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Recommendation: BUY, 8, $2,143.92

Intrinsic Value: $315.95

Investment Thesis 
We are recommending the purchase of a 3% position in Apple (AAPL) 
for the CSUF SMIF portfolio with a target price of $315.95, representing 
an undervaluation of 17.9%. We intend to fund the purchase through cash, 
allocating 3% weight into the new position. Apple is well-positioned to 
withstand the economic instability caused by the Coronavirus due to 
its $207B cash on hand. Additionally, the company demonstrates strong 
growth within its services segment pushing operating margins to increase 
by 22-28% into 2024. The wearable hardware segment has captivated 
consumers and is projected to grow with a CAGR of 41% into 2023. 
Lastly, AAPL seeks opportunity to penetrate the $3.5B health care 
industry with its Apple Watch.  Price Performance 

Highlights 

• Services segment sees 30% increase in subscriptions during 4Q 2019 versus 4Q 2018

• Fixed cost structure for Services segment allows for margin expansion of 22-28% into 2024

• Wearables segment forecasted to grow at a CAGR of 41% into 2023

• Opportunity to expand within the health care industry capitalizing on $3.5B market
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Company Overview 

Apple designs, manufactures, and sells smartphones, 
personal computers, tablets, wearables, accessories, 
and other variety of related services. Apple’s product 
portfolio includes iPhone, Mac, iPod, Apple Watch, 
Apple TV. Its portfolio of consumer and professional 
software applications include iOS, macOS, watchOS and 
tvOS operating systems, iCloud, Apple Pay and a variety 
of accessory, service and support offerings. Apple sells 
and delivers digital content and applications through the 
iTunes Store, App Store, Mac App Store, TV App Store, 
iBooks Store and Apple Music.  

The company’s reportable segments consist of the 
Americas, Europe, Greater China, Japan and Rest of Asia 
Pacific.  

Ecosystem 

Apple’s ecosystem of software and services allow users to do more with the products, incentivizing customers to 
invest further in the ecosystem. The ecosystem started with the App store when users would pay $.99 to $1.99 for 
new software designed to run on Apple devices. The company continued to build it out by changing the way products 
interacted with one another. It started with ability to use iMessage and FaceTime from an iPad, allowing for users 
to carry iPhone conversations via tablet and has evolved into launching a built-in “intelligent assistant”, Siri, 
enabling users to speak natural voice language commands to operate mobile devices and apps. Services such as 
Apple Music, iCloud, etc. keep users locked in the ecosystem for prolonged periods of time – making it cumbersome 
to switch to a different provider. 

Product and Services Performance

• iPhone net sales decreased due to lower
iPhone unit sales

• Mac increased because of higher net
sales of MacBook Air

• iPad increased from higher sales of the
iPad Pro

• Wearables, Home and Accessories
increased due to higher net sales of
AirPods and Apple Watch

• Services net sales increased from higher
sales in App Store, licensing and
AppleCare

Source: FactSet 

2019 Change 2018 Change 2017
iPhone 142,381 -14% 164,888 18% 139,337
Mac 25,740 2% 25,198 -1% 25,569
iPad 21,280 16% 18,380 -2% 18,802
Wearbles, Home and Acessories 24,482 41% 17,381 36% 12,826
Services 46,291 16% 39,748 22% 32,700

Source: Apple’s 10-k 
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Catalysts 

Growth in services segment 
Services contributed to $46B in annual revenue during fiscal 2019. It is Apple’s fastest growing segment offering 18% 
revenue growth has of 4Q 2019 ($12.5B) from the 13% in fiscal Q3. Growth was broad-based, resulting in double-digit 
revenue growth rates in all five of Apple’s geographic segments. Revenue was strong across the company’s different 
service offerings such as App Store, AppleCare, Music, cloud services and App Store search and business. Subscriptions 
have been a key driver for services, providing 450 million paid subscriptions (up from 330 million from 4Q 2018).  Most 
recently, Apple has continued to broaden segment launching Apple News+, Apple Card, and Apple Arcade. The services 
segment’s fixed cost structure allows for Apple monopolize on increasing subscription costs to expand their margins 
~22-28% into 2024. 

