
Apple Inc
NASDAQ: AAPL

Jana Vembunarayanan



Business



Source: 50 Things Your Smartphone Replaced [or will replace in the future]

https://www.geckoandfly.com/13143/50-things-smartphone-replaced-will-replace-future/


Business Model Canvas generated using canvanizer.com.

Mutually Exclusive and Collectively Exhaustive (MECE) is a problem-solving 
technique popularized in management consulting.

The idea is to down a complex problem into several sub-problems until the 
sub-problem is solvable independently. Each sub-problem must not overlap (mutually 
exclusive) with other sub-problems. Together these subproblems must be sufficient 
(collectively exhaustive) to solve the original problem.

Most problems we encounter in life are not genuinely unique. Someone must have a 
solution and have taken the trouble of creating a MECE. Frameworks are 
prepackaged MECE breakdowns used for solving similar problems. It provides an 
invaluable shortcut to structure a problem.

Business Model Canvas is one such framework that helps in understanding any 
company in a structured way. This two-minute video gives an excellent overview of 
the Business model canvas.

http://canvanizer.com
https://www.youtube.com/watch?v=QoAOzMTLP5s


Is Apple a good business?

A good business generates high returns on capital employed. It requires less capital 
expenditure to grows its sales, while continuing to expand its moat.



Apple generates 3x more ROCE compared to non-financial companies in S&P 500. It 
generates more per share FCF than EPS.





What do you see?



Source: Apple 1997 10K report

It’s not a good sign to see declining net sales and increasing net loss. Apple’s share of 
the computer market in the United States fell below 3%.

From 1993 to 1997, Apple lost 70% of its market capitalization. It went down from $6 
billion to $1.9 billion. That’s when Steve Jobs stepped in as an interim CEO to begin a 
critical restructuring of the company's product line. Jobs convinced Microsoft into 
investing $150 million into Apple. Microsoft didn’t want Apple to fail and make it look 
even bad in the eyes of the Department of Justice.

https://www.annualreports.com/HostedData/AnnualReportArchive/a/NASDAQ_AAPL_1997.pdf


Source: Apple 2000 10K Report

After reaching a peak of $17 billion in market capitalization, Apple ended 2000 at a 
market capitalization of $4.3 billion. Not bad to double in three years right after the 
dotcom bubble crash.

Source: How the Internet Happened

It’s legendary now how Jobs returned to Apple, ruthlessly streamlined its product lines 
by killing extraneous projects, brought in a young executive named Tim Cook to turn 
Apple’s supply-chain and manufacturing processes into the envy of the technology 
world, and embraced a then-obscure industrial designer named Jonathan “Jony” Ive 
to churn out innovative and beautifully crafted computers that stood out from the dull 
beige boxes produced by the likes of Dell and Compaq. The product that would 
change Apple’s fortunes was the iMac, the Ive-designed translucent and colorful 
computer that debuted in 1998 and would become Apple’s biggest hit in a decade.

Source: Good Strategy Bad Strategy

Jobs cut all of the desktop models—there were fifteen—back to one. He cut all 
portable and handheld models back to one laptop. He completely cut out all the 
printers and other peripherals. He cut development engineers. He cut software 
development. He cut distributors and cut out five of the company’s six national 
retailers. He cut out virtually all manufacturing, moving it offshore to Taiwan. With a 

https://d1lge852tjjqow.cloudfront.net/CIK-0000320193/fe679759-28ea-4242-a079-5acbe17ef360.pdf
https://www.amazon.com/How-Internet-Happened-Netscape-iPhone-ebook/dp/B07BLJ1QYZ
https://www.amazon.com/Good-Strategy-Bad-Difference-Matters-ebook/dp/B004J4WKEC/


simpler product line manufactured in Asia, he cut inventory by more than 80 percent. 
A new Web store sold Apple’s products directly to consumers, cutting out distributors 
and dealers.
 
