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Abstract 

Since its formation in 1976 Apple Computer has been a pioneer in the PC market. Despite its brilliance in 
design, and the quality of the user experience from its computers, Apple was increasingly challenged by the 
rise of IBM-compatible machines and the Windows operating system. Following profound crisis in the 1990s, 
the firm had a renaissance under the leadership of its previously exiled founder, Steve Jobs. Eventually, the 
runaway success of the iPod and iTunes music products restored the firm’s profitability. 

This case provides a longitudinal review of Apple’s financial performance. By looking at the financial 
performance of Apple over a long period, the case shows how a firm’s strategy, its business model and its 
competitive environment drive its financial performance. The case contains a history of Apple from its creation 
in 1976 and a detailed financial ratio analysis and cash flow analysis from 1984 to 2007. Over most of its life, 
Apple’s profitability, and in the nineties, its survival, depended on tight balance sheet management. Apple 
struggled throughout to achieve the revenues needed to leverage its cost base. This breakthrough eluded John 
Sculley in the early eighties, but is what the music products finally delivered after 2005. 

 
 
 
 
 
 
 
 
 
 
 
This case was prepared by Professor Chris Higson with assistance from Tom Albrighton. This case updates and 
extends the earlier cases, Apple (2000, 2006). The case study was prepared in 2008 from publicly available 
information as a basis for class discussion rather than to illustrate either the effective or ineffective handling of an 
administrative situation. 
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Background 
Apple Computer was founded by Steve Jobs and Steve Wozniak. Jobs was born on February 24 1955 and 
attended school in California. As a teenager he worked part-time over the summer at Hewlett-Packard, where he 
met Wozniak. Dropping out of Reed College in Oregon, he returned to California to work for Atari. Wozniak was 
born on August 11 1950. Inspired by his engineer father, he developed a love for problem-solving in electronics. 
Wozniak was 21 and Jobs just 16 when they started talking about the possibility of assembling and selling an 
inexpensive computer. Jobs negotiated a commitment from a local store to buy 50 machines at $500 each, 
bought the components on credit secured on the basis of the order, and began work on the Apple I with Wozniak 
and a small team who worked from the Jobs family garage. Apple Computer was formed on April 1 1976. Apple 
Computer had its IPO on December 12, 1980, raising $96.8 million at $22 per share – more than any IPO since 
Ford Motor Company in 1956. More millionaires were created by this IPO than in any previous IPO; by 1982 Jobs 
was the youngest member of the Fortune 500.  

Early days 
The Apple I was priced at $666.66 and featured the use of a TV as the display system (far from standard at a 
time when teletypes were more often used) and a cassette interface for loading and saving programs. Although 
simple, the design is acknowledged as a masterpiece of computer design and cemented Wozniak’s reputation. In 
what would become Apple’s distinguishing approach, Wozniak also wrote the software that ran on his machine: 
an interpreter for BASIC (a simple programming language) and a ‘Breakout’ game.  
 
The Apple II was financed with help from ex-Intel businessman A.C. ‘Mike’ Markkula, who helped to secure a 
loan for $250k, and was launched in 1977. It had a true graphic display and improved case and keyboard, in line 
with Jobs’ aim that the machine be ready to use ‘out of the box’. It could also run an early spreadsheet program, 
VisiCalc, adding business appeal. Millions of Apple IIs were sold over the years to come, and some credit the 
machine with creating the home computer market. Apple’s market share in the late 1970s reached 29%.  

The continuing success of the Apple II sustained its creators through some false moves, the first of which 
was the Apple III, introduced in May 1980 at $3500. Regarded as expensive and hobbled by the omission of a 
cooling fan (Jobs found them ‘inelegant’), it failed to convince business buyers and, though upgraded in 1983, 
was withdrawn in 1985.  

The Lisa, launched in 1983, was extraordinarily innovative, as the first PC with a graphical user interface 
(GUI) and mouse, plus a windowing system allowing more than one program to be seen simultaneously. The 
Lisa was named after Steve Jobs’ daughter, although Apple preferred to suggest that it was an acronym for 
‘Local Integrated Software Architecture’. Like the Apple III, the Lisa was intended to open up the business 
market, but it was hampered by its $10,000 price tag and the emergence of lower-priced competition from IBM 
PCs (and later from Apple itself, with the Macintosh). Following two subsequent upgrades, the Lisa was 
discontinued in 1986. 
 
IBM reacted to the emergence of Apple with its first personal computer, the IBM PC, which went on sale in 
August 1981 and used Microsoft’s DOS as the operating system. Copycat machines appeared, and during the 
80s IBM and DOS emerged as the de facto standard, leading to the largely unforeseen explosion of the ‘IBM-
compatible’ market.  

A financial golden age? 
Removed from the Lisa project to avoid Apple-III-style problems, Steve Jobs had been allocated to Jef Raskin’s 
Macintosh project. (Apple at this time ran discrete project teams, often resulting in internal rivalry.) The aim of 
Macintosh was to create a personal computer that included everything the user would ever need. The Macintosh 
was launched in 1984 with a famous Super Bowl TV advertisement based on George Orwell's novel Nineteen 
eighty-four, implying that Apple would liberate users from the tyranny of control by computing industry giants. The 
machine was comparable to the Apple II in terms of power, and included a small 9-inch black-and-white display 
and a floppy disk. A number of basic applications were built into the machine. Macintosh was a design triumph, 
but critics pointed to slow performance and poor upgradability and after a successful launch, its sales soon 
faltered. 
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Before the Macintosh was launched, Bill Gates, the co-founder and chairman of Microsoft, had been given 
prototypes to facilitate software development. In 1985 Microsoft launched the first version of Windows, which 
Apple alleged used elements of the Macintosh’s GUI. A lengthy legal battle ensued, resulting in a settlement that 
allowed Microsoft to emulate the look and feel of the Macintosh GUI in Windows. 

Sculley replaces Jobs  
John Sculley joined Apple in 1984 from Pepsi-Cola, where he had climbed the ranks to become the youngest 
president of the beverage division and launched two major advertising campaigns that would set the tone for 
Pepsi's marketing strategy for many years. Perhaps Steve Jobs hoped that Sculley’s experience battling an 
overpowering commercial foe would help Apple stem the tide of IBM-compatible PCs. He famously recruited 
Sculley with the challenge ‘Do you want to spend the rest of your life selling sugared water, or do you want a 
chance to change the world?’  

Suffering badly at the hands of PC makers, Apple was looking at declining revenues and market share. John 
Sculley’s vision was of a more open Apple standard, but he found himself at odds with Jobs, who remained 
committed to Apple’s vision of making ‘insanely great’ products with unique appeal. Steve Jobs’ informal style of 
working also jarred with the more straight-laced Sculley. Jobs’ leadership of Apple combined charisma with a 
commitment to excellence. However, his management approach was demanding and some colleagues saw his 
outlook as so optimistic as occasionally to border on fantasy.  