Growth in wearables segment 
The Wearables segment started in 2015 and has quickly transformed into 
a $20.8B business. Products within the segment consists of the Apple 
Watch and AirPods, which has seen 37% in growth during 4Q 2019 
reaching $10B in revenue. Consumer demand for AirPods remains high 
with the product continuously selling out despite production increases. 
According to IDC, global wireless earwear shipments are expected to grow 
from 139 million units in 2019 to 274 million units into 2023 at a 41% 
CAGR. Apple currently holds 50% market share in wireless headphone 
units and 71% of all wireless headphone revenue, benefitting substantially 
and contributing to revenue growth of 3-5% into 2023. 

Health Care Penetration 
Apple can capitalize on opportunities within health care with the Apple Watch. Morgan Stanley estimates that health for 
Apple will be ~$15B in sales by 2021 from the Apple Watch’s health features such as monitoring heart rate and steps. 
Apple has recruited 400,000 people in less than a year for the Apple Watch heart health study with Stanford University, 
suggesting that individuals are willing to share their medical information with Apple. The firm has signed deals with 
health insurers, such as Aetna, who are willing to pay for some portion of the Apple watch on behalf of their members. 
The company is also in the process of talks with Medicare plans to gain exposure to those over the age of 65. 

Risks

Worldwide iPhone supply temporarily constrained 

The outbreak of the Coronavirus has caused Foxconn, Apple’s iPhone manufacturer, to temporarily halt production leading to a 
shortage in iPhone and iPhone replacement parts. Foxxconn has approved to resume production in Zhengzhou, a key 
manufacturing plant in China, but only 10% of the work force has returned. This affects revenue projections for the upcoming 
quarters due to the delay in reopening facilities and an insufficient workforce causing revenues to be -2% in 2020 and steadily 
increasing to 2.5% in 2021. However, this only temporary and we believe Apple’s revenue will improve from 2022 to 2024 
growing from 4-5%.  

Declining demand in China 

Source: Motley Fool 

Source: Apple’s 10-k 

2019 2018 2017
Products 32.20% 34.30% 35.70%
Services 63.70% 60.80% 55.00%
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According to the China Academy of Information and Communications Technology (CAICT), China iPhone sales 
dropped 61% YoY selling 494,000 units in February versus the 1.3 million sold February 2019 and are potentially 
linked to the Coronavirus. Additionally, Apple has experienced a loss in market share due to premium 
smartphones losing popularity. Competitive pressures have been increasing as cheaper alternatives Vivo and 
Oppo gain popularity. However, this does not pose as a long-term risk as Apple’s management has stated the 
company is actively working towards relying less on their iPhone business, and focusing more on Services and 
Wearables. (see Appendix 7 for changes in business segment) Additionally, Service’s gross margins have been 
increasing rapidly averaging at 59.83% from 2017-2019 versus Product’s margins of 34.07%. Although demand for 
iPhones have been decreasing, the YoY margins for services offset the risk as Apple diversifies their revenue into 
more profitable segments.  

Dodson Screener

• Highest level of debt versus peers return on equity
• Second highest return on invested capital and EBIT margin

Correlation Matrix

If we look at Apple’s correlation with our current holdings below, the only correlation over 0.5 is the VONG ETF. 

To the right, we also have a correlation matric that includes all the proposed trades 
in the pipeline, but that have yet to be incorporated. Looking at this, we still see 
Apple being a positive addition to the portfolio with low correlation to most of the  
stocks being proposed. 

