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Services continue to grow 
 
USA | TECHNOLOGY | RESULTS 

 Revenue down 15% yoy and Net Income down 27% yoy 
 Service revenue grew by 19% 
 iPad performed better than expected  
 Maintain “BUY” rating and lower TP of US$114.74 (previously US$119.92)  
 
Results at a glance: 

Y/E Sep, USD bn 3QFY16 3QFY15 yoy Comments

Revenue 42.4 49.6 -14.6%

While Revenue was down, it beat general 

consensus estimates of US$42 bn. 

Services Rev 6.0 5.0 18.9%

Services up on the back of App Store 

growth, which was up 37% in Q3

iPhone Rev 24.0 31.4 -23.3%

iPhone units shipped 40.4 mn units, 

compared to consensus estimate 

40.02mn

iPad Rev 4.9 4.5 7.4%

New iPad shipped 9.95 mn vs our 

expectation of 8.9 mn

Net Income 7.8 10.7 -27.0%

DPU (cents)(per Quarter) 0.57 0.52 9.6%  

Source: Company, Phillip Securities Research (Singapore) 

 Fall in revenue and earnings. AAPL reported record quarter revenue of US$42.4 bn, 
falling short of our estimate of US$46.7 bn. Consensus estimates had AAPL earning 
US$42 bn, and AAPL guided between US$41 bn to US$43 bn. While AAPL performed 
better than consensus, they fell short of our estimates, which had AAPL selling more 
iPhones and at higher Average Selling Prices (ASP). EPS of US$1.42, missing by 
US$0.42. Gross margins was 38% compared to 39.7% yoy. Margins fell on the back of 
lower iPhone ASPs, which fell about US$65 due to introduction of the iPhone SE as 
well as the stronger US$, which accounted for US$20 of that US$65. Overall, while 
AAPL had better than expected results when compared to consensus estimates, it is 
still concerning that revenue and net income are trending down and performing worse 
than our estimates. Additionally, the ASPs for iPhone fell more than expected. 

 Services were still the saving grace. Service revenue came in at about 5.9 bn, which 
was in line with our estimates. YTD, AAPL services segment has garnered almost US$18 
bn in revenue, the entire previous year service revenue was US$19.9 bn. The App 
Store’s grew at 37% yoy compared to the previous quarter, which grew 35%. Install-
based related purchases grew 29% yoy to US$10.3 bn. Apple Pay grew monthly active 
users by more than 450% yoy, with over half of transaction volume coming from 
outside the USA. It is also useful to note that the wildly successful Pokemon Go was 
released only in July 2016 and related revenue would not yet be included in this 
quarter results. The numbers from the Services segment continue to show AAPL’s 
progress to Apple as a service.  

 iPad Sales beat estimates on the back of new iPad. iPad registered the highest 
quarterly sales in 2 years. The new 9.7 inch iPad Pro, which launched in end March 
2016, helped to boost sales volumes as well as ASPs. iPad ASPs grew to US$490 
compared to US$415 yoy. AAPL cites businesses as the reason for the growth in iPad, 
with half of iPad Pro purchasers buying them for work. 
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BUY (Maintain)
CLOSING PRICE 

FORECAST DIV

TARGET PRICE

TOTAL RETURN

COMPANY DATA

O/S SHARES (M N) : 5,477       

M ARKET CAP (USD mn / SGD mn) : 529503 / 529503

52 - WK HI/LO (USD) : 123.91 / 89.47

3M  Average Daily T/O (mn) : 39.52       

MAJOR SHAREHOLDERS (%)

6.02%

BLACKROCK 5.77%

STATE STREET CORP 3.94%

2.65%

1.28%

PRICE PERFORMANCE (%)

1M T H 3 M T H 1Y R

COM PANY 3.5           (6.8)          (20.8)        

SPX RETURN 6.62        4.28         6.62         

PRICE VS. STI

Source: B loomberg, PSR

KEY FINANCIALS

U SD  B N F Y 14 F Y 15 F Y 16 e F Y 17e

Revenue 182.8 233.7 217.3 231.2

EBITDA 70.5 93.6 86.9 92.5

NPAT (adj.) 39.5 53.4 47.3 50.2

EPS (adj.) 6.45             9.22        8.17          8.66         

PER, x (adj.) 15.0              10.5         11.8           11.2           

P /BV, x 5.3               4.7           4.4            4.2            

DPS (USD) 1.8                2.0           2.3            2.3            

Div Yield, % 2% 2% 2% 2%

ROE, % 34% 46% 38% 39%

Source: Company Data, PSR est.
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RESULTS 

