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Valuentum Securities

Valuentum (val-u-n-tum) [val-yoo-en-tuh-m] Securities
Inc. is an independent investment research provider,
offering premium equity reports and dividend reports, as
well as commentary across all sectors/companies, a Best
Ideas Newsletter (spanning market caps, asset classes),
a Dividend Growth Newsletter, modeling tools/products,
and more. Independence and integrity remain our core,
and we strive to be a champion of the investor.
Valuentum is based in the Chicagoland area.

Valuentum serves money-management institutions,
financial advisors, and individual investors.
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m’'s Investment Beliefs

or the long term, not long-term investing

k is a perpetual “buy” and “hold”

e versus intrinsic value equation is paramount
rices are driven by the actions of other investors
vestors focus on valuation* and/or technicals

anagers create stock price momentum when
lating shares over several trading sessions

t performing stocks are undervalued stocks that
od momentum

these stocks “Valuentum” stocks

um investing is high turnover, but Valuentum
g is low turnover

* Growth is a component of valuation




Valuentum Retail Equity Research

Visit us at www.valuentum.com

Ratmngs as of 19-Sep-2014 Data as of 12-Sep-2014

Apple AAPL FAIRLY VALUED

Wrun

Buying Index™ 6 Value Rating
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Economic Castle Estimated Fair Value Fair Value Range
Highest Rated $115.00 $94.00 -
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Investment Style

MEGA-CAP VALUE
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Information Technology =~ Computer Hardware
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Ratings 25 of 19-Sep-2014

Apple AAPL FAIRLY VALUED

T
Buying Index™ 6

P i
Value Rating

Daasof 12-Sep20M4

‘We've raised our fair value estimate of Apple...again.

Economic Castle  Estimated Fair Value Fair Value Range Lavestment Style Sector Industry
Highest Rated $115.00 $94.00 - $136.00 MEGA-CAP VALUE Information Teshnology ~ Computer Hardware
Tuvestment Considerations

Stock Chart (weekly)
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DCF Valuation
Relative Valuation
ValneCreation™
ValuneRisk™
ValucTrend™

Cash Flow Generation

Financial Leverage
Growth

Technical Evaluation

Relative Strength

Maney Flow Index (MFD)
Upside Downside Volume (U'D)
Near-temm Teshnical Support, 10-week MA

DCF = Discounfed Cash Flow. MFL U'D = Please see glossary. MA =Movig Average

FAIRLY VALUED
UNATTRACTIVE
EXCELLENT
LOW

NEGATIVE
STRONG

LOwW

MODEST
BULLISH
STRONG
NEUTRAL
DETERIORATING
98.00

EV/Est. Normal EBITDA T4

(550 522

expect the firm's free cash flow margin to average

Business Quality ValueC reaton™
VabeRiam VeryPoor | Poor | Good | Excellent
Company Virals o
Maude Che (BD) $662989 . apple's business quality (an evaluation of our
Avg Weekly Vol (30 wks) 29733 VolgeCreation™ and ValueRisk™ ratings) moks  Medium
30-week Range (USD) 73.047- 10374 among the best of the firms in our coverage universe
Valuentum Sector  Information Technology The firm has been generating ecomomic value for H_‘
— 5.7% sharcholders with relatively stable operating results for gh
o Llas the past few years. 3 combination we view very
S positively. Very High

30-week Retum 30.3%
Dividend Yield % 1.8% = Apple is as much a brand as it is one of the most =
Dividends per Share 1gg imovatie companies The fimis traditonal Eongvoedon FawmdPE  PEG  Pe/TV
Forward Dividend Payout Ratio s TR e o el el e 7 BlackBerry EE) NMF 981%

