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Apple Inc.: An Application of Financial Analysis, 2003-2018

Quality is much better than quantity. One home run is much better than two donbles.
—Steve Jobs, 1955-2011

As of 2018, Apple Inc. had been one of the best-known companies in the world for over four decades,
unarguably reaching iconic status. Steve Jobs, Apple’s deceased cofounder and CEO, was widely regarded as
one of the elite group of visionaries whose ideas and products significantly changed the world. Since its launch
in a garage in 1976, with handmade personal computers as its first product offering, the company had adapted
and innovated, staying true to creating unique, high-quality electronic devices that carried mass appeal. Over
the years, Apple had transformed from primarily a computer-manufacturing company to the undisputed leader
in diversified consumer electronics and media. Unparalleled financial performance along almost every metric
followed. Since 2003, total sales had increased over 20 times. Profit margins more than doubled. And in
September 2018, Apple’s market capitalization topped $1 trillion, the first time a US publicly traded company
reached that mark.

A Brief Historyt

Many key events in Apple’s history defined its path to success. Below are listed just a few corporate
milestones that chart its progression:
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e Apple Computer founded by Steve Jobs, Steve Wozniak, and Ronald Wayne in Jobs’s garage. Wayne
later exited, cashing in his stake for $800.

e The first product, the Apple I, retailed at a price of $666.66. The next-generation Apple II was later
launched, among the first computer models to utilize the floppy disk storage drive.

e During a visit to the Xerox PARC research center, Jobs saw an interface that used boxes, windows,
and virtual folders as graphics. He immediately changed the company’s focus to the now-ubiquitous
graphical user interface (GUI).

I “Apple Timeline: The Key Milestones in the Companys 40-Year History,” Irish  Examiner, March 31, 2016,
https://www.irishexaminer.com/breakingnews/business/apple-timeline-the-key-milestones-in-the-companys-40-year-history-727552.html ~ (accessed

Dec. 17, 2018).
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1984-85

e Apple launched the Macintosh. This marked the beginning of Apple’s direct competition with
established mainstream manufacturers (i.e., IBM).

e Jobs and then-CEO John Sculley had strategic disagreements, with the Apple board later siding with
Sculley and relieving Jobs of his responsibilities. Jobs resigned and created a competing computer and
software company, NeXT.
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e  After a series of expensive product missteps, including the Newton tablet, Sculley was removed as
chief executive and replaced by Michael Spindler, who was later replaced by Gil Amelio. Amelio cut
costs and staff, and Apple eventually bought NeXT, desiring its computer operating system.

e Jobs returned to Apple, and his first major initiative upon return was the iMac. This desktop computer
model began the second era of innovation at the company.

2001-07

e The iPod was launched, enabling users to carry a massive library of songs in their back pockets. The
iTunes Store soon followed, beginning the age of digital media downloads.

e Apple Computer changed its name to Apple Inc., and Jobs unveiled the company’s first smart mobile
device, the iPhone.

2010-17

e Jobs unveiled the iPad, leading to unprecedented and immediate growth in tablet use by consumers.
Many competitors subsequently entered the market.

e In 2011, Jobs took an indefinite leave of absence. Tim Cook assumed the role of CEO. In October,
Jobs died of pancreatic cancer.

e Apple announced its first wearable device, the Apple Watch. The product went on sale in 2015.

e Apple reported record annual profits of $59.5 billion. On October 3, the company’s market
capitalization briefly topped $1.1 trillion.

Apple’s Financial Performance as Reflected in Its Financial Statements?