Projects led by Jobs such as Macintosh Office and BigMac (a Macintosh successor based on the Unix OS) 
stalled, costing millions of development and licensing dollars. On top of the poor sales performance of the 
Macintosh, such failures prompted Sculley to attempt to relegate Jobs to a non-executive chairman role. 
Unwilling to accept his fate, Jobs challenged Sculley to let the board decide who would lead Apple. They chose 
Sculley, and an angry Jobs left Apple. He formed a new company, NeXT, in 1985. NeXT built high-spec 
machines running the UNIX-based NeXTstep operating system, later concentrating solely on operating systems. 
Jobs also founded animation studio Pixar, which later produced Toy Story and The Incredibles, among others.  
 
Apple continued selling the (mutually incompatible) Apple II and Macintosh lines in parallel, targeting homes and 
schools with the Apple II and higher education with the Macintosh. A compact version of the Apple II (Apple IIc) 
and the Mac-like Apple IIgs were introduced. Macintosh also grew into a product family with the birth of Mac Plus 
in 1986, Mac SE and Mac II in 1987 and the Mac Classic and Mac LC in 1990. By exploiting Apple’s graphics 
capability and pushing for more corporate sales, the Macintosh became a success.  

In contrast to IBM compatibles and Wintel machines, all of Apple’s machines had a ‘closed architecture’, with 
Apple making both the machine and the operating system that ran on it and rarely allowing others to do either. 
(This is still the case today.) Because Apple controlled every aspect of the technical setup, it could offer a 
genuine ‘plug and play’ solution that was easy to expand, as well as exerting tight control over the user’s 
experience and enhancing stability and performance. For users who needed a user friendly solution, for instance 
those doing desk-top publishing, Apple was the only choice at that time making it, for Apple, a golden age. Users 
paid a price premium for the added value, allowing the firm’s gross margins to reach 50% in its early years, but 
its high prices left Apple open to price competition from PCs.  

Financial performance from 1986 to 1990 
Between 1982 and 1985 Apple’s annual sales growth was an impressive 69%, 54% and 27%. But in the final 
years of Jobs’ tenure EBIT fell from $130m in 1983 to $91m in 1984 and return on capital employed (ROCE) was 
down from 93% in 1982 to 31% and 36% in 1984 and 1985. However, the five years from 1986 to 1990 was 
apparently a financial golden age at Apple. From 1987, sales continued to grow at a compound rate of 31% and 
ROCE only dipped once below 100%. Indeed, in 1987, ROCE was a spectacular 191%. Many firms in this 
industry like to keep a pile of cash in the balance sheet and Apple is no exception – by 1990 it held $1bn of cash. 
ROCE is calculated using net debt, that is, borrowings less cash. Return on equity at Apple consequently ranged 
more modestly between 25% and 44%. Apple’s ROE is essentially a blended return – part a spectacular return 
on operating assets, part a mundane return on cash in the bank.  
  
Apple’s return on capital at this time was much remarked upon – it was one of the most profitable corporations in 
the US. But this raises the question just why was Apple so profitable? The data in Exhibit 1 give us the forensic 
tools we need for answering this question. We also need a comparator. Of course unique businesses like Apple 
are hard to benchmark – Apple would compete against Microsoft in operating systems and HP in imaging, but its 
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rival in the PC market in the early days was Compaq. Exhibit 2 shows Compaq’s financial ratios calculated on the 
same basis as Apple’s for 1987 to 2001, when Compaq was acquired by Hewlett-Packard.  

If we compare Apple with Compaq in 1987, we can certainly see that Apple’s 191% ROCE beats Compaq’s 
(on its own, very impressive) ROCE of 55%. We know that at that point Apple was selling its products at a 
significant premium over competitors, even including Compaq at the top end of the IBM-PC range. So the 
working hypothesis is that a firm with very strong competitive advantage in its market correspondingly delivers a 
much better return on capital.  

What is driving Apple’s spectacular return on capital is the asset turn of 13.7, compared to Compaq’s 
relatively modest 2.9. Balance sheet components show that this was coming from two places in particular. One is 
inventory; in 1987, Apple's inventory was just 6% of sales whereas Compaq’s was 23%. Since both firms were 
selling through similar channels, this is a priori evidence of much more efficient inventory management at Apple. 
An alternative hypothesis – favoured by the Macintosh user magazines – was that Apple had a tendency to 
launch new products when they had inadequate inventory available. The other key driver of Apple’s asset turn is 
PP&E to sales, which was 4% for Apple and 16% of Compaq. Again, there could be an efficiency explanation – 
Apple was perhaps extremely parsimonious in its use of fixed assets. In fact the explanation was more mundane: 
Apple was a pioneer in the use of operating leasing of fixed assets. In due course, most firms in this industry 
would rely substantially upon off-balance sheet financing of their fixed assets and the transforming effects of 
operating leasing can be seen in the comparison between Compaq and Apple. So the asset turn advantage 
seems to be partly due to accounting and partly, in the case of inventory, to better asset management.  

Much more intriguing is EBIT margin. How come Apple, selling its products at a significant premium price, 
finished up with a lower EBIT margin? Certainly Apple was ahead in terms of gross margin. A rapidly 
deteriorating gross margin in the final year was reversed in 1986 when gross margin rose 10 percentage points 
to 53.1%. It stayed at or around this level throughout the period 1986 to 1990. Compaq's gross margin was some 
10 percentage points lower. This gross margin advantage at Apple does not fully reflect its price premium, 
suggesting that some of the price advantage had already been spent in higher production costs. Apple then 
proceeded to spend much more than Compaq on SG&A and R&D. In 1987 Apple was spending 37.3% of sales 
on these costs compared to Compaq’s 22.3%. Apple’s 15% higher costs turned a 10% gross margin advantage 
into an EBIT margin disadvantage of roughly 5%.  
 
Financial analysis like this raises powerful insights, but usually leaves us with competing hypotheses: in this case 
about what was causing Apple's higher cost base. Here are some conjectures. 

1. One possibility, of course, is wastefulness. Apple would not be the first firm with a very strong market 
franchise to consume part of the surplus in gold plating the product and running a fat organisation.  

2. Secondly, there are accounting explanations. Apple's decision to operating lease its fixed assets had a 
consequential effect on EBIT margin, because financing costs that would normally be charged as 
interest are bundled into a lease payment that gets charged to EBIT. Another possibility – and this 
would be a virtuous explanation – relates to the accounting treatment of investments in R&D and in 
sales, promotion, and brand building. Though these expenditures may well be building valuable 
intangible assets in the future, GAAP requires them to be expensed immediately, thus penalising the 
firm that is investing heavily in intangibles.  

3. There is a final possibility. It could just be that, in terms of EBIT margin, the costs of being Apple 
exceeded the benefits. The benefit of Apple’s strongly differentiated position is the premium price. But 
the cost is the burden of single-handedly supporting the whole platform. The burden of this will be felt all 
the way through the income statement. In the cost of goods sold, Apple inevitably paid more for its 
components – chips (specially made by Motorola), and cases and accessories, all non-standard and 
made to Apple's specification. All of the R&D for the Apple platform was done by Apple; and all the sales 
and promotion. The bad news about being in a competitive market is the difficulty in achieving a 
premium price. The good news is that a competitive market is essentially a shared project. All IBM PC 
manufacturers could use pretty much the same components. When Compaq spent money on R&D, it 
might benefit IBM; when IBM spent money on advertising there might be some generic benefit to the 
whole platform. 