¥ in the US. and particularly with younger consumers
Est. Nomal Diluted EPS 766 The company's execution remsias top notch, and it CFY 37 12 102.1%
P/E on Est. Nonmal Diluted EPS should continue to take market share in that segment.  Hewlent-Packard 9.7 15 98.8%
Est. Norual EBITDA BM 106 14 100.1%
Forward EV/EBITDA « Applc has an cxcellent combination of strong e Peer Median 101 7

cash flow generation and low financial leverage. We =

Price. | FV = Cusvens Stock Price dsded by Estmmied Fax Vake




luentum Buying Index

ting system has three components:

analyst-driven cash-flow assessment of whether
res are undervalued, fairly valued, or overvalued

ystematic relative valuation assessment of
ether shares are attractive, neutral, or
ttractive on a relative valuation basis

ystematic assessment of the attractiveness of a
‘s technical and momentum indicators

etter the firm scores with respect to its DCF
lon, relative valuation, and technical/momentum
tors, the higher the Valuentum Buying Index




ntum Buying Index, continued
Valuentum Buying Index can change as a
four reasons. Either:

‘s stock price changes relative to intrinsic

'S intrinsic value changes relative to its stock

‘s relative valuation changes compared to

‘s technical and momentum indicators change




Range

tailed, company-specific models to estimate fair values

that the only thing precise about a fair value estimate is
recisely wrong. All value is based on the future, and
is inherently unpredictable.

, we emphasize a fair value range, or a range of probable
utcomes

s fairly valued if its stock price is trading within the fair
nge

s undervalued if its stock price is trading below the fair
nge

s overvalued if its stock price is trading above the fair
nge







Cumulative Economic Profit Generation Is What Matters Most

Moat versus No-Moat: In this hypothetical example, a moaty firm's operations
are more stable -- generating more sustainable and durable economic profits
into the future (slowly fading blue curve). The no-moat firm's operations are
much more volatile, generating economic profit and destroying capital at times
(more volatile red curve). In this particular example, however, the moaty firm's

S8 total economic value creation (area of blue curve), in absolute and in present
600 - value terms, is significantly less than that of the no-moat firm (area of red

curve), as calculated. In present value terms, the moaty firm generates less than
400 - half the economic profit of the no-moat company. The no-moat firm, in this

example, is generating more value for shareholders than the firm with

200 sustainable and durable competitive advantages.

B Moat

1 B No-moat
-200

-400

The graph above represents a hypothetical future economic value added (EVA) curve for a moaty company (blue) and a
no-moat company (red), where any area above the x-axis represents economic value added (EVA) and any area below
the x-axis represents economic value destroyed. The moaty firm never destroys shareholder capital, but the no-moat
firm generates the most cumulative economic profit for shareholders, both in absolute and discounted terms. The no-
moat firm ceases to generate economic profit or destroy capital at the end of Year 15 due to competitive forces, while
the moaty firm continues to generate economic profit for significantly longer, through Year 25.




ic Castles, continued

Irms are durable and sustainable businesses,
y may not be the best value-generators for
olders

s owners want to maximize shareholder value
firm’s competitive advantage assessment may
pendent of that view.

um’s Economic Castle™ rating evaluates a firm
basis of the magnitude of the economic profit

Ill deliver to shareholders (as measured by its
ss-WACC spread)




