
 
 
 
ANALYST QUICK NOTES 
New products, M&A announcements, management shakeups, earnings surprises. Whatever the news, 
you want to know what Argus thinks. Our Quick Notes fill this need by providing real-time analysis of 
current news about Argus-covered companies or other market-moving events. Please check back 
regularly for new Quick Notes. Important disclaimer information is on the last page of this document. 
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AAPL 4Q Report and Outlook for 1Q17 
Thesis 

• Apple is a “cycle” company (not a cyclical company) and the cycle is iPhone. 
• We continue to look for strong December and March quarters on rising worldwide demand for 

iPhone 7; supply constraints a bigger hurdle than demand. 
• BUY to $135. 

How Far the Stock Has Come 
• YTD, AAPL is up 12% at $118. 
• Indicated to open down 3% to $114. 
• In July, AAPL traded at $97; following 3Q16 results, opened at $103-$104. 

4Q16 Results 
• 4Q revenue of $46.9 billion down 9%; and up 11% from “bottom of cycle” 3Q revenue of $42.4 

billion. 
o Below $47.03 billion consensus. 
o Above guidance midpoint of $45.5-$47.5 billion. 

• GAAP EPS totaled $1.67, down 15% y/y but up $0.25 q/q. 
o Once cent above $1.66 consensus call. 

Product Metrics 
• 45.51 million iPhones, down 5% year/year. 

o iPhone revenue down 13%, to $28.2 billion; up 17% q/q. 
o Discounts on 6S/6S Plus and $399 iPhone SE reduced overall ASP by 8% y/y to $619; but 

up 4% sequentially on iPhone 7 early sales. 
• 9.27 million iPads, down 6%; success of iPad Pro. 

o Tablet ASP up 6%, tablet revenue flat in 4Q after up 7% in 3Q (first positive comp in 10 
quarters). 

• Mac units down 14%, and revenue down 17%. 
o Up 15% on units q/q and up 10% on revenue q/q. 



• Services (apps, etc.) grew 25%; now accounts for 13% of total revenue. 
o But Other (Watch, Beats, etc.) down 22%.  

1Q17 Outlook 
• Revenue forecast at $76-$78 billion, with midpoint of $77 billion topping consensus of $74.97 

billion by over $1 billion. 
o Revenue at guidance midpoint would be up 1.5%. 

• Gross margin in the 38.5%-38.0% range. 
• Operating costs of $6.9-$7.0 billion. 
• Equates to EPS in the $3.20-$3.25 range. 

o Would be down about 2% y/y. 
Quarterly Positives 

• China down 30%, but forecast to surge going forward.  
• Other EMs had good demand: 

o India is Apple’s next target market. 
• Strength in iPhone 7 demand a positive but supply constraints. 

Quarterly Negatives 
• Mac down 14% in units and down 17% in revenue; no better and maybe slightly worse than PCs 

overall, after years of relative outperformance. 
• China fell fiercely for a third quarter in a row, as Huawei, Oppo, Vivo and Meizu dominate the 

middle-tier smartphone market. 
• According to Cook, China has “lower lows and higher highs,” so should recover sharply early in 

iPhone 7 cycle. 
iPhone: First-Timers, Switchers, and Upgraders 

• iPhone SE strategy is working, 4” phone helped AAPL attract first time smartphone buyers in 
emerging markets. 

• SE also helped momentum in “switchers,” which (according to company) accounted for highest 
percentage of iPhone sales ever recorded for 3 months and 9 months. 

• The upgrades should come in September; CEO would not comment on “products not yet 
available” but no reason to believe SE has disrupted usual September launch of iPhone 7. 

• Installed base of over 1 billion iPhones, many skipped the 6 upgrade and still have smaller 
iPhones (4/4s & 5/5s). 

• As upgraders rally, iPhone ASP should swing back toward the $650 range from sub-$600. 
Outlook & Conclusion 

• We think iPhone 7 will drive a big refresh cycle, given that:  
o Currency & commodity upheaval may have caused many to skip the iPhone 6/S cycle. 
o Base of iPhone owners twice the size of prior base 4 years ago. 

• Apple is prioritizing return to shareholders, we look for continued hikes in already rich dividend. 
• Unmatched iPhone customer base, fortress balance sheet, gradually normalizing 

commodity/currency outlook, and potential for iPhone 7 early-cycle sales momentum all argue 
for buying AAPL well off highs. 

 
 
 
 
 
 
 



 
 
 
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 Research Co., 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 whose parent company, Argus Investors’ Counsel, Inc., is registered with the U.S. Securities and 
Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. Neither 
The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a 
registered broker dealer and does not have investment banking operations. 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. 
 
Argus Investors’ Counsel (AIC), a portfolio management business based in Stamford, Connecticut, is a 
customer of Argus Research Co. (ARC), based in New York. Argus Investors’ Counsel pays Argus Research 
Co. for research used in the management of the AIC core equity strategy and model portfolio and UIT 
products, and has the same access to Argus Research Co. reports as other customers. However, clients and 
prospective clients should note that Argus Investors’ Counsel and Argus Research Co., as units of The Argus 
Research Group, have certain employees in common, including those with both research and portfolio 
management responsibilities, and that Argus Research Co. employees participate in the management and 
marketing of the AIC core equity strategy and UIT and model portfolio products. 
 
 