Return Return on Dividends Price to Price Enterprise
Company Current Quick LT Debt/ Total Debt/ on Invested EBIT per Share Earnings to Sales PEG Value/
Name Ratio Ratio Equity EBITDA Equity Capital Margin 1 Yr Growth Actual Actual Ratio EBITDA
Apple 1.60 1.56 112.00 1.43 55.47 28.71 24.51 7.80 18.11 3.82 1.52 13.28
HP 0.73 0.53 - 1.00 - 99.46 7.01 13.61 6.92 0.35 0.43 4.43
Samsung Electronics 2.89 2.47 1.24 0.32 8.69 8.62 12.05 -5.63 13.40 1.25 5.88 3.48
Alphabet 3.37 3.35 7.33 0.10 18.12 17.26 21.98 - 21.72 4.60 1.26 13.37
Microsoft 2.80 2.77 71.58 1.28 43.83 24.53 36.66 10.23 23.91 7.88 1.67 16.30
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Valuation 

Base Case: 

For our base case, we believe Apple to decline in revenue for 2020 due to the outbreak of Coronavirus disrupting the 
supply chain; however, we expect revenues to increase going forward as the AAPL recovers and continues to build upon 
their Services and Wearables segment. 
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Best Case: 

Our base case is contingent on a Coronavirus vaccine being discovered within this year. This will dampen the decrease in 
iPhone sales compared to our base case scenario. Additionally, we believe Apple will increase sales in Services and 
Wearables deriving to a share price of $373.38. 

Worst Case: 

In the worst-case scenario a vaccine is not discovered, and the Coronavirus wreaks havoc leading to a possibility of an 
economic slowdown. This causes all of Apple’s segments to decrease drastically except for their Services segment 
deriving to a share price of $212.02. 
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 Disclosure
This report is provided for information only and is not an offer or a solicitation to deal in securities or to 
enter into any legal relations, nor an advice or a recommendation with respect to such securities. This 
report is prepared for general circulation. It does not have regard to the specific investment objectives, 
financial situation and the particular needs of any recipient hereof. You should independently evaluate 
particular investments and consult an independent financial adviser before dealing in any securities 
mentioned in this report.  

The information or views in the report (“Information”) has been obtained or derived from sources 
believed by SMIF to be reliable. However, SMIF makes no representation as to the accuracy or 
completeness of such sources or the Information and SMIF accepts no liability whatsoever for any loss 
or damage arising from the use of or reliance on the Information.  SMIF and its connected persons may 
have issued other reports expressing views different from the Information and all views expressed in all 
reports of SMIF and its connected persons are subject to change without notice. SMIF reserves the right 
to act upon or use the Information at any time, including before its publication herein.   

Except as otherwise indicated below, (1) SMIF, its connected persons and its officers and 
representatives may, to the extent permitted by law, transact with, perform or provide broking, 
underwriting, corporate finance-related or other services for or solicit business from, the subject 
corporation(s) referred to in this report; (2) SMIF, its connected persons and its officers and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or 
other services for or solicit business from, other persons in respect of dealings in the securities referred 
to in this report or other investments related thereto; and (3) the officers, employees and representatives 
of SMIF may also serve on the board of directors. (All of the foregoing is hereafter referred to as the 
“Subject Business”.)  

However, as of the date of this report, neither SMIF nor its representative(s) who produced this report 
(each a “research analyst”), has any proprietary position or material interest in, and SMIF does not 
make any market in, the securities which are recommended in this report.  

Each research analyst of SMIF who produced this report hereby certifies that (1) the views expressed in 
this report accurately reflect his/her personal views about all of the subject corporation(s) and securities 
in this report; (2) the report was produced independently by him/her/them; (3) he/she/they does not 
carry out, whether for himself/herself/their self or on behalf of SMIF or any other person, any of the 
Subject Business involving any of the subject corporation(s) or securities referred to in this report; and 
(4) he/she/they has not received and will not receive any compensation that is directly or indirectly
related or linked to the recommendations or views expressed in this report or to any sales, trading,
dealing or corporate finance advisory services or transaction in respect of the securities in this report.
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Appendix 
Appendix 1: WACC Calculation 

Appendix 2: SWOT ANALYSIS 

Appendix 3: Income Statement 

Appendix 4: Balance Sheet 

2019 2018 2017 2016 2015
Sales 267,317 259,968 265,809 228,572 214,226

Cost of Goods Sold (COGS) incl. D&A 166,383 162,264 163,826 141,702 131,506
Gross Income 100,934 97,704 101,983 86,870 82,720

