for revenue growth over the next five years.  The CAGR is 9%.  
This valuation may be somewhat bullish as the market is changing and Apple may lose a portion of their share.  When the val-
uation was completed using a 6% revenue growth rate, a share value of $598.25 was produced.  Interestingly, setting the 
growth rate to inflation (2%) yields a price of  $443.23; at this price the stock is only overvalued by 1.5%.  If the cost of equity 
were to increase to 11.07%, the share price would be  $483.9, still a higher value than the current price. 
 
The target price that has been set reflects a 5% growth rate, which is highly conservative, but still shows the stock to be un-
dervalued. 
 
 Figure 16: DCF Calculation 
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Relative Valuation 
The companies chosen for the relative valuation of Apple were chosen to reflect companies with similar functions to 
Apple.  The companies are all tech firms, some of them sell hardware, software, and services, some of them sell a mix of 
these elements.  These companies are direct competitors in multiple markets, and therefore they should reflect their 
similarities in their ratios.  Blackberry was excluded from the relative valuation because although they are direct com-
petitors they are in an unstable state.  The average P/E of this group was 17.17x in 2012, which is close to the industry 
average of 20.04x.  Based on the past P/E valuation, it was determined that  Apple’s share price should be  $497.85. 
 
Since Apple recently took on some debt, the EV/EBITDA was also examined and yielded a share price of $476.96 based 
on Apple’s past performance.  In the end it was decided to use a weighted average of the two multiple to arrive at an 
appropriate share price from the relative valuation.  75% weight was given to P/E and the remainder to EV/EBITDA 
due to the fact that although debt has been added, the company is not likely to be liquidated or acquired in the near 
future.  
 
When we look at the possibility of the multiples moving toward the peer group average, the valuation jumps up quite 
high.  Toshiba and Google are both somewhat outliers and bring the average up, so the final weighted price was taken 
at a P/E of 11.1x and an EV/EBITDA of 9.06x  to reflect the gloomy growth prospects for Apple, but also their dominant 
position in the industry and the likelihood that they will get back on par with their peers.  The final price established 
was $518.11. 
 

Figure 17: Relative Valuation Table 

Figure 18: Assuming Forward Multiple moves toward peers 
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The target price has been set based on a weighted average of three DCF scenarios and a relative 
valuation model.  The probabilities of each scenario are based on the qualitative analysis through-
out this report and reflect the competitive and economic future prospects that Apple seems most 
likely to see.  The final target price has been discounted slightly beyond this price due to the cur-
rent problems that the company has faced with legal and tax issues.  The final target price is 
$550. 
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Appendix A  
Pro-forma Financial Statements 

Figure A1: Income Statement 
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Figure A2: Common Size Income Statement 
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Figure A3: Balance Sheet 
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Figure A4: Common Size Balance Sheet 
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Figure A5: Cash Flow Statement 
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Figure A6: American Customer Satisfaction Index 