 
These conjectures are important for anyone following Apple at the time. Apple's world was about to get much 
tougher and whether it could survive would depend, to a large extent, on which of these factors were driving. If it 
were the first we might not worry because, when the competitive conditions become more challenging, it is 
usually quite easy to cut the fat. But, to the extent that Apple suffers from the 'the costs of being different', then 
we might worry. 
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Wilderness years 
Although the late 1980s saw Apple growing, and apparently established in a niche market and with an enviably 
high ROCE, there was a conviction amongst John Scully and his senior colleagues that a radical change in 
strategy was needed. Their conclusion was that Apple's position could not endure much longer and that slowly 
but surely IBM PCs were closing the gap. The new strategy, on which Apple embarked from 1990 onwards, 
involved, inter alia, maintaining a high level of expenditure on R&D but at the same time moving downwards in 
terms of price. It also involved attacking the business market, which would inevitably involve lower margins. The 
unspoken hope was presumably that by more competitive pricing Apple would significantly improve its market 
share and, if so, Apple could leverage its high costs over much larger revenues. This was the strategy with which 
Apple entered what was to be an immensely challenging period for all computer manufacturers.  

Apple faced fierce competition from PCs running Windows, particularly version 3.0, which was launched in 
1990. Clone PCs based on Intel chips running Windows supplanted the IBM-compatible standard and became 
known as ‘Wintel’ machines.  

By the early 1990s, Apple had become a vertically integrated manufacturer, making everything in the 
machine apart from the chip, as well as designing the operating system. Sculley pushed the firm to shift its 
business model. In 1991 he reduced headcount by 10%, and over the following years shifted more manufacturing 
functions out-of-house.  

Apple introduced several new lines in the early 90s. The Classic, at $999, was a direct attempt to compete 
with PCs. However, the many new lines and their proliferating specifications confused customers and damaged 
Apple’s reputation for simplicity. The early 90s also saw Sculley championing the Newton, Apple’s early PDA 
device. Though not a success, it paved the way for later products by other manufacturers such as Palm Pilot. 
Achieving a ‘Mac in a book’ had been a stated goal for Steve Jobs for many years. The Mac Portable of 1989 
represented Apple’s first foray into mobile computing. It had a similar specification to the Mac SE and was 
powered by a lead-acid battery. However, it was hampered by its size, low processing speed, $6500 purchase 
price and (perhaps most importantly) its weight: at 7.2kg it was a ‘luggable’ rather than a portable. It was 
discontinued in 1991. However, by then technology had caught up with Apple’s ambition. Apple finally launched a 
‘true’ laptop in 1991 with the launch of the Powerbook range. These machines were hailed as a breakthrough in 
portable computing, and established the design template used for laptop machines to this day. Commercially the 
first PowerBook series was hugely successful, capturing 40% of the market at one point. But Apple failed to 
capitalise on this early success and by the mid-90s competitors had imitated the PowerBook’s features at a lower 
price. 

 
Sculley’s efforts failed to halt the decline in Apple’s gross margin, and in 1993 he was ‘promoted’ to chairman but 
he left Apple soon afterwards. Michael Spindler, the company president, became the new CEO. Spindler was an 
engineer by trade who had dramatically increased revenues at Apple Europe. He was regarded as a no-
nonsense character who focused on nuts and bolts, as distinct from Sculley’s marketing-oriented perspective. He 
was nicknamed ‘The Diesel’ because he allegedly liked to work around the clock. He aimed to refocus on Apple’s 
core markets of education and desktop publishing. Spindler also announced that other companies would be 
licensed to produce Mac ‘clones’ for the first time. This put an end to a long-standing internal debate over 
whether Apple should put the Mac OS onto PCs. Spindler laid off 15% of the workforce and, absent Sculley, 
could take a knife to R&D, reducing R&D spend to 6% of sales.  

Hoping to reduce its isolation in the market, Apple turned to ‘co-opetition’. In 1994, it established the AIM 
alliance with IBM and Motorola (hence ‘AIM’ from their initials) with the intention of creating a new computing 
platform, known as PReP (for PowerPC Reference Platform), and later named CHRP (for Common Hardware 
Reference Platform). It hoped to use IBM and Motorola hardware and Apple software to challenge Wintel’s 
hegemony, putting Microsoft out of the picture. Two joint ventures came out of the alliance: Taligent, aimed at 
creating a revolutionary operating system, and Kaleida, to create a common language for multimedia 
applications. The first step towards PReP (and the only lasting legacy of the AIM alliance) was the Power 
Macintosh line, begun in 1994, which used IBM’s PowerPC processor rather than the Motorola 680X0 chips of 
earlier machines. PowerMacs were much more powerful than earlier Macs, but the PowerPC chip soon lost 
ground compared to Intel, leaving Macs once again selling at a hefty $1000 premium over PCs for little or no 
concrete performance edge. 

Apple cut prices by 25% in 1995, successfully driving up volumes. But by the mid-90s the battle for the 
business market had been won by Wintel, while Spindler’s policy of flooding the market with cut-price Macs 
risked upsetting Apple’s core followers. In addition, the firm’s reputation was not helped by problems with 
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sourcing parts, which frequently meant that demand for its most popular products could not be fulfilled. There 
were also growing concerns about the quality, support and availability of software.  

Apple in financial free fall 
During 1991 and 1992 Apple lost approximately 10 percentage points of gross margin (Exhibit 1). But EBIT 
margin was protected by energetic cost-cutting and some economies of scale as volumes grew. SG&A to sales 
fell from 31.7% in 1990 to 23.8% in 1992. Thus, two years into the Sculley strategy, Apple was able to show a 
very respectable ROCE of 81%, reflecting an EBIT margin of 12.1% and an asset turn of 7.2. Moreover, sales 
were growing at between 12% and 14% per annum. So far, so good.  

 
In 1993 gross margin fell again, by almost 10 percentage points in one year. This year, cost cuts – or further 
sales growth – were harder to find. All the easy strokes had been made and the benefit from the new lower 
priced machines had already been captured. Compounded by a 4% exceptional charge, Apple’s EBIT margin fell 
from 12.1% to 1%. Soaring inventory drove down asset turn, so that in 1993 Apple posted a ROCE of 6%. 
Spindler launched a new round of cost-cutting and managed to restore EBIT margin to around 5% in 1994. Apple 
perhaps felt that the storm was over as, in 1995, for the first year in five, gross margin remained stable leaving 
Apple with a ROCE of 28%. This was way short of the glory days of the 1980s but, if nothing else happened, was 
survivable. Apple had lost 30 percentage points of gross margin over a five-year period – an extraordinary 
change in its terms of trade – but had survived.  

Ultimately, survival in a turbulent industry depends on access to cash when it is needed. We know that in 
profitability terms 1993 was a disastrous year for Apple, as it was for many firms in the industry. The formatted 
cash flow statement of Apple (Exhibit 3) shows in graphic terms what happened to cash flow. Whereas in 1992 
Apple had a healthy positive cash inflow before operations of around $1bn, one year later Apple was 
haemorrhaging cash – its cash flow before financing was -$1.5bn. The principal cause was an inventory build-up 
of almost $1bn. Apple survived because it was able to borrow, albeit short-term, and because, again like many 
firms in this industry, it had always maintained a pile of cash in its balance. Throughout its many vicissitudes 
Apple resolutely grew its bank account.   