The product lineup was too complicated and the company was bleeding cash. A friend 
of the family asked me which Apple computer she should buy. She couldn’t figure out 
the differences among them and I couldn’t give her clear guidance, either. I was 
appalled that there was no Apple consumer computer priced under $2,000. We are 
replacing all of those desktop computers with one, the Power Mac G3. We are 
dropping five of six national retailers—meeting their demand has meant too many 
models at too many price points and too much markup.



Source: Good Strategy Bad Strategy

In the summer of 1998, I got an opportunity to talk with Jobs again. I said, “Steve, this 
turnaround at Apple has been impressive. But everything we know about the PC 
business says that Apple cannot really push beyond a small niche position. The 
network effects are just too strong to upset the Wintel standard. So what are you 
trying to do in the longer term? What is the strategy?” He did not attack my argument. 
He didn’t agree with it, either. He just smiled and said, “I am going to wait for the 
next big thing.”

https://www.amazon.com/Good-Strategy-Bad-Difference-Matters-ebook/dp/B004J4WKEC/


iPod First Generation 2001

Source: Apple 2007 10K Report

Apple market capitalization went up by 36x in 7 years. It went up from $4.3 billion to 
$153 billion by the end of 2007.

Source: How the Internet Happened

In late 2000, an Apple executive named Jon Rubinstein made a routine trip to Japan 
to visit electronics supplier Toshiba. In his meeting with Toshiba’s engineers, he was 
told about a new, incredibly small, 1.8-inch hard drive the company had developed 
that could hold up to five gigabytes of data. Toshiba wasn’t sure what it could be used 
for. Laptops, obviously. Or maybe digital cameras? Rubinstein knew exactly what it 
could be used for. Toshiba hard drive was the size of a silver dollar but had the 
capacity to store about 1,000 MP3s. If Apple married this hard drive to its elegant 
hardware and software design prowess, it could design an MP3 player that blew the 
others out of the water. Jobs authorized Rubinstein to buy all the 1.8-inch hard drives 
he could get his hands on.

Jobs would later remember the development of the iPod as a series of serendipities. 
“We suddenly were looking at one another and saying, ‘This is going to be so cool,’ ” 
Jobs told his biographer, Walter Isaacson. “We knew how cool it was, because we 
knew how badly we each wanted one personally.” The device was at once a 
departure for Apple—a leap into the consumer electronics space—and the 
purest expression of the digital hub philosophy. Combined with the iTunes 

https://d18rn0p25nwr6d.cloudfront.net/CIK-0000320193/4913a187-8e3a-418a-a499-b210aebd9da6.pdf
https://www.amazon.com/How-Internet-Happened-Netscape-iPhone-ebook/dp/B07BLJ1QYZ


software app, users would have full control over their digital music collections.

Jobs declared that Apple would do a Windows version of iTunes “over my dead body.” 
Only after Apple executives showed him business studies that proved Mac sales 
would be unaffected did Jobs capitulate, saying, “Screw it! I’m sick of listening to you 
assholes. Go do whatever the hell you want.”

Apple taught the world what it meant to be a consumer electronics company in the 
Internet Era. This was best exemplified by the brief, glorious life of the iPod Mini. The 
first smaller, cheaper iPod (also, the first with fashionable colors beyond white), the 
Mini was the model that really caused iPod sales to take off. It was the best selling 
model of the iPod in its time—by far. Most other companies would have milked a cash 
cow product like that for as long as they could. Not Apple. Less than two years after 
releasing the Mini, Apple replaced it with the iPod Nano, which switched out the tiny 
hard drives in favor of superior Flash technology for storage, thereby allowing iPods 
to get thinner and more portable still. Apple showed a willingness to eat its young in 
order to stay on the cutting edge; to out-innovate itself before others ever had the 
chance.