The purpose of financial accounting is to convey information useful in assessing the financial position and
performance of a company. Implied in this objective is that the financial statements serve as a scorecard for
investors, and the success of a company in meeting its strategic objectives should be reflected in those financial
statements. The exhibits that follow provide a longitudinal view of Apple over the years 2003 to 2018. The
financial statements and other data are as presented by the company in its annual filings with the US Securities
and Exchange Commission (SEC). The exhibits presented are:

2 Apple Inc. SEC Form 10-K filings and annual reports, 2003—18.
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Exhibit 1: Company Background, Fiscal Years 2018, 2008, and 20033
Exhibit 2:  Stock Price Performance, November 2003—November 2018
Exhibit 3: Balance Sheets

Exhibit 4: Income Statements and Statements of Retained Earnings
Exhibit 5:  Statements of Cash Flow

Exhibit 6: Sales by Segment and by Product

Exhibit 7:  Unit Sales and Other Miscellaneous Data

From these data, a number of different financial analyses can be performed. These include evaluations of
(i) the mix of assets and liabilities across time, (ii) changes in capital structure, (iii) dividend policy and other
returns of capital to shareholders, (iv) returns on investment, (v) cash flow generation, (vi) value and growth
assessments, and (vii) degrees of liquidity and solvency. Using the data provided in the exhibits, from a financial
perspective, what inferences do you draw about how Apple has evolved over time?

3 Fiscal years for Apple wete either 52- or 53-week years. Each year ended on the last Saturday of September.
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Exhibit 1
Apple Inc.: An Application of Financial Analysis, 2003-2018
Company Background, Fiscal Years 2018, 2008, and 2003

2018

The Company designs, manufactures and markets mobile communication and media devices and personal
computers, and sells a variety of related software, services, accessories and third-party digital content and
applications. The Company’s products and setvices include iPhone®, iPad®, Mac®, Apple Watch®,
AirPods®, Apple TV®, HomePod™, a portfolio of consumer and professional software applications, iOS,
macOS®, watchOS® and tvOS™ operating systems, iCloud®, Apple Pay® and a variety of other accessory,
service and support offerings. The Company sells and delivers digital content and applications through the
iTunes Store®, App Store®, Mac App Store, TV App Store, Book Store and Apple Music® (collectively
“Digital Content and Services”). The Company sells its products worldwide through its retail stores, online
stores and direct sales force, as well as through third-party cellular network carriers, wholesalers, retailers and
resellers. In addition, the Company sells a variety of third-party Apple-compatible products, including
application software and various accessories, through its retail and online stores. The Company sells to
consumers, small and mid-sized businesses and education, enterprise and government customers.

2008

Apple Inc. and its wholly-owned subsidiaries (collectively “Apple” or the “Company”) design, manufacture,
and market personal computers, portable digital music players, and mobile communication devices and sell a
variety of related software, services, peripherals, and networking solutions. The Company sells its products
worldwide through its online stores, its retail stores, its direct sales force, and third-party wholesalers, resellers,
and value-added resellers. In addition, the Company sells a vatiety of third-party Macintosh® (“Mac”), iPod®
and iPhone™ compatible products, including application software, printers, storage devices, speakers,
headphones, and various other accessories and peripherals through its online and retail stores, and digital
content through the iTunes Store®. The Company sells to consumer, small and midsized business (“SMB”),
education, enterprise, government, and creative customers.

2003

Apple Computer, Inc. ("Apple" or the "Company") was incorporated under the laws of the State of California
on January 3, 1977. The Company designs, manufactures and markets personal computers and related software,
peripherals and personal computing and communicating solutions. The Company's products include the
Macintosh® line of desktop and notebook computers, the Mac OS® X operating system, the iPod™ digital
music player, and a portfolio of software and peripheral products for education, creative, consumer and
business customers. The Company sells its products through its online stores, direct sales force, third-party
wholesalers and resellers, and its own retail stores.

Sources: Apple Inc. SEC Form 10-K, 2018; Apple Computer SEC Form 10-K, 2008; and Apple Computer SEC Form 10-K, 2003.
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Exhibit 2
Apple Inc.: An Application of Financial Analysis, 2003-2018
Stock Price Performance, November 2003—November 2018
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Data sources: Yahoo! Finance and Center for Research in Security Prices (CRSP) Daily Stock Price database.
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