 
Apple perhaps felt proud of the changes that it had made to its business model in the first part of the 1990s, and 
of its cost cutting. But Apple had no monopoly on cost cutting. During these difficult years all PC manufacturers 
were facing tumbling prices. Exhibit 2 shows how Compaq had fared during the same period. Compaq had been 
cutting costs too, and by 1995 was still spending 7% less on R&D and SG&A than Apple. Moreover, Compaq’s 
revenue growth – 35% compound in the first half of the decade – was way ahead of what Apple had been able to 
achieve. Evidently, price-cutting and cost-cutting had not succeeded in bouncing Apple back into a virtuous cycle 
of high market share. Financially, 1995 simply proved to be a lull in the storm.  
 
Exhibit 4 picks up Apple’s financial story from 1995 onwards. In 1996 and 1997 Apple tumbled into loss. More 
worryingly, its sales were in free fall, falling 40% by value over the two-year period. It would be a decade before 
Apple was again to achieve the revenues of $11bn that it enjoyed in 1995. 

In mid-1996, Apple reported a loss of $69m and laid off a further 1300 workers. Having allegedly told the 
board to expect a $150m profit, Spindler was ousted and replaced by Gilbert (‘Gil’) Amelio. Amelio came from 
National Semiconductor, where he had made a name for himself as a turnaround expert, transforming the firm 
into a respected market leader. He immediately perceived that Apple lacked coherence in terms of its strategy, its 
culture, its corporate governance and its infrastructure. He streamlined the product range, cut another 2800 jobs 
and rebuilt cash reserves. His stated aim was to restore Apple to its traditional position at the top of the market, 
where premium prices could again be charged, and he planned to move into high-margin market sectors such as 
PDAs and servers. Apple’s market share continued to contract, and Amelio prolonged the agony by repeatedly 
cancelling the new operating system that Apple insiders hoped would restore the company’s edge. The Newton 
stumbled, with just 6% of the PDA market in 1997, and an ill-fated set-top box named Pippin sold just 12,000 
units. Another cull of staff in March 1997 saw another 4100 people leave Apple, and Amelio was forced out after 
just 500 days in the job.  
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Jobs returns 
Apple needed a candidate to replace its ageing Mac OS, but Amelio had cut its own projects in this area. Enter 
NeXT, who beat Be to sell its NeXTstep OS to Apple. NeXTstep became the forerunner of Mac OS X, a 
completely new operating system for Apple machines. Apple purchased NeXT for $402 million and brought Steve 
Jobs back to Apple’s management after 12 years away. Jobs took the post of interim CEO (sometimes styled 
‘iCEO’) and a symbolic salary of $1 per annum. The ‘interim’ was dropped in 2000. His salary officially remained 
$1 per year, although he was the recipient of a number of ‘executive gifts’ such as a $90 million jet in 1999 and 
just under 30 million shares of restricted stock in 2000–02. Jobs recruited a new board, including Oracle CEO 
Larry Ellison and former IBM CFO Jerry York. He began restructuring and cost-cutting to improve operating 
efficiency, revamped distribution by removing smaller outlets and improved brand presence in larger chains. 
Apple also began selling online direct to consumers. Jobs immediately discontinued Mac clones. Apple spent 
$110m to acquire the assets of leading clone-maker Power Computing and launched PowerMac G3s, still based 
on the PowerPC chip, in November 1997. In 1998, Jobs shut down the department responsible for the Newton 
and reduced new project plans by 70%. 

 
Jobs also began development of the iMac, which was launched in 1998 to replace the Performa line. The iMac 
integrated everything apart from keyboard and mouse into a single unit, its ‘all in one’ design echoing the 
integrated philosophy of early Apple machines. Its visual style was unique. Designed by British designer 
Jonathan Ive in curved translucent plastic with a look inspired by gumdrop sweets, it was utterly different from the 
‘grey box’ designs that predominated in the PC market at the time, and indeed from Apple’s own desktop 
machines. The iMac was promoted with a $100m marketing campaign and sold 278,000 units within six weeks of 
its launch, reaching 800,000 by the end of 1998. Perhaps initially intended to buy Apple and Jobs time to plan for 
the future, the iMac became an enduring part of Apple’s product line. It was followed by a flat-screen version in 
2002, sold for $1300 and also designed by Ive, and the iMac G5 in 2004. Each new design drew great interest for 
the look and feel of the product as well as its usability and performance.  

In 2000, Apple launched the G4 Cube, a long-standing pet project of Steve Jobs. Though undoubtedly 
attractive, it was too expensive at $1799 excluding monitor and was withdrawn by July. Other new products 
would prove more fruitful. 2000 also saw Apple move into portable audio with the iPod, an MP3 player priced at 
$399. Over the coming years, audio would become an increasingly important part of Apple’s offering, with the 
iPod and iTunes Music Store marketed intensively to young and/or style-conscious consumers. Many versions of 
the iPod were subsequently released, and in January 2006 Steve Jobs reported that 42 million units had been 
sold in total. Apple and several industry analysts have suggested that the iPod has a ‘halo effect’, encouraging 
non-Apple users to switch to Apple products such as Macintosh computers. 

2001 saw the first Apple retail store open in the US; the firm would have 27 outlets open by the end of the 
year. Apple’s online store accounted for 43% of its sales by this point. In 2005, Steve Jobs confirmed that Macs 
would start using Intel chips from January 2006. Apple had toyed with Intel for many years, producing a secret 
version of the Mac OS to run on their chips as early as 1992 under John Sculley, but the timing of the 
announcement still surprised the market. The first machines based on Intel chips shipped in February 2006. In 
the same month, Steve Jobs’ net worth was estimated at $7.78bn. 

Apple’s renaissance, in financial terms 
The renaissance in Apple’s fortunes is widely attributed to the return of Steve Jobs. The values of innovation and 
excellence in design with which Jobs had always been associated were reinforced, and the iPod, in particular, 
transformed the way that people consumed music worldwide. Steve Jobs had always had a reputation for 
creative brilliance, but during his first tenure at Apple there were concerns that he was less focused on financial 
performance. So the question was whether this would change second time round. 

In the eight years to 2004, which was a period of design brilliance and innovation, Apple's profit and growth 
performance was both variable and disappointing. Between 1998 and 2000 margins improved dramatically, 
reaching 11.2% by 2000. But between 2001 and 2004, EBIT margin was on average, zero. The growth story was 
not much better. Recall that in 1995, Apple’s sales had peaked at over $11bn. By 1998, sales had almost halved 
to $5.9 billion. Sales grew 30% in 2000 to just under $8bn, but plunged by 33% in 2001. By 2004 sales had only 
just regained the levels of 2000 and were well below 1995 levels.  

