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New accounting proceedures

Under the historical accounting principles, the Company was required to account for sales of both iPhone and
Apple TV using subscription accounting because the Company indicated it might from time-to-time provide
future unspecified software upgrades and features for those products free of charge. Under subscription
accounting, revenue and associated product cost of sales for iPhone and Apple TV were deferred at the time of
sale and recognized on a straight-line basis over each product’s estimated economic life. This resulted in the
deferral of significant amounts of revenue and cost of sales related to iPhone and Apple TV. Costs incurred by
the Company for engineering, sales, marketing and warranty were expensed as incurred. As of September 26,
2009, based on the historical accounting principles, total accumulated deferred revenue and deferred costs
associated with past iPhone and Apple TV sales were $12.1 billion and $5.2 billion, respectively.

The new accounting principles generally require the Company to account for the sale of both iPhone and Apple
TV as two deliverables. The first deliverable is the hardware and software delivered at the time of sale, and the
second deliverable is the right included with the purchase of iPhone and Apple TV to receive on a
when-and-if-available basis future unspecified software upgrades and features relating to the product’s software.
The new accounting principles result in the recognition of substantially all of the revenue and product costs from
sales of iPhone and Apple TV at the time of sale. Additionally, the Company is required to estimate a standalone
selling price for the unspecified software upgrade right included with the sale of iPhone and Apple TV and
recognizes that amount ratably over the 24-month estimated|ife of the related hardware device. For all periods
presented, the Company’s price for the pgrade right included with each iPhone and
Apple TV sold is $25 and $10, respectively. The adoption of the new accounting principles increased the
Company’s net sales by $6.4 billion, $5.0 billion and $572 million for 2009, 2008 and 2007, respectively. As of
September 26, 2009, the revised total accumulated deferred revenue associated with iPhone and Apple TV sales
to date was $483 million; revised accumulated deferred costs for such sales were zero.

Restated 2008

EPS PTP Sales

Original 6.28 7,984 | 36537

Restated 9.07 12,066 | 42,905

Increase 2.79 4,082 6,368

44% 51%| 17%
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Beliefs

* Rule of 5is correct —
— 1/5 will exceed my expectations
— 3/5 will generally meet my expectation
— 1/5 will not meet my expectations
* ldon’t have a crystal ball. 100% confidence is not achievable.
* My judgment is as good as the analysts
— 2002 study reveals 59% of consensus forecasts are at least 15% off.
¢ Mr. Market is bi-polar.
— He normally does a good job of representing the value of a company

but occasionally presents unjustified manic optimism or unjustified
depressed skepticism.

— Mr. Market’s opinions cannot be assumed are correct.
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Do | want to own this stock?

QUALITY REVIEW

Section 1 — Growth Rate

1 Growth Analysis
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Section 2 — Managed Results
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How low?
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Check analysts consensus estimates for consistency

WHAT DO THE ANALYSTS SAY?
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Analyst 5 years estimates?

Yearly Earnings Forecasts

Fiscal  Consensus  HighEPS™  LowEPS®  Number of
YearEnd EPS*Forecast Forecast  Forecast  Estimates
Sep 2010 7912 951 6795 45
Sep 2011 9622 12.57 7.88 %
Sep2012 10689 14 826 10
Sep 2013 985 985 985 1

Dip in 2013???
Only 1 analyst.

Overthe Last 4
Weeks
Number of
Revisions

Dow

Copyright, Thomson Financial, (2004) All Rights Reserved

Forecasts being
adjusted up.

http://www.nasdaq.com/earnings/earnings_forecast.asp?symbol=AAPL&selected=AAPL

Add analyst estimates to section 1
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Let’s check other analysts ...