 

 iPhone shipped more units than expected, ASP fell to US$595. iPhone unit sales were 
down 15% yoy, with a 23% reduction in revenue. However iPhone unit sales beat 
consensus estimates of 40 mn units shipped, shipping 40.4 mn units. This was due to 
the release of the iPhone SE, which was released in March this year. This quarter 
represented the first full quarter that the iPhone SE has been available, and shows that 
there is strong demand for a cheaper iPhone. iPhone SE would have significant appeal 
in emerging markets and AAPL reported that they have had double digit growth yoy in 
countries like Brazil and India. AAPL also reported double digit growth in Japan, 
Canada and Sweden and that sales in Russia more than doubled yoy. AAPL commented 
that iPhone SE has seen higher new-to-iPhone customer numbers, indicating that 
iPhone SE has not done much cannibalization of iPhone sales.  

AAPL guidance for 3QFY16: 

 Revenue between $45.5 billion and $47.5 billion, down about 9.7% yoy from US$51.5 
bn 

 Gross margin between 37.5% and 38%, about 1-2% difference yoy from 39.9% 

 Operating expenses between US$6.05 bn and US$6.15 bn, up  yoy from US$5.9 bn  

 Other income/(expense) of US$350 mn 

 Tax rate of 25.5%, about 0.6% lower yoy 

 

 

Investment Actions 
We maintain our “BUY” call on AAPL with a slightly reduced target price of US$114.74. 
While AAPL has been able to outperform overall this quarter, the continued fall of their 
main revenue driver; the iPhone, is concerning. In light of the continued down trend in 
sales volume as well as the larger than expected impact on ASPs, we have reduced our 
estimate of AAPL’s sales going forward. The future of iPhone sales is likely still contingent 
on the new iPhone 7. However, the iPhone 7 is rumored to only be an incremental update 
of features rather than a new innovative device. It remains to be seen if iPhone 7 can drive 
numbers up or if iPhones have truly hit saturation point.  

Services on the other hand, continue to be the bright spot, with continued double digit 
growth and looks set to continue having accelerated growth. With new exciting Apps like 
Pokemon Go helping to contribute to the Services revenue, we remain optimistic in AAPL’s 
strategy to transition to Apple as a Service.  

AAPL also announced a dividend increase to US$0.57 from US$0.52, up 9.6%. This brings 
AAPL’s dividend yield to 2.36%. AAPL has now completed US$177 bn of its US$250 bn 
capital return program, having spent US$127 bn in share repurchases.  

 

http://images.apple.com/pr/pdf/q3fy16datasum.pdf
http://www.apple.com/pr/library/2016/07/26Apple-Reports-Third-Quarter-Results.html
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RESULTS 

Financials

Income Statement Balance Sheet

Y/E Sep, USD bn FY14 FY15 FY16e FY17e FY18e Y/E Sep, USD bn FY14 FY15 FY16e FY17e FY18e

Gross revenue 182.8 233.7 217.3 231.2 236.6 ASSETS

Cost of sa les -112.3 -140.1 -130.4 -138.7 -142.0 PPE 20.6 22.5 28.4 34.5 41.7

Gross Profit 70.5 93.6 86.9 92.5 94.6 Intangibles 4.1 3.9 3.9 3.9 3.9

Other Expenses -18.5 -23.3 -22.7 -24.1 -24.7 Investment 133.9 169.6 190.0 208.8 222.6

Finance (Exp)/Inc, Net 1.4 2.2 0.2 -0.1 -0.2 Others  NCA 4.6 5.1 5.1 5.1 5.1

Profit Before Tax 53.5 72.5 64.4 68.3 69.7 Total non-current assets 163.3 201.1 227.3 252.3 273.4

Taxation -14.0 -19.1 -17.1 -18.1 -18.5 Accounts  receivables 27.2 30.3 28.2 30.1 30.8

Profit After Tax 39.5 53.4 47.3 50.2 51.2 CCE 25.1 41.6 38.5 41.4 48.6

Inventory 2.1 2.3 3.0 3.5 4.0

Others  CA 14.1 15.1 16.0 16.9 17.9

Per share data (Cents) Total current assets 68.5 89.4 85.7 91.9 101.3

Y/E Sep FY14 FY15 FY16e FY17e FY18e Total Assets 231.8 290.5 313.0 344.3 374.6

Bas ic EPS (USD) 6.5           9.2           8.2           8.7           8.8           

net DPS - (USD) 1.8           2.0           2.3           2.3           2.5           LIABILITIES

BVPS (USD) 18.2         20.6         21.9         23.0         25.1         Accounts  payables 30.2 35.5 33.0 35.1 36.0