However, financially, there was one important change. Though Apple struggled to deliver margin, the asset 
turn soared, and became infinite by 2002. A negligible margin times an infinite asset turn gives an infinite ROCE. 
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Apple adopted the lighter-than-air balance sheet, pioneered by Michael Dell [see the Dell (2005) case]. This 
involved tight balance sheet management, achieved by intensive use of online retailing and use of IT in logistics, 
reducing working capital needs to zero, or perhaps negative, levels. So from Exhibit 1 we see that in 2002 Apple 
had (10% + 1% + 2% + 2% =) 15% of sales invested in long-term assets. But working capital was negative: 
Apple had no inventory, and receivables were 9% of sales against payables of 15%, giving net working capital of 
-6% of sales. Other liabilities, of 10% of sales or so, were more than sufficient to fund long-term assets and the 
negative working capital. 

Arguably, return on capital employed becomes somewhat meaningless in the presence of a lighter-than-air-
balance sheet. Economic profit is the more useful overall measure of value creation. In economic profit terms 
Apple’s performance was variable. In the years 1996 and 1997, Apple destroyed $2,285m of value measured in 
terms of economic profit. In the seven years from 1998 to 2004, Apple created just $1,459m of economic profit. 

A virtuous circle 
The transforming year, in which Apple's financial performance finally reflected the market’s expectations of it, was 
2005. Sales grew by 68%, to $13.931bn; margins, which had been 0.5% and 3.9% in the previous two years 
climbed to 11.7% in 2005. Apple's balance sheet management was tighter than ever – net assets were -7% of 
sales. Profitability was now motoring. Economic profit in the three years 2005 to 2007 totalled $6,818bn.  

This financial turnaround is quite easy to explain. Apple provides very useful disclosure on the components 
of growth, by product and price and volume, in the Management Discussion and Analysis (MDA) section of its 
SEC 10K filing, and this is reproduced in Exhibit 4. A large part of the increase in Apple’s 2005 sales was from 
the iPod, which had eventually delivered the volumes that it had promised for a number of years. In turn, the 
trigger of iPod’s success appears to have been the launch of the iTunes music store in 2003. The unit price of the 
iPod fell in 2005, as it had in 2004, but volumes increased 400%, just as they had almost quadrupled in the 
previous year. The steep increase in sales transformed Apple's profitability ratios.  

Most firms have quite a large proportion of fixed or semi-fixed costs in their cost structure. This certainly 
applies to Apple – most of its establishment costs and its platform costs, that is, its R&D and sales and promotion 
costs, are fairly invariant to sales. In absolute terms, in 2005 Apple spent more on R&D and SG&A than in 
previous years [see Exhibit 4, cost ratios] but as a proportion of sales these costs fell markedly, and this was the 
main source of improvement in Apple’s EBIT margin. This was precisely the virtuous circle that John Sculley 
perhaps hoped to get into in the early 1990s when he launched his price-cutting strategy. Unfortunately, the 
revenue gains never materialised and the strategy was consequently much criticised, with hindsight. Some 15 
years later, Steve Jobs finally achieved what had eluded John Sculley. He delivered the revenues needed to 
leverage Apple’s cost base. 

What happened to cash flow?  
From a cash-flow perspective, shrinking can be good, at least for a while. Compare Apple’s cash from operations 
to its EBITDA from 1996 to 2001 (Exhibit 3). It is higher in all years, as Apple releases cash from working capital. 
From 1998 to 2001 Apple also reported positive capex – they were selling more fixed assets than they were 
buying. The high negative capex of -497 in 1997 is rather misleading; Steve Jobs was returning to Apple, and 
around -400 of this was the cost of Apple buying NeXT, his business. So, during this period of apparent 
meltdown, with sales tumbling, and with losses in many years, Apple’s free cash flow was strongly positive in all 
years, except for the year of the NeXT purchase. 

Despite Apple’s style success with attractive and strikingly designed products, its EBIT margin was a modest 
-4.7%, -0.3%, 0.5% and 3.7% in the years 2001 to 2004. Moreover, Apple was now growing again, so we might 
expect this to take its toll on cash flow. However, Apple was shifting its business model to a Dell-style lighter-
than-air balance sheet [see the companion case, Dell’s financial performance]. The principal impact was on 
working capital. Compare Apple’s performance in 1995 and 2004. At the 1995 year end, Apple’s inventory was 
13% of sales and its receivables 16%, offset by payables of 9%. So working capital was (13% + 16% - 9% =) 
20% of sales, which, on sales of $11bn, meant over $2bn invested in working capital. In 2004, Apple’s inventory 
was 1% of sales, its receivables 9% and its payables -16%. So sales of $8,279m gave negative working capital 
of (8,279 × (1% + 9% - 16%) = approximately) -$0.5bn. Overall, Apple’s asset turn has been infinite in recent 
years – it has negative net operating assets. Though Apple has been loss-making or only marginally profitable in 
some years, its cash flow has been strong: first it enjoyed the cash flow benefits of shrinking, then when growth 
returned it did so with a lighter-than-air balance sheet so that growth consumed no cash.  
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Exhibit 1 Apple Analysis from 1982 to 1995 
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ures $m) 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

ales $m 583 983 1516 1918 1902 2661 4071 5284 5558 6309 7087 7977 9189 11062
ales Growth 69% 54% 27% -1% 40% 53% 30% 5% 14% 12% 13% 15% 20%

quity shareholders' funds 257 378 465 550 694 836 1003 1486 1447 1767 2187 2026 2383 2901
ebt and preference shares 6 1 0 0 0 0 128 57 123 149 184 823 597 764

 Cash -153 -143 -115 -337 -576 -565 -546 -809 -997 -893 -1436 -892 -1258 -952
apital Employed at y/e 110 236 350 213 118 271 586 734 572 1023 936 1957 1722 2713

BIT 102 130 91 100 274 371 620 634 712 447 855 81 497 622
BIAT 53 67 53 48 132 194 379 387 435 276 530 49 308 390
arnings 61 77 64 59 154 217 400 453 475 310 530 87 310 424
ash Dividend 0 0 0 0 0 15 40 50 54 57 57 56 57 58
tock Repurchase 0 0 0 0 54 154 299 13 570 185 213 273 0 0

TRICS
CE 93% 75% 31% 36% 165% 191% 145% 96% 109% 56% 87% 6% 27% 28%

fter tax ROCE 48% 39% 18% 17% 80% 100% 88% 59% 67% 35% 54% 3% 17% 18%
urn on Equity 24% 24% 15% 12% 25% 28% 44% 36% 32% 19% 27% 4% 14% 16%

conomic Profit 30 35 -5 -3 107 163 309 282 330 153 388 -145 39 78
arket Capitalisation 1040 2395 1461 1362 1801 4738 5716 5275 4907 5774 7079 3397 4662 3918
rice/earnings 17.3 30.7 22.6 23.0 11.5 21.5 14.4 11.7 10.4 19.1 13.4 39.6 14.8 9.1
rice/book 4.0 6.3 3.1 2.5 2.6 5.7 5.7 3.6 3.4 3.3 3.2 1.7 2.0 1.4