Valnentam Retail Equiry Research. Visit us at www valuentum.com Ratmgs a5 of 19-Sep-2014 Data a5 of 12-Sep-2014
= e = -
Apple AAPL. FAIRLY VALUED Buying Index™ 6 Value Rating @
Economic Castle Estimated Fair Value Fair Value Range Investment Style Sector Industry
Highest Rated $115.00 $94.00 - $136.00 MEGA-CAP VALUE Z ‘Computer —_
Iuvestment Considerations
‘We've raised our fair value estimate of Apple...again. DCF Valuation FAIRLY VALUED
Relative Vahation UNATTRACTIVE
Stock Chart (weekly) ValueCreation™ EXCELLENT
ValueRisk™ LOW
ValueTrend™ NEGATIVE
2.000.000,000
Cash Flow Generation STRONG ||
o Financial Leverage LOW
Growth MODEST
T Technical Evaluation BULLISH
E prLebby I‘ = Relative Strength STRONG
500,000,000 e 7200 Money Flow Index (MFI) NEUTRAL
n 6700 Upside Downside Volume (U'D) DETERIORATING
°IIII|III| ' " il 1 Ll Technical St 10-week MA 95.00
T S ittt Tl ST LR
2. - . = Please see glossary MA = Movmg Average
JE v,f‘«_‘.f_‘fdy\iﬁ cf“f-c\”e’yf-".;:"ﬁ" ]
¥ ¢ Business Qualiry ValeCreation™
- ValueRisk™ Very Poor Poor Good Excellent
Company Vitals I Fome
7 2
Matkct Con l‘: =0) sfﬁ"g ® 3 Apple’s business quality (an of our
Avg Weekly Vol (30 wks) 2973 ValueCreation™ and ValueRisk™ ratings) ranks Medium
30-week Range (USD) 73.047-103.14  among the best of the firms in our coverage universe
Valuetum Sector  Information Technology The firm has been generating economic value for High
Sowedk Retiin 6.7}, shareholders with relatively stable operating results for €
13-week Retum IRl the past few years. a combination we view very
- |7 positively. Very High
30-week Retum 30.31s
Dividend Yield % 1.8t * Apple is as much a brand as it is one of the most e gl of e e
Dividends per Share 148 ““‘“‘:’“ ‘:"“’“‘:‘“’ mﬂﬂﬁm" traditional R reation FowadPE  PEG Price /FV
i computers continue to gain market share, . e = -
Fnr\\a-rd Dividend Payout Ratio 2946 ihe US, and particularly with younger consumers, BIckBemy 1N NMF Qs\l ..
Est. Nommal Diluted EPS 746 The company's execution remains top notch. and it €Y 33 12 1021%
PE on Est. Normal Diluted EPS 133 should continue to take market share in that segment.  Hewlent-Packard 9.7 15 98.8%
Est. Nommal EBITDA 72344 IBM 10.6 14 100.1%
s " gl7 * Apple has an excellent combination of strong free peer Median 101 14 99.5%
S TTm— 4 cash flow generation and low financial leverage. We T e $9.4%
N cxpect the fimn's free cash flow margin to averape SRR .
Forward Revemue Growth (S-37) 6.21% Rraie s~ - s 10 SVEIRE Puce [FV - Corvent Stock Prce dnnded by Estamated Far Valoe
about 24.7% in coming years. Total debt-to-EBITDA
Forward EPS Growth (S-yr) ) 8906 was 0.3 last year. while debt-to-book lization Finaneial Summary — Acml — Projected
YOLF = Not Meamimghul. Ext. = Extomuted. FY = Fiscal Year stood a1 12.1%. Fuscal Year End- Sep-12 Sep-13 Sep14
Returns Summary 3-year Histonical Avergee Revenue 156.508 170.910 180,139
Retum on Equity 384 * Apple continues to impress. The fim's rollout of Revenue. YoY% 44.6% 92% 5.4%
Retum on Assets 25.0f fture dterations of the iPhone should propel is g raring Income 55241 48909  S4.418
; fundamentals ever higher. Though were not .
2 o 5.3% 28.7% 29,
RO itk goodui] :49'1 " embedding another blockbuster hit in our model, we ?Pm“"‘ Margin % S ..'s : b s
BOXC, wihbut goodwill,_ 269.41%  souldnt be surprised if Apple delivers another one Net Income 417930 25057 41298
- i from its pipeline. Mobile payment initiatives andor Net Income Margin % 26.7% 21.7% 22.0%
Leverage, Coverage, and Liquidity | Apple TV could offer a material boost to camings. Diluted EPS 6.31 5.68 6.39
In Millions of USD. 2 4 o
° + Apple’s cash hoard is more than some of the market Diluted EPS. YoY % 25% 9% 116%
Total Debt 16.940 capitalizations of the largest companies in the S&P Frec Cash Flow (CFO-capex) 41454 44,590 42,674
Net Debt -120.841 500. The company refains tremendous flexibility in  Free Cash Flow Margin % 26.5% 26.1% 23.7%
Total Debt EBITDA ol3 this regard. and we continue to expect dividend T Milloms sfUSD (encept o per share ems)
Net Debt EBITDA NME increases and share buybacks.
EBITDA Tnterest 4100 r of the Computer Hard: Industry NEUTRAL

