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Disclaimer
Ø The presentation, the materials contained herein, and the views expressed herein (the “Presentation”) are
for discussion and general informational purposes only. This presentation and the information contained
herein is not a recommendation or solicitation to buy or sell any securities.
Ø The opinions and projections within this presentation are not those of Apple Inc. and have not been
authorized, sponsored, or otherwise approved by Apple Inc.
Ø While the information presented herein is believed to be reliable, no representation or warranty is made
concerning the accuracy of any data presented, the information or views contained herein, nor concerning
any forward-looking statements.
Ø Direk Khanijou has an economic interest in the price movement of the securities discussed in this
presentation, but his economic interest is subject to change without notice.

Overview
Ø Annual revenues of $265 bn
Ø Net Income of $60 bn
Ø Market capitalization of $803 bn

Ticker:
“AAPL”
Stock price:
$170
Div. yield:
1.71%

Ø Net-cash position of $130 bn
Ø Sold 300 million hardware devices in 2018
Ø Best-in-class 1.4 billion active installed base of devices
Ø 506 Apple Stores in 22 countries
Ø Great management team led by CEO Tim Cook

Situation Analysis
Shares are down over 25% over the last 6 months despite meaningful
business progress
From 20/Feb/2018 - Current

1/Nov/18: Apple announces
its intention to stop disclosing
unit sales of iPhones, iPads
and Macs

12/Sept/18: Apple releases
iPhone XS, iPhone XS max,
iPhone XR and Apple Watch
Series 4

2/Jan/19: Tim Cook releases
letter to investors and
reduces Q1’19 revenue
guidance due to slowdown in
iPhone sales in Greater China

29/Jan/19: Apple reports
strong Q1 2019 results

Apple is Misunderstood
Mr. Market values Apple as a typical hardware manufacturer whose margins are
destined to erode
But Apple is a computer company that got into the music business, then phones,
then tablets and now software
”Apple doesn’t innovate”
The Apple Watch didn’t exist until 2015, and today it is the largest watch maker in
the world. Apple overtook Rolex which was founded in 1905
Apple’s revenue is more predictable than people think. A growing % is coming
from its high-margin, recurring Services business

“The reports of my death have been greatly exaggerated.”
- Mark Twain
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Business Overview
5 key reportable segments
1. iPhone
2. iPad
3. Mac
4. Services
•
•
•
•
•
•

5.

App Store
iTunes
iCloud
Apple Music
Apple Pay
Apple Care

Other Products
•
•
•
•
•

Apple Watch
AirPods
Homepod
Beats
Apple TV

Net Sales by Product
Apple’s Net Sales by Products ($ billions)

Ø The iPhone is still Apple’s bread
and butter and represents about
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63% of total revenues
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Ø In 2018, Apple sold 217 million
iPhones
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Ø As users upgrade to the iPhone
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XS and XS max, which retails for
>$1,000, the average selling price
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of an iPhone could exceed $800
Ø Wearables (Apple Watch and
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AirPods) is in the very early
-
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is already 50% more than the
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Services
Ø The glue of Apple’s incredibly “sticky” ecosystem

Services Revenue ($ billons)
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Ø Revenue diversified across entertainment, health,
lifestyle and fitness
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Ø Growth in Apple’s active installed base of devices
is fueling its fast-growing Services business
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Ø Services is a phenomenal business – recurring,
growing and high margin

2018
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(Target)

Products gross margin = 34%
Services gross margin = 63%
Faster growth in higher margin Services business = stickier gross margins

Ø Milestones
ü Over 360 million paid subscriptions
ü On track for 500 million paid subscriptions
by 2020
ü Added 120 million paid subscriptions from a
year ago (Netflix has a TOTAL of 139 million
paying memberships)
ü 50 million paid Apple Music subscribers
(Spotify has 96 million paid subscribers)
ü % of users paying for at least one service
growing strongly

Unlocking Shareholder Value

The National Bank of Cupertino
ØApple has $130 bn in net cash
ØApple’s stated goal is to reach a “net cash neutral” position over time
ØOver the past 5 years, Apple generated $290 bn in free cash flow
ØApple has a very high class problem…it makes too much money

Apple’s Capital Return Program

Since announcing its capital return program in 2012, Apple has repurchased $247 bn of its own shares

Large On-Going Share Repurchases
In millions ($)

2019

Shares outstanding before repurchase

2020
4,773

2021
4,773

4,773

Ø Conservative Assumptions
• Zero growth in free cash flow

Repurchases
Avg. repurchase price/share
Shares repurchased
% outstanding shares repurchased

Pro forma free cash flow

$65,000

$65,000

$65,000

$175

$185

$195

371

378

385

7.8%

7.9%

8.1%

$64,000

$64,000

$64,000

Pro forma shares outstanding

4,402

4,023

3,639

Pro forma FCF/share

$14.5

$15.9

$17.6

Lower share count drives accelerated FCF/share growth
FCF/share multiple

15x

15x

15x

Implied share price

$218

$239

$264

Plus: Dividend of $2.92/year

$2.92

$5.84

$8.76

Total $ received per share

$221

$244

$273

Upside from $170/share

30%

44%

60%

• Zero growth in dividend
• Only $65 bn per year on share
repurchases (in 2018 Apple spent
$73 bn on share repurchases)

FCF/share could accelerate even
further since Apple plans to
bring their net cash position to
$0
As long as the cash flows are
there, Apple won’t be changing
hands at $170/share by 2021

One more thing…

Summary Investment Thesis
The Apple brand is iconic, globally recognized and travels well
Virtually impossible to replicate the Apple Store footprint
Apple’s Services business is a hidden gem
Recent slowdown in China is fixable with remedial actions underway
Rare opportunity to own one of the world’s best businesses at a discount
Apple is cheap
Ø Trading at 10.5x free cash flow, ex-cash
Ø Total share repurchase and dividend yield of 11%