NSICS
BIT Margin 17.5% 13.2% 6.0% 5.2% 14.4% 14.0% 15.2% 12.0% 12.8% 7.1% 12.1% 1.0% 5.4% 5.6%
ross Margin 50.6% 48.5% 42.0% 41.8% 53.1% 51.3% 51.1% 49.0% 53.1% 47.5% 43.7% 34.2% 25.5% 25.8%
G&A/Sales -26.6% -29.2% -31.3% -32.6% -32.0% -30.1% -29.2% -29.0% -31.7% -31.1% -23.8% -20.5% -15.1% -14.3%
&D/Sales -6.5% -6.1% -4.7% -3.9% -6.7% -7.2% -6.7% -8.0% -8.6% -9.2% -8.5% -8.3% -6.1% -5.6%
her income in ops/Sales 0.7% -0.4% -0.3% -0.6%
ceptionals/Sales 0.0% -4.0% 1.4% 0.2%

sset turn 5.3 5.7 5.2 6.8 11.5 13.7 9.5 8.0 8.5 7.9 7.2 5.5 5.0 5.0
PE/Sales 6% 5% 5% 4% 5% 4% 4% 5% 7% 7% 6% 7% 7% 6%
vests, intans/Sales 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
endor receivables/Sales 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
ventory/Sales 14% 11% 13% 11% 7% 6% 8% 9% 7% 8% 9% 13% 14% 13%
ade receivable/Sales 12% 11% 13% 12% 13% 13% 13% 14% 14% 13% 14% 15% 16% 16%
ade payable/Sales -4% -4% -5% -5% -5% -6% -6% -6% -6% -6% -6% -7% -9% -9%

erred tax/Sales -2% -3% -4% -4% -6% -6% -5% -6% -8% -8% -8% -8% -7% -6%
eferred revenue/Sales 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
her, net/Sales -2% -3% -4% -5% -4% -3% -3% -2% -2% -2% -2% -2% 0%
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Sales
Sales Growt
Equity shareho
Minority shareh
Debt and p

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

1224 2066 2876 3599 3271 4100 7191 10866 14755 18109 24584 31169 38525 42383
h 69% 39% 25% -9% 25% 75% 51% 36% 23% 36% 27% 24% 10%

lders' funds 401 816 1172 1860 1931 2007 2654 3674 4614 6144 9429 11351 14834 12080
olders funds 0 0 0 0 0 0 0 0 0 0 0 422 0 0

reference shares 149 275 304 74 73 0 0 300 300 300 0 0 453 1286
-132 -281 -161 -435 -452 -357 -627 -471 -745 -3993 -6762 -4091 -3302 -2569

ployed at y/e 417 809 1315 1499 1552 1650 2027 3503 4169 2451 2667 7260 11985 10797
230 384 510 690 218 358 679 1246 1294 1975 2926 -2477 1082 1148
137 261 337 466 157 242 500 911 853 1372 1956 -2624 658 759

14.9% 15.2% 13.6% 14.8% 14.4% 13.5% 12.7% 14.0% 11.8% 14.2% 13.2% 11.1% 13.0% 11.5%
75 168 189 268 -37 39 283 529 409 961 1655 -3153 -539 -507

138 260 332 464 131 213 462 867 789 1313 1855 -2743 569 595
d 0 0 0 0 0 0 0 0 0 0 0 95 136 170

urchase 0 0 0 0 0 216 0 0 0 0 0 384 0 365

55% 63% 48% 49% 14% 22% 37% 45% 34% 60% 114% -50% 11% 10%
ROCE 33% 42% 32% 33% 10% 15% 27% 33% 22% 41% 76% -53% 7% 7%

18.8% 18.6% 17.7% 19.2% 6.7% 8.7% 9.4% 11.5% 8.8% 10.9% 11.9% -7.9% 2.8% 2.7%
41.4% 40.3% 40.4% 42.8% 37.4% 29.1% 23.6% 25.1% 23.0% 23.2% 27.5% 23.1% 22.7% 23.5%

s -18.5% -19.2% -18.7% -19.6% -22.1% -17.0% -11.6% -11.4% -9.2% -10.6% -11.1% -5.7% -16.5% -14.3%
-3.8% -3.6% -4.6% -5.2% -6.0% -4.2% -2.4% -2.1% -3.5% -2.2% -4.2% -14.6% -4.3% -3.5%

e in ops/Sales -0.3% 1.1% 0.7% 1.1% 1.3% 0.5% 0.0% -0.2% 0.1% 0.5% 0.8% 0.8% 0.1% -3.1%
s/Sales 0.0% 0.0% 0.0% 0.0% -3.9% 0.3% -0.2% 0.0% -1.6% 0.0% -1.0% -11.5% 0.8% 0.0%

2.9 3.4 2.7 2.6 2.1 2.6 3.9 3.9 3.8 5.5 9.6 6.3 4.0 3.7
16% 16% 20% 23% 27% 21% 11% 8% 7% 6% 6% 8% 8% 8%

ts/Sales 2% 1% 2% 3% 4% 2% 0% 0% 0% 0% 0% 0% 9% 10%
ssets/Sales 0% 0% 0% 0% 0% 0% 0% 0% 1% 1% 2% 9% 8% 6%

/Sales 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 2% 4%
ales 23% 16% 16% 15% 15% 16% 14% 14% 14% 9% 6% 6% 5% 5%

es 21% 17% 17% 16% 19% 20% 16% 17% 18% 17% 12% 16% 18% 18%
les -16% -12% -9% -8% -6% -13% -9% -8% -9% -11% -12% -14% -11% -10%
ssets/Sales -11% -8% -9% -9% -13% -6% -7% -6% -5% -5% -4% -9% -14% -13%

tio 2.0 2.3 2.3 2.6 2.8 2.4 2.6 2.6 2.4 2.4 2.3 1.4 1.2 1.3

 Equity 34% 43% 33% 31% 7% 11% 20% 27% 19% 24% 24% -26% 4% 4%
ital Employed 4% -1% 11% -24% -24% -22% -31% -5% -11% -151% -254% -56% -24% -12%

nterprise Value 0% 4% -8% -21% -10% -11% -2% -4% -22% -19% -6% -7% -5%
y 37% 34% 26% 4% 4% 0% 0% 8% 7% 5% 0% 0% 3% 11%

44% 51% 56% 68% 68% 64% 65% 60% 59% 58% 64% 49% 54% 49%
40% 31% 33% 32% 25% 31% 25% 26% 34% 30% 33% -3% 39% 32%

areholder Return 36% 55% -54% 85% 60% 65% 24% 59% 111% 66% -35% -43%
29.8 39.8 56.4 26.4 48.8 73.9 39.5 48.0 74.4 56.5 42.0 27.1 15.1

sation (million) 2298 3122 4854 2221 3892 6231 10311 12819 20349 42912 70854 45843 25419
Share 3.38 4.27 5.63 1.54 2.60 5.63 5.02 2.99 4.86 3.59 -2.24 0.34 0.35

t% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% -4% 25% 29%
s 8.8 9.3 10.0 17.2 18.8 13.1 7.9 16.1 15.3 15.7 -18.7 80.4 42.8

ok 2.8 2.7 2.6 1.2 1.9 2.3 2.8 2.8 3.3 4.6 6.2 3.1 2.1

2001

33554
-21%

11117
0

2292
-3874
9535
-660
-495

11.8%
-1619

-563
169
118

-6%
-5%

-2.0%
21.2%

-15.9%
-3.9%
-1.1%
-2.3%

3.3
10%

4%
11%

5%
5%

22%
-12%
-16%

1.2

-5%
-17%
-11%
21%
47%
27%

-33%
9.8

16631
-0.33
-30%
-29.4
1.5
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Exhibit 3 Apple reformatted cash flow 1991 to 2005 
 