Current Ratio
Quick Ratio 3
NMF = Not Meanmefil

3

Obsol

1.7 The computer hardware space. which spans the personal computer to the iPhone and 1Pad. is highly competitive. The industry
g 1s characterized by frequent product introductions and rapid technological advances that can cause dramatic market share
shifts. Though some firms benefit from a strong brand. participants often price aggressively. pressuring margins. Firms are also
subject to potential component shortages disruptions. which can punish p

I

some. and services revenue has become critical for others. We're neutral on the space.

may be an

v for

Investment

Considerations




t Notes*

We’re Expecting an Absolute Blow-Out Holiday Quarter for Apple

=

publication date: Oct 20, 2014 | author/source: Brian Melson, CFA

d =& =
Previous | Next

What more can we say about Apple (AAPL)? The firm is one of the largest holdings in both the Best Ideas
portfolio and Dividend Growth portfolio. Its innovation prowess is second to none, and it has captured the
hearts of millions of consumers with its iconic brand. The firm's fiscal fourth-quarter (calendar third
quarter) results, released Monday, were a reflection of its continued dominance in consumer electronics.

All the key metrics moved in the right direction. Revenue jumped 12.3%, to 542.1 billion, while gquarterly
net profit leapt 13.3%, to %8.5 billion. Diluted earnings-per-share of £1.42 was better than expected and
towered 20% over the 51.18 per share mark in the year-ago period. Gross margin of 28% was a full
percentage point greater than the 37% achieved in last year's quarter. International sales accounted for
60% of the company's revenue, and the opportunity for further growth, particularly in China, remains.
Cash flow from operations was an astounding $13.3 billion in the guarter.

This holiday season is going to be blockbuster for Apple. The iPhone 6 and iPhone 6 Plus are in the sweet
spot of what the daily mobile user desires. The firm's line-up of iPads and Macs is quite impressive as well,
and the Apple retail stores are truly a sight to see, completely packed with buyers of all ages and
demographics. Apple is the largest company by market capitalization for a reason, and its "halo effect”
appears impenetrable. Neither Samsung (SSHNLF) or Sony (SMNE) or Blackberry (EBRY) come close to
Apple's brand equity, something unthinkable a decade or so ago. Consumers bought a whopping 39.3
million iPhones, 12.3 million iPads, 5.5 million Macs, and 2.64 million iPods in the third quarter...alone. Only
the iPad perfermance could be considered marginally lower than consensus.

* Stock analyst notes are found on www.valuentum.com.




ment Considerations, Investment
hts, and Stock Analyst Notes

analysis and commentary are separated into a
ty of sections in the report and on the website at
.valuentum.com.

vestment Considerations: Each firm has more
an a dozen key analytical items from business
uality to valuation and beyond.

vestment Highlights: Firm-specific commentary is
ded to clarify modeling expectations and
mpetitive profiles.

tock Analyst Notes: These are found on the
ebsite and include our take on recent quarterly
rnings or on current news events.
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Apple AAPL FAIRLY VALUED Buying Index™ 6 Value Rating
Economic Castle Estimated Fair Value Fair Value Range Investment Style Sector Industry
Highest Rated $115.00 $94.00 - $136.00 MEGA-CAP VALUE Technok Computer

Economic Profit Analysis

ValueCreation™ EXCELLENT

Return on Invested Capital (ROIC)

The best measure of a firm's ability to create value for shareholders 1s expressed by
comparing its retum on invested capital (ROIC) with 1ts weighted average cost of
capital (WACC). The gap or difference between ROIC and WACC is called the firm's
economic profit spread. Apple's 3-year historical return on invested capital (wathout
goodwill) 15 269.4%, which is above the estimate of 1ts cost of capital of 10.6%. As
such, we assign the firm a ValueCreation™ rating of EXCELLENT. In the chart to the
night, we show the probable path of ROIC i the years ahead based on the estimated
volanliry of key drivers behind the measure. The solid grey line reflects the most likely
outcome, in our opimion, and represents the scenario that results in our fair value
estimate.