Steve Jobs had leveraged the music industry’s crisis over piracy to destroy the 
business model of the album. He had done so out of selfish interests, but that doesn’t 
change the fact that his actions actually served the interests of consumers. The 
lesson of commerce in the Internet Era—from Amazon through Napster through the 
iTunes store—has been that consumer habits and expectations have changed 
radically. The general public has intuited that the Internet and digital technology 
enable a world of unlimited selection and instant gratification. If your business 
model stands in the way of that, well, consumers will just go around you. It’s a 
lesson that the music industry failed to learn from Napster, and it’s a lesson 
that media companies are having to re-confront again and again, even down to 
the present day.



Source: Apple 2011 10K Report

By the end of 2011, the year Steve Jobs died, Apple market capitalization ended at 
$327 billion. After coming back to Apple in 1997, Jobs increased sales by 15x ($7B to 
$108B). He turned a loss making company to generate $26B in profits. Market 
capitalization of Apple went up by 164x ($2B to $327B).

Source: How the Internet Happened

In short, the cell carriers dictated to the device manufacturers, with the end result 
being that, in spite of the explosion of features brought on by the smartphone 
revolution, innovation in the cell-phone space was actually incremental and 
bureaucratic... “The carriers now have gained the upper hand in terms of the power of 
the relationship with the handset manufacturers,” Jobs said.

An Apple engineer named Andy Grignon was tasked with demoing one of the first 
iPod prototypes to include WiFi. To browse the web on the iPod’s tiny screen, “You 
would click the wheel, you would scroll the web page, and you could click on it, and 
you could jump in,” Grignon said. “And [Jobs] was like, ‘This is bullshit.’ He called it 
right away. . . . ‘I don’t want this. I know it works, I got it, great, thanks, but this is a 
shitty experience.’

The group became fascinated with technology from a small Delaware technology 
company called FingerWorks. FingerWorks produced a plastic touchpad that allowed 

https://d18rn0p25nwr6d.cloudfront.net/CIK-0000320193/64c7905f-0468-48d9-8f25-e6ec8f3b5e32.pdf
https://www.amazon.com/How-Internet-Happened-Netscape-iPhone-ebook/dp/B07BLJ1QYZ


users to interact with data directly, in a manual, tactile way, using what was known as 
multi-touch finger tracking. Someone brought in a Mac, set up a projector over a table 
and positioned the FingerWorks trackpad beneath it. Soon there was a table-sized 
demo that showed how a user could interact with a full computer operating system 
using just their hands. The group shared their demo with Jony Ive and the rest of 
Apple’s industrial design team. Ive was more than impressed.

Most of the designers are artists. The last science class they took was in eighth 
grade. But they have a lot of power at Apple. So they asked, ‘Why can’t we just make 
a little seam for the radio waves to escape through?’ And you have to explain to them 
why you just can’t.”

The original, App Store–less iPhone was very much Steve Jobs’s platonic ideal of a 
closed and curated computing system, a perfect, hermetically sealed device. For 
several months after the iPhone’s launch, Jobs was actually vocally opposed to the 
very idea of an app store, refusing to let outside developers infect his perfect creation. 
He told the New York Times: “You don’t want your phone to be like a PC. The last 
thing you want is to have loaded three apps on your phone and then you go to make 
a call and it doesn’t work anymore. These are more like iPods than they are like 
computers.”

In the end, the battle to do an app store was a replay of the argument over opening 
up iTunes to Windows users a few years earlier. Just as before, everyone inside 
Apple wanted to do it, and Jobs kept saying no. But in the end, just as with iTunes, the 
result was the same. Jobs finally caved, telling those who had been haranguing him, 
“Oh, hell, just go for it and leave me alone!”





