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AAPL 2Q Report & Outlook for 3Q16 
 
Thesis 

 Apple is now a “cycle” company (not a cyclical company) and the cycle is iPhone. 

 Along with iPhone 6/6S approaching end of cycle, softness in Emerging Economies and 
particularly China contributed to Apple’s 2Q top/bottom line miss and soft 3Q outlook. 

 Apple has been through similar periods of relative comps weakness. 

 We do not see any giant new product cycles for Apple ahead (TV/autonomous car).  

 Near term, dollar normalization and China/EM stability, along with new product cycles can 
restore growth. 

 Cycle wise, we look for strong December and March quarters as iPhone 7. 

 Stock likely in for unsettled period until iPhone 7 begins to sell and commodity/currency impacts 
roll off in emerging/China. 

 
2Q16 Results 

 AAPL delivered 1Q revenue of $50.6 billion, down 13% y/y and below already guarded $52.2 
billion consensus. 

 GAAP EPS totaled $1.90, down 18% and below the $2.00 consensus call. 

 51.2 million iPhones, down 16% year/year. 
o iPhone revenue down 18%, suggesting modest pricing decline nearly two years in 6/6S 

cycle. 
o 10.3 million iPads, down 19%; tablet revenue also down 19%. 
o iPad revenue is 13% of iPhone revenue; never materialized as next big thing.  

 
 
 
 



3Q16 Outlook 

 Revenue forecast at $41-$43 billion, missing consensus of $47.4 billion. 
o Revenue at guidance midpoint would be down 15%. 

 Gross margin in the 37.5%-38.0% range. 
 
Overview: Negatives 

 China fell fiercely, suggesting some execution failures along with weak macro-environment. 

 Apple cutting $2 billion of inventory given weak macro. 
o Sign that the company usually tight planning got a bit lax and failed to anticipate the 

weak showing. 

 Although dollar has backed off highs and commodity/energy prices have found a floor, strong 
dollar continues to impact sales worldwide, while commodity dependent nations continue to 
hurt. 

 5SE seems to be a non-event. 

 Mac was also weak. 
 
Overview: Positives 

 Apple plans more aggressive return of capital to shareholders.  

 Apple increased share repurchase authorization to $175 billion from $140 billion.  

 Board increased the dividend by 10% to $0.57 quarterly, for a 2.3% yield. 

 1 billion installed iPhones remains an unmatched base for apps, downloads, iTunes, iCloud. 

 Apple Watch and Apple Pay are modest positives; services is big ($6 billion/qrtr). 

 We think iPhone 7 will drive a big refresh cycle, given that CC&E upheaval may have caused 
many to skip the iPhone 6/S cycle. 

 
Conclusion 

 Unmatched iPhone customer base, fortress balance sheet, gradually normalizing 
commodity/currency outlook, and potential for iPhone 7 sales spur all argue for buying on 
weakness in our opinion. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 

 