ROIC - WACC Spread. 3-year lustonical average 2588%
ROIC - WACC Spread, 5-year projected average 220.1%
These spreads equal the firun's anmual average ROIC (exchudme goodwill less its WACC

NalueTrend™ NEGATIVE

Apple recewves a ValueTrend™ rating of NEGATIVE, which 1s based on the company's
traihng three-year performance. The firm's ROIC (excluding goodwill) fell to 172.5%
last year from uts traling 3-year average of 269.4%. We expect ROIC (excluding
goodwaill) to be m the ballpark of about 328% by the end of our discrete forecast period.
with downside risk to about 192% over that time period.
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Weighted Average Cost of Capital (WACC) e

ROIC Calculation [ vo o R—

Fiscal Your End: Sep-11 Sep-12 Sep-13

Earnings before Interest

Operating Income after Depreciation 33.790 55,241 48,999

- Adjusted Taxes (at 26.2% of EBIT) 8.838 14.448 12.816

+ Amortization 0 0 0

+ Non-cash Operating Ttems 1,168 1,740 2,253

- Mimonty Interest 0 0 o

Earnings before Interest 26,120 42,533 38,436
Cost of Equity. Invested Capital
Risk Free Rate Assumption 43% Inventories 776 791 1764
Fundamental Beta (ERP multiplier) 1.0+ Receivables 11.n7 18,692 20,641
Estimated Equity Risk Premium 6.5%  + Cument Deferred Income Taxes 2,014 2,583 3453
Cost of Equity Assumption 10.8%  + Other Current Assets 4,529 6458 6.882

+ Property, Plant and Equipment, Net 7777 15452 16,597
After-tax Cost of Debt + Goodwill. Net (Cost in Excess) 896 1135 1577
Risk Free Rate Assumption 43% + Intangibles 33536 4224 4179
Synthetic Credit Spread 1.29%  + Non Current Deferred Income Taxes 0 0 0
Cost of Debt Assumption - Accounts Payable 14,632 21,175 22367
Cash Tax Rate Assumption - Other Current Liabihities 8.107 8.387 5.217
After-tax Cost of Debt Assumption

Tnvested Capital. with goodwill 8.506 19.773 27,509
Cost of Preferred Stock Invested Capital. without goodwill 7.610 18.638 25932
Preferred Dividends 0
Value of Preferred Stock 0 Return on Invested Capital, with goodwill 2839%  300.8%  162.6%
Cost of Preferred Assumption NA  Refurn on Invested Capital. without goodwill  311.6%  324.1%  172.5%

Weighted Average Cost of Capital (WACC)
ERP = Equry Rusk Premnsm

I Millioms o USD

Return on
Invested
Capital




Ic Profit Analysis

K to identify firms that are earning at least their
capital, have done so for years, and are
d to do so long into the future.

lueCreation™ and ValueTrend™ ratings focus on
between ROIC and WACC, and the trend in
p over time, respectively.