Moat

Source: Measuring the Moat

https://research-doc.credit-suisse.com/docView?language=ENG&format=PDF&sourceid=csplusresearchcp&document_id=1066439791&serialid=4uA2wHojCvFKzqWfwIyDvkSN1pkXRpb43LvyclLcJsk%3D&cspId=null




>1 billion

>2 million

>20 million 

100 million
200 million

Apple Apps

Network Effects

Brand
Switching costs
Scale Economies

700 million paid 
subscriptions



Source: Visual Capitalist

https://www.visualcapitalist.com/top-50-most-valuable-global-brands/


Source: Measuring the Moat

Brands do not confer competitive advantage in and of themselves. Customers hire 
them to do a specific job. Brands that do those jobs reliably and cost effectively thrive. 
Brands only add value if they increase customer willingness to pay or if they reduce 
the cost to provide the good or service.

https://research-doc.credit-suisse.com/docView?language=ENG&format=PDF&sourceid=csplusresearchcp&document_id=1066439791&serialid=4uA2wHojCvFKzqWfwIyDvkSN1pkXRpb43LvyclLcJsk%3D&cspId=null


Source: Apple Continues to Lead Global Handset Industry Profit Share

Apple dominates the global handset market by capturing 66% of industry profits and 
32% of the overall handset revenue... Samsung is a distant second, taking 17% of the 
overall handset Industry profits. In the third-quarter of 2019, Apple shipped 12% (45 
out of 380 million) of smartphones compared to the industry.

https://www.counterpointresearch.com/apple-continues-lead-global-handset-industry-profit-share/
https://www.counterpointresearch.com/global-smartphone-share/


Source: Statcounter

Android: 73%
iOS: 26%
Rest: 1%

https://gs.statcounter.com/os-market-share/mobile/worldwide


Source: Counterpointresearch

https://www.counterpointresearch.com/global-smartphone-share/


Risks



Can Apple continue to get 30% cut 
from App Store sales?



Translates to $8 billion in operating 
profit, representing 12% of Apple’s 
operating income.

Source: Epic Games vs. Apple Lawsuit: What You Need to Know

In short, Epic Games is suing Apple, claiming that by forcing iOS developers to use 
the App Store and pay a 30% fee, Apple is running a monopoly on iOS and violating 
antitrust laws in doing so... Apple keeps up to 30% of every app sale or in-app 
purchase made through the App Store. Apple says this fee reflects the immense value 
of the App Store to developers while allowing Apple to monitor and regulate the 
quality, privacy, and security of apps on the platform.

However, this fee forces developers to set a higher price for their products and 
services to account for Apple's commission, and there's no way around it for 
developers since the App Store is the only way to install apps on the iPhone.

As an added complication, Apple sells its own products and services through the App 
Store that are in direct competition with third-party developers. For example, Apple 
released Apple Music in competition with Spotify, and more recently released Apple 
Fitness+ in competition with Peloton. But, obviously, Apple doesn't need to worry 
about the 30% commission it pays to itself, giving it an edge on the competition.

Souce: Time to Play Fair and the Case

For Spotify to use Apple’s billing system (IAP) — giving our fans the opportunity to 
upgrade to Premium — Spotify and others now have to pay 30% of any subscription 
fees. Apple now prohibits buttons or links to any other external ways to pay. This is 

https://www.makeuseof.com/epic-games-apple-lawsuit-explained/
https://timetoplayfair.com/facts/
https://timetoplayfair.com/the-case/


the first of many moves from Apple that would make it harder and harder for our fans 
to upgrade to Premium.

Late to the streaming party, Apple buys Beats, rebrands it, and then launches Apple 
Music. Because Apple Music doesn’t have to pay the 30% IAP charge, they are able 
to hugely undercut us and charge €9.99. To our fans, this just looked like we were 
ripping you off.

Apple launches HomePod – the smart speaker that, like Siri, will do loads of cool stuff 
in response to voice commands. Well, lots of cool stuff except playing music through 
Spotify. And remember what we said about other apps being allowed on the Apple 
Watch, but not ours? Same goes for the HomePod. Apple welcomes other apps to 
play on it, but shuts the door on competitive music streaming apps like Spotify.

Source: Do App Store Rules Matter?

Apple will have to allow side-loading and third party app stores, and it will have to 
allow apps to ask for payment directly.