SG&A Expense 35,425 34,462 30,941 26,842 24,239
EBIT (Operating Income) 65,509 63,242 71,042 60,028 58,481

Nonoperating Income - Net 5,711 6,071 5,101 6,384 3,799
Interest Expense 3,471 3,576 3,240 2,323 1,456
Unusual Expense - Net - - - - -548 -
Income Taxes 10,222 10,481 13,372 15,738 15,685

Consolidated Net Income 57,527 55,256 59,531 48,351 45,687
Net Income 57,527 55,256 59,531 48,351 45,687
All figures in millions of U.S. Dollar except per share items.

Source: MarketLine 

2019 2018 2017 2016 2015
Assets

Cash & Short-Term Investments 100,580 66,301 74,181 67,155 41,601
Short-Term Receivables 45,804 48,995 35,673 29,299 30,343
Inventories 4,106 3,956 4,855 2,132 2,349
Other Current Assets 12,329 12,087 13,936 8,283 15,085
Total Current Assets 162,819 131,339 128,645 106,869 89,378
Net Property, Plant & Equipment 37,378 41,304 33,783 27,010 22,471
Total Investments and Advances 106,698 170,799 194,714 170,430 164,065
Intangible Assets - - 8,015 8,620 9,009
Other Assets 31,621 22,283 10,162 8,757 5,556
Total Assets 338,516 365,725 375,319 321,686 290,479

Liabilities & Shareholders' Equity
ST Debt & Curr. Portion LT Debt 16,240 20,748 18,473 11,605 10,999
Accounts Payable 46,236 55,888 49,049 37,294 35,490
Other Current Liabilities 43,242 40,230 33,292 30,107 34,121
Total Current Liabilities 105,718 116,866 100,814 79,006 80,610

L T  D bt 91 807 93 735 97 207 75 427 53 463
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Appendix 5: Statement of Cash Flows 

Appendix 6: Business Segment Breakdown YoY 

Appendix 7: Revenue Exposure 

2019 2018 2017 2016 2015
Operating Activities

Net Income / Starting Line 57,527 55,256 59,531 48,351 45,687
Depreciation, Depletion & Amortization 11,968 12,547 10,903 10,157 10,505
Deferred Taxes & Investment Tax Credit -742 -340 -32,590 5,966 4,938
Other Funds 5,479 5,416 4,896 4,674 4,210
Funds from Operations 74,232 72,879 42,740 69,148 65,340
Changes in Working Capital -1,015 -3,488 34,694 -5,550 484
Net Operating Cash Flow 73,217 69,391 77,434 63,598 65,824

Investing Activities
Capital Expenditures -9,247 -10,495 -13,313 -12,795 -13,548
Net Assets from Acquisitions -1,415 -624 -721 -329 -297
Purchase/Sale of Investments 38,198 58,093 30,845 -33,147 -30,634
Other Funds -1,152 -1,078 -745 -175 -1,498
Net Investing Cash Flow 26,384 45,896 16,066 -46,446 -45,977

Financing Activities
Cash Dividends Paid -14,090 -14,119 -13,712 -12,769 -12,150
Change in Capital Stock -78,024 -66,116 -72,069 -32,345 -29,227
Issuance/Reduction of Debt, Net -7,594 -7,819 432 29,014 22,057
Other Funds -2,999 -2,922 -2,527 -1,247 -1,163
Net Financing Cash Flow -102,707 -90,976 -87,876 -17,347 -20,483

Net Change in Cash -3,106 24,311 5,624 -195 -636

Free Cash Flow 63,970 58,896 64,121 51,147 53,090
Free Cash Flow per Share 14 13 13 10 10
Free Cash Flow Yield (%) 4.96 5.79 5.68 6.32 8.56

All figures in millions of U.S. Dollar except per share items.

Source: FactSet 

Source: FactSet 
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Appendix 8: Apple’s Cash Position 
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