siness Quality matrix provides evidence of the

h and sustainability of the competitive

ages of firms — based on a cross section of their
reation™ and ValueRisk™ ratings.
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Apple AAPL FAIRLY VALUED Buying Index™ 6 Value Rating )
Economic Castle Estimated Fair Value Fair Value Range Investment Style Sector Industry
Highest Rated $115.00 $94.00 - $136.00 MEGA-CAP VALUE Information Technology ~Computer Hardware
Growth Analysis
Revenue Growth MODEST  Projected Revenue (in millions of USD)
Last Fiscal
Year 3-year Histonical  5-year Projected el
Revenue CAGR CAGR o
Avple w0 1mse 3% 6%
BlackBerry =D 6813 282% 126% 150,000
Cay ] 52 LY 03%
200,000
Hewlert Packand wo 2298 3% o8
M wo 99781 0.0% [+:1 150,000
Pees Medsn 1% o3% 100,000
Tnducery Medizz 0.0% [
Apple's revenue expansion has been greater than the median of both 1ts peer group and 50,000

mdustry group dunng the past three years. We expect the firm's revenue expansion to
outpace the median of its peer group and industry group durning the next five years. Our
growth assessment of each fimm is based on the firm's S-year forward revenue CAGR.
Apple’s future pace of revenue growth is MODEST, in our opinion

'f\'.' "0 "9 "s’ "'-b .p"’ J-C‘ .’x’

In the chart sbove. we show ouw baselime forecast for revense 32 well 13 potentul upiade 12d downsale caves

EBITDA Growth Projected EBITDA (in millions of USD) [ ——
Last Fiscal s 13967
Year 3-year Histoncal  5-year Projected
EBITDA CAGR CAGR '..-"

Avple o e 1% e L] gt
BlackBerry s> <2162 ~183.7% ~170.8%

50,000 50,576
Cay D n no% 5%
‘Hewless-Packasd v e -l04% 2% 0,000
IBM usD 23456 o™ a9 "etese.,

, s

Pour Medin 45 3s e
Tnducery Medizs o a9

20,000

Apple's EBITDA expansion has been greater than that of both its peer group and
ndustry group dunng the past three years. We expect the firn's EBITDA expansion to
outpace its peer group and mdustry group dunng the next five years.Cray sports the
hughest expected EBITDA growth rate among peers.

PR SR AN SN N SN B 4

In the chart above, we show ow for EBITDA a well
Net Income Growth Projected Net Income (in millions of USD) [ —
Last Fiscal
Year Net 3-year Histonical  5-year Projected - xam
Income CAGR CAGR 80,000
.
Apple U0 7087 18.3% 8% 76,000 ‘_..-“
.
BlackBerry LT 2818% ETICY 60,000 L
Cray D 32 m n% 50,000 53,883
‘Hewlenr-Packasd v sy -164% (-1
e EEEsRaa. .,
BM WD 16483 36% 4 2, LT
Powr Median £4% 65% 20000
Industry Medua 1.6% ) e

Apple's net income expansion has been greater than that of both 1ts peer group and
mdustry group dunng the past three years. We expect the company’s net mncome growth
to outpace its peer group but be mn line with the growth of its mndustry group dunng the
next five years. Cray spons the highest expected net income growth rate among peers

(]
.’-\,‘ "0 ’0 -’“ ’é .’\" ‘.‘\" "»‘

I tha chart sbove, we show owr b L for net income 3 well 3nd downude cxves

Revenue

Adjusted
EBITDA

Net Income
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Apple AAPL FAIRLY VALUED Buying Index™ 6 Value Rating
Economic Castle Estimated Fair Value Fair Value Range Investment Style Sector Industry
Highest Rated $115.00 $94.00 - $136.00 MEGA-CAP VALUE Information Technology ~Computer

Cash Flow and Financial Leverage Analysis

Cash Flow Generation STRONG

Leverage LOW

wCash - = Free Cach Flow

Sep-11 Sep-12 Sep-13

The bary respeanaty

Furms that generate a free cash flow margin (free cash flow drvided by total revenue)
above 5% are usually comsidered cash cows. Apple's free cash flow margin has
averaged about 26 8% dusing the past 3 years. As such. we think the firm's cash flow
generation 1s relatively STRONG. The free cash flow measure shown above 1s derived
by taking cash flow from operations less capital expenditures and differs from
caterpnse free cash flow (FCFF). which we use m denving our fair value estimate for
the company. For more mnformantion on the differences between these two measures,
please visit our website at Valuentumcom. At Apple, cash flow from operations
mcreased about 43% from levels registered two years ago, while capital expenditures
expanded about 22% over the same time period.