 
 

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Net income 310 530 87 310 424 -816 -1045 309 601 786 -25 65 69 276 1335
Interest Receivable -52 0 -70 -43 -100 -60 -82 -100 -144 -210 -218 -118 -69 -64 -183
Interest Payable 0 0 12 40 48 60 71 62 47 21 16 11 8 3 0
Tax Payable 190 325 53 190 250 -479 0 20 75 306 -15 22 24 107 480
Extraordinaries 0 0 0 0 0 0 0 0 0 0 -12 0 -1 0 0

EBIT 448 855 82 497 622 -1295 -1056 291 579 903 -254 -20 31 322 1632

Depreciation 204 217 166 168 127 156 118 111 85 84 102 118 113 150 179
Other Non Cash Charges 169 -43 216 -239 -41 187 508 -140 -228 -391 -55 43 -7 40 51
Non cash charges 374 175 382 -71 86 343 626 -29 -143 -307 47 161 106 190 230

EBITDA 821 1030 464 427 708 -952 -430 262 436 596 -207 141 137 512 1862

Cash Tax Paid -266 -98 -251 -46 -188 -33 11 15 -33 -47 -42 -11 -45 7 -17
Tax shelter on interest 15 -3 20 3 18 4 7 14 30 70 69 34 17 19 64
Tax on operations -251 -101 -231 -43 -170 -29 18 29 -3 23 27 23 -28 26 47

Inventories -316 92 -927 418 -687 1113 225 359 58 -13 22 -34 -11 -45 -64
Accounts Receivable -145 -180 -295 -199 -350 435 469 72 274 -272 487 -99 -201 -8 -121
Accounts Payable 17 70 316 139 283 -374 -107 34 93 345 -356 110 243 297 328
Other Net Current Assets -48 234 -214 139 4 -182 20 30 -85 287 22 -114 84 224 827
Adjustments for Tax and Interest 86 -218 198 -150 -61 501 -21 -38 -31 -270 61 -2 33 -107 -463
Investment in Working Capital -408 -2 -922 347 -811 1493 586 457 309 77 236 -139 148 361 507

CASH FROM OPERATIONS 163 926 -689 731 -273 512 174 748 742 696 56 25 257 899 2416

Purchase of PP&E -218 -195 -213 -160 -159 -67 -53 43 -24 -96 -232 -174 -164 -176 -260
Other -57 -69 -15 -4 -102 -55 -444 4 141 102 303 -34 78 16 -21
Investment in Long Term Assets -276 -264 -228 -163 -261 -122 -497 47 117 6 71 -208 -86 -160 -281

OPERATING FREE CASH FLOW -112 662 -917 568 -534 390 -323 795 859 702 127 -183 171 739 2135

Cash Interest Received 52 0 70 43 100 60 82 100 144 210 218 118 69 64 183
Cash Interest Paid -10 -9 -12 -34 -49 -49 -61 -59 -58 -10 -20 -20 -20 -10 0
Tax shelter on interest -15 3 -20 -3 -18 -4 -7 -14 -30 -70 -69 -34 -17 -19 -64
Cash Dividends -57 -57 -56 -57 -58 -14 0 0 0 0 0 0 0 0 0
Servicing of Financing -29 -63 -18 -51 -25 -7 14 27 56 130 129 64 32 35 119

CASH FLOW BEFORE FINANCING -142 599 -935 517 -559 383 -309 822 915 832 256 -119 203 774 2254

Short-term Borrowings 26 36 639 -531 169 -275 -161 -25 0 0 0 0 0 0 0
Long-term Borrowings 0 0 -11 297 -2 646 0 3 0 0 0 0 0 -300 0
Stock Issued (including Prefs) 197 120 85 82 86 39 184 41 86 85 42 105 53 427 543
Repurchase of Stock -185 -213 -273 0 0 0 0 0 -75 -116 0 0 -26 0 0
Other 0 0 -48 0 0 0 0 0 0 0 0 0 0 0 0
Financing 38 -57 392 -152 253 410 23 19 11 -31 42 105 27 127 543

CHANGE IN CASH -103 543 -543 366 -306 793 -286 841 926 801 298 -14 230 901 2797
Cash and cash equivalents -229 106 -178 -527 447 -796 322 -251 155 135 -1119 58 -1144 427 -522
Investments and financial assets 334 -648 721 162 -141 3 -36 -590 -1081 -936 821 -44 914 -1328 -2275

check 1 0 0 0 0 0 0 0 0 0 0 0 0 0 0

WORKINGS
Interest Recd per income statement 52 0 70 43 100 60 82 100 144 210 218 118 69 64 183
Cash Received During the Year for In 52 0 70 43 100 60 82 100 144 210 218 118 69 64 183
Change in Interest Receivable 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

Interest Paid per income statement 0 0 -12 -40 -48 -60 -71 -62 -47 -21 -16 -11 -8 -3 0
Cash Paid During the year for Interes -10 -9 -12 -34 -49 -49 -61 -59 -58 -10 -20 -20 -20 -10 0
Change in Interest Payable -10 -9 0 6 -1 11 10 3 -11 11 -4 -9 -12 -7 0

Tax Paid per income statement -190 -325 -53 -190 -250 479 0 -20 -75 -306 15 -22 -24 -107 -480
Cash Paid During the year for Income -266 -98 -251 -46 -188 -33 11 15 -33 -47 -42 -11 -45 7 -17
Change in Tax Payable 76 -227 198 -144 -62 512 -11 -35 -42 -259 57 -11 21 -114 -463

Net interest paid -42 9 -58 -9 -51 -11 -21 -41 -86 -200 -198 -98 -49 -54 -183
Tax rate assumed 35% 35% 35% 35% 35% 35% 35% 35% 35% 35% 35% 35% 35% 35% 35%
Tax shelter on interest 15 -3 20 3 18 4 7 14 30 70 69 34 17 19 64
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Exhibit 4 Apple Analysis from 1995 to 2009 

 

 

 

 

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Sales $m 11062 9833 7081 5941 6134 7983 5363 5742 6207 8279 13931 19315 24006 32479 36537
Sales Growth 20% -11% -28% -16% 3% 30% -33% 7% 8% 33% 68% 39% 24% 35% 12%

Equity shareholders' funds 2901 2058 1050 1492 2954 4031 3920 4095 4223 5076 7466 9984 14532 21030 27832

Debt and preference shares 764 1135 1126 1104 450 376 317 316 304 0 0 0 0 0 0

less  Cash -952 -1745 -1459 -2300 -3226 -4027 -4336 -4337 -4566 -5464 -8261 -10110 -15386 -24490 -33992