Value Line

Timeliness = 1 - Good
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rates. 3-5 year EPS = $16.00

http://www.kcls.org/databases Sales = 18.5% No dip! Too high?
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Value Line Analysis

'BUSINESS: Appe Ire. = 3 major developer, manutacurer, and

markete of personal computers and persheral and cansumer proc-

weis, such as the Pod digial music player and the iPhone, for sale
masly 1 tha business. ereaive, edueaton.
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The growih story ai Apple appears (0
have a long way to go. The electronics
glant’s financial results have skyrocketed
since the mid-2000s, thanks to inroads by
Mac computers and the success of the
1Pod, 1Tunes. and 1Phone hardware and

Strong consumer demand for devices that
are smaller than traditional notebook com-
puters and more powerful than today's
mobile phones. Moreover, we expect the

company to take on the cable industry by
launching 2 subscription-based TV service

A bit too
rosy?

software Elalfﬂrms that have transformed over the Internet, possibly In partnership
the portable music and cellulartelephone with @ few_entertainment rymerghts
businesses. And e that the top like Disney and CBS. Such a move would
Lotsof | and bottom lines will experience further out risks, especially since
rapid growth in fiscal 2010 (ends Septem- people would have to buy individual con-
room to | ber 25th} and beyond, given Apples vast tent (through Tunes or some similar site)
market opportunity. advertising prowess, that they are used to getting for free or as
grow. and knack for (rea(mE innovative, user- part of a package deal. But the upside
friendly pmdmj Notably, despite Ifs mul- potential is huge If the right business
tiyear growt] model is implemented and new Apple TV
R npErtil] as Just a small - devices, which have been slow o get off
share of the global pc {about 1%) and the ground, become mainsiays i lving
mobile phone (2%) markets. It contin-  rooms across
lics to ekpand s recall footprint (it now These top ranked shares haye ralli
has over 970 stores worldwide), and lever- sharply in recent months along Wiih
age its expertise and brand name to enter the broader market, and are now trad-
new technology sectors, too, which ought —ing near their all-time high. Long-term ap-
to lend additional support to results as we preciation potential remains attractive,
eeper Into he decade. In the mobile  however, based on our expectailons (ha
computing/Internet space, we envision share net will climb at around a 2
Tmaty new product rollputs 1n the coming nual lip through 2017.2014
quarters, as Apple laoks to capitalize on Justin Heilman January 8. 2010
Eornings Estimates Qu(12/09) Qu(3/10)
verage Estmate 208
Number of Analysts 3
High Estimate 227
Lov: Estimate 174
Year Ago EPS 178
h Rate 17.08%
MSN (Zacks) & NASDAQ (Thompson)
seem to agree.
Zacks Industry: COMP-MICRO

Fiscal Consensus
Year End EPS” Forecast

Sep 2010
Sep 2011

2010 | SVALUE LINE PUB., INC

50.10 | Sales persh &
9.25 | “Cash Flow™ per sh
8.25 )| Eamings per sh B
Nil | Div'ds Decd'd per sh

Too optimistic?

Results: Confident that next two years will not exceed 7.89 or 9.62 respectively.




| have a feeling for earnings but my projection is built on sales growth

WHAT ABOUT SALES GROWTH?
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Historical Sales Growth
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Quarterly sales increasing quickly.

Annual sales stable on 12.5%.

Let’s see what the analysts expect.

Estimating Sales Growth
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18.5% is too high. 12.5% is minimum. Choose 15% for this economy.
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USE SALES GROWTH TO ESTIMATE
EPS GROWTH

Preferred Method

" Revenue-based EPS Growth Rate Estimate

Revenue-based EPS Estimate % Pretax Profit
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Sales projection visually seems r b

5-year projected sales, $73,489, is lower than Value Line projection of $78,000.
5-year projected EPS visually seems conservatively below ACE.

5-year projected EPS, $12.26, is well below $16 Value Line projection.

1-year projected EPS is $6.29 x 1.143% = $7.19 (above low forecast of $6.80)
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HOW DOES MANAGEMENT
COMPARE WITH INDUSTRY?
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Section 2 — Managed Results
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Profit Margin 21.9% 6.5% s
P
ROE 26.6% 16.5% L ,,i,i’,,m e
Debt/Equity 0% 34%
G All good!
Yes, | want to own this company!
Buy today?