' Apple - cormalized
erape, 034
05
o
9302011 9302012 9302013
—Apple- sl leveage ——— Apple - nonmalized leverage
The The

Firms that exhibit high leverage tend to be more nisky than firms with relatvely low
debt loads, all else equal We measure financial leverage by taking a firm's cument
total debt load and dividing it by the fim's trailing average 3-year annual EBITDA
Furms that are over 3 for this metnc, we rate as having high leverage. Companies that
have less than 1.5 tums of leverage (or a measure below 1 5), we rate as having low
leverage. Apple's normalized debt-to-EBITDA measure of about 0.34 puts it i the
LOW camp.

Cash Flow from O, 5 Projected Cash Flow (in millions of USD)
Last Fiscal 3-year Histonical  5-year Projected 100,000
Year CFO CAGR CAGR 50,000
Apple D Le66 ey 4% 0,000
BlckBarry =D ] -508% nms a0
60,000
Cay = % 1% 2081% v
- 3359

Hewlen Packard 4 "
w0 108 0% 0.0% am
M WD 17485 am % 30,000
Peer Medinm 2 am —
10,000

Todusry Meduin 9% 4

Apple’s cash flow from operations expansion has been greater than that of both its peer
group and industry group duning the past three years. We expect the company’s cash
flow from operations growth to outpace its peer group but be i line with the growth of
its industry group during the next five years BlackBerry sports the highest expected
cash flow from operations growth rate among peers.

P S S A A B

In the chart sbove, we o1 CFO 25 wall and downcade

Projected Free Cash Flow (in millions of USD)

Free Cash Flow (CFO-capital )
Last Fiscal 3-year Historical  5-year Projected
Year FCF CAGR CAGR
Apple TD g 39.4% £
BlackBarry D 185 L% 108%
Cay D -101 ne% 981%
Hewiert Packard WD 8408 6% EEY
BN WD 13345 4% s6%
Poet Modun 1%
Indusary Medun 6% 6%

Apple’s free cash flow expansion has been greater than that of both its peer group and
mndustry group dunng the past three years. We expect the company's free cash flow
growth to outpace its peer group but be in line with the growth of its mdustry group
during the next five years. BlackBerry sponts the highest expected free cash flow
growth rate among peers.

0,000
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0,000
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oM 301
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In the chart bove, we show ows basekine forecast for free cach Sow a5 well 35 potentual upsade and downsde cases

Financial
Leverage

Cash from
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Free Cash
Flow




reating Growth

can often become cheap for good reason, and in
cases, it has to do with either worsening structural
teristics of the industry in which the firm operates or
r declines in demand for its products or services.

nk finding undervalued stocks that generate high

s on incremental capital and are growing at a nice
ave the greatest potential for their value to be

ized by market participants. They're less likely to be
butts.”

er words, many of our ideas represent opportunities

the market is not giving sufficient credit for the firm’s
growth potential, as opposed to fallen angels that are
ling with an operational turnaround.
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Apple AAPL FAIRLY VALUED 7 ™ 6 . i @
P Buying Index Value Rating

Economic Castle Estimated Fair Value Fair Value Range Investment Style Sector Industry

Highest Rated $115.00 $04.00 - $136.00 MEGA-CAP VALUE Infc Technol Computer Hard
Valuation Analysis
Valuation Assumptions Valuation Breakdown
1o Mions of USD (encept for per share ems) In the chart below, we show the build up to our estimate of total enterprise value for
Revenue CAGR % Apple and the break down to the firm's total equity value. which we estimate to be

Avg. EBIT Margin %
Avg. Cash Tax Rate %

about 748 18USD billion The present value of fhe enterprise free cash flows
generated during each phase of our model and the net balance sheet impact is