Capital Employed at y/e 2713 1448 717 296 178 380 -99 74 -39 -388 -795 -126 -854 -3460 -6160

EBIT 622 -1295 -1056 291 579 903 -254 -20 10 321 1630 2424 4361 6242 7577

EBIAT 393 -816 -1052 286 543 673 -158 1 19 239 1223 1753 3108 4442 5460

Earnings 424 -816 -1045 309 601 786 -37 65 68 276 1333 1989 3496 4834 5704

Cash Dividend 58 14 0 0 0 0 0 0 0 0 0 0 0 0 0

Stock Repurchase 0 0 0 0 75 116 0 0 0 0 0 355 0 0 0

METRICS

ROCE 28% -62% -98% 57% 244% 324% -181% ∞ ∞ ∞ ∞ ∞ ∞ ∞ ∞

After tax ROCE 18% -39% -97% 57% 229% 241% -113% ∞ ∞ ∞ ∞ ∞ ∞ ∞ ∞

Return on Equity 16% -33% -67% 24% 27% 23% -1% 2% 2% 6% 21% 23% 29% 27% 23%

Economic Profit 215 -982 -1138 246 524 650 -169 2 17 256 1271 1789 3147 4615 5845

Market Capitalisation 3918 2599 1679 5535 16532 4993 7685 5144 7588 26227 45926 63270 134288 100930 166815

Price/earnings 9.1 -3.2 -1.6 17.4 49.0 6.1 -204.6 78.3 109.7 45.1 33.4 31.4 38.1 20.7 29.0

Price/book 1.4 1.3 1.6 3.7 5.6 1.2 2.0 1.3 1.8 5.2 6.2 6.3 9.2 4.8 6.0

FORENSICS
EBIT Margin 5.6% -13.2% -14.9% 4.9% 9.4% 11.3% -4.7% -0.3% 0.2% 3.9% 11.7% 12.5% 18.2% 19.2% 20.7%

Gross Margin 25.8% 9.8% 19.3% 24.9% 27.6% 27.1% 23.0% 27.9% 27.5% 27.3% 29.0% 29.0% 34.0% 34.3% 36.0%

SG&A/Sales -14.3% -15.9% -12.9% -15.2% -16.2% -14.6% -21.2% -19.3% -19.5% -17.2% -13.3% -12.6% -12.3% -11.6% -11.4%

R&D/Sales -5.6% -6.1% -12.1% -5.2% -5.1% -4.8% -8.0% -7.8% -7.6% -5.9% -3.8% -3.7% -3.3% -3.4% -3.6%

Other income in ops/Sales -0.6% 0.9% 0.2% 0.5% 3.7% 4.8% 1.7% -0.6% 0.2% -0.1% -0.1% -0.2% -0.2% -0.1% -0.2%

Exceptionals/Sales 0.2% -1.8% -9.4% -0.1% -0.6% -1.2% -0.2% -0.5% -0.4% -0.3% 0.0% 0.0% 0.0% 0.0% 0.0%

Asset turn 5.0 4.7 6.5 11.7 25.9 28.6 38.2 ∞ ∞ ∞ ∞ ∞ ∞ ∞ ∞
PPE/Sales 6% 7% 8% 7% 5% 4% 8% 10% 10% 8% 5% 5% 6% 7% 7%

Invests, intans/Sales 0% 0% 0% 0% 3% 7% 9% 3% 3% 1% 1% 1% 1% 1% 1%

Vendor receivables/Sales 0% 0% 0% 0% 0% 0% 0% 1% 3% 3% 2% 5% 8% 7% 5%

Inventory/Sales 13% 12% 8% 4% 1% 0% 0% 0% 1% 1% 1% 1% 1% 1% 1%

Trade receivable/Sales 16% 17% 18% 17% 13% 10% 13% 9% 11% 9% 6% 6% 6% 6% 8%

Trade payable/Sales -9% -10% -10% -12% -12% -12% -18% -15% -17% -16% -12% -13% -17% -16% -15%

Deferred tax/Sales -6% -5% -4% -4% -3% -4% -7% -2% 0% 1% 1% 1% 1% 2% 3%

Deferred revenue/Sales 0% 0% 0% 0% 0% 0% 0% -2% -5% -6% -5% -6% -9% -16% -31%

Other, net/Sales 0% 0% -3% -4% -3% -2% -3% -5% -5% -5% -5% -2% 0%
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Exhibit 5 Detail from APPLE 2009 10K statement  

 

 

2003 change 2004 change 2005 change 2006 change 2007 change 2008 change 2009

Net Sales by Product ($m)

Desktops 2,475 -4% 2,373 45% 3,436 -3% 3,319 21% 4,020 7% 5,603 30% 4,308

Portables 2,016 26% 2,550 11% 2,839 43% 4,056 55% 6,294 50% 8,673 -8% 9,472

Total Macintosh 4,491 10% 4,923 27% 6,275 18% 7,375 40% 10,314 38% 14,276 -3% 13,780

iPod 345 279% 1,306 248% 4,540 69% 7,676 8% 8,305 10% 9,135 -11% 8,091

Other music products and services 36 672% 278 223% 899 110% 1885 32% 2496 34% 3,340 21% 4,036

iPhone 123 1,844 6,754

Peripherals and other hardware 691 38% 951 18% 1,126 -2% 1,100 15% 1,260 32% 1,659 -11% 1,470

Software, service, and other sales 644 27% 821 33% 1,091 17% 1,279 18% 1,508 46% 2,207 9% 2,406

Total net sales 6,207 33% 8,279 68% 13,931 39% 19,315 24% 24,006 35% 32,461 13% 36,537

Unit Sales by Product (000s )

Desktops 1,761 -8% 1,625 55% 2,520 -3% 2,434 12% 2,714 37% 3712 -14% 3182

Portables 1,251 33% 1,665 21% 2,014 42% 2,869 51% 4,337 38% 6003 20% 7214

Total Macintosh unit sales 3,012 9% 3,290 38% 4,534 17% 5,303 33% 7,051 38% 9,715 7% 10,396

Revenue per Macintosh unit 1,491 0% 1,496 -7% 1,384 0% 1,391 5% 1,463 0% 1,469 -10% 1,326

iPod unit sales 939 370% 4,416 409% 22,497 75% 39,409 31% 51,630 6% 54,828 -1% 54,132

Revenue per iPod unit 367 -19% 296 -32% 202 -3% 195 -17% 161 4% 167 -10% 149

iPhone unit sales 1,389 11,627 78% 20,731

Cost ratios ($m)

Net sales 6,207 8,279 13,931 19,315 24,006 32,479 36,537

Cost of sales 4,499 6,020 9,888 13,717 15,852 21,334 23,397

Gross margin 1,708 2,259 4,043 5,598 8,154 11,145 13,140
% of sales 27.5% 27.3% 29.0% 29.0% 34.0% 34.3% 36.0%

R&D 471 489 534 712 782 1,109 1,333
% of sales 7.6% 5.9% 3.8% 3.7% 3.3% 3.4% 3.6%

SG&A 1,212 1,421 1,859 2,433 2,963 3,761 4,149
% of sales 19.5% 17.2% 13.3% 12.6% 12.3% 11.6% 11.4%
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