VALUE REVIEW
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PERT-B Outliers & PMG

~
J.g
&y N
= ® g 3 oleloa =
@ N -
0T gl 2
WMEJ *
B ENG
bn,m__ﬂ
o5 O 1 =lel<ee e
A W ~ S s s o i
8o¢c® L EE
2268 o 1 " F -
>¥ &2 § Wnw g
Hreaqennety Eaw a TN il |glelelglsl
W Pebbeieb b ep E g @ = HEEHE
239 =8F Exw 2 11858552
H SETE 5 Hu:z I = e
i =988 & T3 2
ERRERCES LS [ ete e R SELE ¢ wew E
EE| CEEEE EEEER PR gwgs> > womom LS [P R PR
= : Ladn v T R P e
o = % WWW N E A A A
a2 EERis s | dams 3 XX
g HIEHEREEE s
« w8 ? = = 8 e oo

HIGH

a0

197.750 SEEK HEH

200

8.8
419
2.6

100.6
[0
3

PMG P/E Analysis

Y

CURRENT PRICE

PRICE/EARNINGS RATIO and DIVIDEND ANALYSIS

Section 3 — Price & P/E Analysis
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FTMEPS
=230.48
192.42

Buy @ $191.75 with 3:1 U/D
36.7x6.28

21.
102.8%
26.8x7.18

PROIECTED PEE RATIO
PEG RATIO
PROJ. RELATIE VALVE
36.7 for sell Price
26.8 for buy Price

2.
urse
Alt+B

117.5%

19
Too expensive to buy today.

High Alert when P/E
Low Alert when P/E

315

AVERAGE PEE RATIO
RELATIVE VALUE

Conclusions
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Section 4 — Low Price?

4 EVALUATING REWARD and RISK over the next 5 years
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Sections 4 & 5 — Risk/Reward

4 EVALUATING REWARD and RISK over the next 5 years
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5 ToTAL RETURN ANALYSIS
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Results
. Price on 1/23/2010 = 197.75

* DCF=$112.66 Intrinsic Value = 254.56 Price below Intrinsic Value

¢ UB=$193.70 < Price above UB
+ MA=$154.56 trend up)

+ 1B=511541

© News:

—  Apple/Google competition. Serious competitive change

Announcing tablet?

Rumors of replacing Goggle search on iPhone with Microsoft bing.

* Industry PE = 22 (mi) S&P 500 P/E =87 DJIAP/E=17 VLIndustry = 19/98

+  PE=315RV=117.5% PEG=1.9 U/D=2.7

+ Return=17.9% PAR=10.6%

+  Alt+B Price = 191.75 (U/D=3)

Conclusion: Too much risk/price too expensive today despite 17.9% potential return. Expecting
price to expand as high as $230 (up 16%) before market pulling quickly down to $192.

High Alert when P/E = 36.7 for sell Price =36.7 x 6.28 = 230.48 (u/d = 1.8, RV = 137%)

Low Alert when P/E = 26.8 for buy Price = 26.8 x 7.18 = 192.42 (u/d = 2.96; RV = 100%)
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Online References

Bl S&P data service

www.nasdag.com (5 years ACE)
http://Moneycentral.msn.com (financials & industry)
http://kcls.org for Value Line online access
http://www.manifestinvesting.com (financials & industry)
http://finance.yahoo.com (price movement & competitors)

http://online.barrons.com/public/page/9 0210-
indexespeyields.html for S&P 500 & DJIA PE
http://alerts.yahoo.com (price alerts via email)
www.gurufocus.com for DCF calculation

www.valuepro.net for Intrinsic Value calculation
www.bob-adams.net for Annual Report analysis spreadsheet
http://biwiki.editme.com/Spreadsheets for TKPorfolio spreadsheet
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