Short term loans 6.3 11.0 11.4 14.4 12.4

Others  CL 26.9 34.1 38.9 44.5 50.1

Cash Flow Total  current l iabi l i ties 63.4 80.6 83.3 94.0 98.4

Y/E Sep, USD bn FY14 FY15 FY16e FY17e FY18e Long term loans 29.0 53.5 69.4 85.4 101.3

CFO Others  NCL 27.9 37.1 34.0 31.9 30.2

Net Income 39.5 53.4 47.3 50.2 51.2 Total non-current liabilities 56.8 90.5 103.4 117.2 131.5

Adjustments 7.9 11.3 6.0 6.8 6.8 Total Liabilities 120.3 171.1 186.7 211.3 230.0

WC changes 7.0 11.6 4.6 7.2 6.7

Others 5.2 5.0 5.0 5.1 5.2 EQUITY

Cashflow from ops 59.7 81.3 63.0 69.3 70.0 Retained Earnings  87.2 92.3 99.4 106.0 117.8

CFI Others  Equity 24.4 27.1 27.4 27.4 27.4

CAPEX, net -9.6 -11.2 -11.9 -12.9 -13.9 Shareholder Equity 111.5 119.4 126.8 133.5 145.2

Others 5.2 5.0 5.0 5.1 5.2

Cashflow from investments -22.6 -56.3 -38.7 -39.1 -39.2

CFF

Share i ssuance, net -44.3 -34.7 -26.4 -29.4 -24.4 Valuation Ratios

Loans , net of repayments 18.3 29.3 12.8 16.5 16.1 Y/E Sep FY14 FY15 FY16e FY17e FY18e

Dividends -11.1 -11.6 -13.2 -13.5 -14.5 P/E (X), adj. 15.0 10.5 11.8 11.2 10.9

Others 5.2 5.0 5.0 5.1 5.2 P/B (X) 5.3 4.7 4.4 4.2 3.9

Cashflow from financing -37.5 -17.7 -27.5 -27.2 -23.6 EV/EBITDA (X), adj. 7.2 5.3 5.9 5.6 5.5

Net change in cash -0.4 7.3 -3.1 3.0 7.2 Dividend Yield (%) 1.9% 2.0% 2.4% 2.4% 2.6%

CCE, end 13.8 21.1 18.0 20.9 28.1 Growth & Margins (%)

Growth

Gross  revenue 7.0% 27.9% -7.0% 6.4% 2.4%

EBIT 6.6% 35.6% -11.2% 6.0% 2.2%

Profi t After Tax 6.7% 35.1% -11.3% 6.0% 2.2%

Margins

Operating margin 29.3% 31.0% 29.6% 29.5% 29.5%

Gross  margin 38.6% 40.1% 40.0% 40.0% 40.0%

Net Profi t Margin 21.6% 22.8% 21.8% 21.7% 21.7%

Key Ratios

ROE (%) 33.6% 46.2% 38.5% 38.5% 36.8%

ROA (%) 18.0% 20.4% 15.7% 15.3% 14.3%

Source: Company, Phi l l ip Securi ties  Research (Singapore) Estimates

*Forward multiples  & yields  based on current market price; his torica l  multiples  & yields  based on his torica l  market price.  
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Total Returns Recommendation Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutra l 3
-5% to -20% Reduce 4
<-20% Sel l 5

We do not base our recommendations  entirely on the  above quanti tative 

return bands .  We cons ider qual i tative factors  l ike (but not l imited to) a  s tock's  

ri sk reward profi le, market sentiment, recent rate of share price appreciation, 

presence or absence of s tock price catalysts , and speculative undertones  

surrounding the s tock, before making our fina l  recommendation 
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Important Information  

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under the 
Financial Advisers Act, Chapter 110 in Singapore.  

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may 
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in 
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.  

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from 
public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or 
implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this 
report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to 
supply any corrections, updates or releases in connection therewith.  

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time 
without prior notice. Past performance of any product referred to in this report is not indicative of future results.  

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as 
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available 
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for 
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all 
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent 
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be 
considered to be a disclosure of all risks or a complete discussion of such risks.  

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this 
report should take into account existing public information, including any registered prospectus in respect of such product.  

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but 
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. 
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and 
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip 
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or 
investment services to such companies and investments or related investments, as may be mentioned in this report.  

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, 
purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. 
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars 
and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the 
investment.  

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise 
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, 
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons 
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this 
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or 
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of 
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.  

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any 
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.  

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a 
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the 
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.  

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities 
Research may determine in its absolute discretion. 
 
IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES 
Where the report contains research analyses or reports from a foreign research house, please note: 

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge 
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the 
analyses or reports; and 

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, expert 
investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports. 

 
 