There are lots of privacy and security arguments about side-loading, and to some 
extent also third party app stores, but I would argue pretty strongly that this is mostly 
a waste of effort - that these are not a mainstream consumer behaviour and the 
dominant route-to-market for most developers will be the default, preloaded app 
store...

Meanwhile, while developers won’t be obliged to use Apple’s payment anymore, that 
doesn’t mean it will go away - after all it, it will still have lower friction and higher 
conversion than asking for a credit card. (That prompts the question of whether Apple 
is obliged to allow side-loaded apps to use it, or to allow other apps to replace Apple 
as the default for in-app payment.) All things being equal, it’s much easier for big 
publishers with well-known, trusted brands to ask for a card. So, a lot of the money 
might stay with Apple, and the money that leaves will mostly go to big companies, and 
mostly go to game developers...

Apple’s rules are a structural problem for a small number of businesses that have 
marginal cost for digital goods - mostly, music and books - and are effectively unable 
to give Apple 30% of their top line. Ending the current rule would be a big deal here. 
Conversely, games companies have been able to build a $50bn industry even while 
giving Apple 30%, though some of them would like the extra cash. Here the issue is 
not so much Apple’s commission as the business model rules - Stadia is not allowed 
on the app store at any price, though Roblox is, for reasons no-one understands. 
Again, this is why a narrow focus on the 30% or side-loading misses the point - 
regulators are looking at the whole system...

https://www.ben-evans.com/benedictevans/2021/7/8/app-store


How would geopolitics between the 
US and China impact Apple?



Apple supply chain is one man with 2 
million employees and the man is not 
perfect. — Charlie Munger

Of the top 200 suppliers, 51 were based 
in China, up from 42 in 2018.

Foxconn is the biggest contract manufacturer for Apple, employs over 1 million 
people.

Source: Apple has had a successful decade. The next one looks tougher

Judging by Apple’s latest supplier list, the firm has even increased its reliance on 
Chinese companies. Of the top 200 suppliers, 51 were based in China, up from 42 in 
2018. At the height of the trade war then-president Donald Trump waged with China in 
2019, Goldman Sachs, an investment bank, estimated that in the worst-case scenario 
Chinese retaliation could reduce Apple’s profits by nearly 30%.

https://www.economist.com/business/apple-has-had-a-successful-decade-the-next-one-looks-tougher/21803888


What comes after smartphones?

Source: What comes after smartphones?

Mainframes were followed by PCs, and then the web, and then smartphones.

What’s next?

Can Apple continue to adapt and stay dominant?

https://www.ben-evans.com/benedictevans/2020/12/13/what-comes-after-smartphones


Source: Charlie Munger, Unplugged

Charlie Munger had a friend whose father had 1,800 acres of tung-nut oils. You put 
tung-nut oil into the paint, it was the best marine paint in the world. Therefore the U.S. 
Navy specifications required paints to have big percentage of tung-nut oil. The family 
prospered for a long time until 2 things happened:

(a) Advanced chemistry got so they could make better artificial oil than the tung-nut 
tree
(b) All the tung-nut trees died.

Charlie saw the family go from enormous prosperity to nothing.

https://www.wsj.com/articles/charlie-munger-unplugged-11556935195


Valuation



Assumes Wearables and Services will grow at 
15% over the next 5 years.



Business Model Generation
Understanding Michael Porter
7 Powers: The Foundations of Business Strategy
Measuring the Moat

https://www.amazon.com/Business-Model-Generation-Visionaries-Challengers/dp/0470876417
https://www.amazon.com/Understanding-Michael-Porter-Essential-Competition-ebook/dp/B005OVTMAY
https://www.amazon.com/7-Powers-Foundations-Business-Strategy/dp/0998116319
https://research-doc.credit-suisse.com/docView?language=ENG&format=PDF&sourceid=csplusresearchcp&document_id=1066439791&serialid=4uA2wHojCvFKzqWfwIyDvkSN1pkXRpb43LvyclLcJsk%3D&cspId=null


Thank You