Eamings Before Interest CAGR. % displayed. We divide total equity value by diluted shares outstanding to amve at our
Earmings Per Share CAGR % $115 per share fair value estimate.
Free Cash Flow to the Farm CAGR %
o s
Phase Il - I FCEF CAGR % 800,000
Costof Equity % —
After-tax Cost of Debt % 700,000
Discount Rate (WACC) % 600,000 il
Symthenc ekt graad= 1 3%, 500,000 Lm
Phase I Present Value 185,603 ol
Phase II Present Value 291314 400,000
Phase III Present Value 141,465 300,000 21314
Total Firm Value 618382

. “ 200,000
Net Balance Sheet Impact 129,801 100,000
Total Equity Value 748,183 o
Diluted Shares Outstanding 65216 Yr620 Peperuty  NetBalmceSheet  Equiry Value
Fair Value per Share $115.00 Tmpact

In Milhoms o USD
DCF Valuation Summary Free Cash Flow ——— Actia] ———
Fiscal Year End- 9302011 9302012 $302013
Ouwr discounted cash flow model indicates that Apple's shares are worth between EAmings before Interest 26120 42533 38436
$94.00 - $136.00 each. The margin of safety around our fair value estimate is driven by ~* Depreciaion 1814 32 6,757
the firm's LOW ValueRisk™ rating, which is derived from the historical volatility of - Capital Expenditures 7452 9402 9.076
key valuation drivers. The estimated fair value of $115 per share represents a price-to- - Change in Working Capital 1235 736 5.770
eamngs (P/E) matio of about 202 times last years eammgs and an mmplied - Acquisitions 244 350 496
EV/EBITDA multiple of about 11.1 times last year's EBITDA. Our model reflects a  Enterprise Free Cash Flow (FCFF) 27473 35322 29851
Ia Milkss o USD

compound annual revenue growth rate of 6.2% during the next five years, a pace that is
lower than the finm's 3-year historical compound annual growth rate of 37.9%. Qur
model reflects a 5-year projected average operating margin of 30.7%, which 1s below
Apple's trailing 3-year average. Beyond year 5, we assume free cash flow will grow at
an annual rate of 2 2% for the next 15 years and 3% in perpetuity. For Apple, we use a
10.6% weighted average cost of capital to discount future free cash flows.

i s g Vst Tyt

Our future forecasts for key valuation drivers result in a future free enterpnse cash
flow stream. Above, we show how we calculate enterprise free cash flow and the
historical performance of the metric for Apple. Over the next five years. we expect
the firm's enterprise free cash flow to expand at about a 14% compound annual
growth rate. During years 6 through 20, we expect the measure to grow at 2 2.2%
rate. Beyond year 20 (in perpetuity), we grow the firm's free cash flow at inflation
(3%).

_Company Metrics versus Peer and Industry Medians

‘Price Eamings-to- Spear Forward 3-year Hist Avg Stock Price/

Valierrum Buymg Forward Priceto- P/E on Est Normai Ditmed  Growsh (PEG), 5- EVEst Nerma!  Eamimgsper ROIC, wibow Dividend Yield  Fai Vane

Corpany Name IndexT Eamings E£pS year Forwwd EVEBITDA EBITDA S CAGR  goodwil % Estimate
Apple [] 159 s 10 ] 74 9% 160.4% 130 ey
BiackBery [ 175 F 0F 48 9 341% 203% 0.0% o81%
Caay 3 n 108 12 n7 7 9% 105% 0.0% 1021%
‘Hewien-Packard [} 97 92 L5 56 55 °3% 0% 18% sE3%
BM 7 106 o2 14 17 83 °% 6.0% 23% 1001%
Pess Medinn 50 101 91 14 712 69 93% ar 0% 99.5%
Industry Median. 60 ne 132 15 87 74 92% 66.0% 18% 100.1%

View back of report for a full bt of mdustry constiments coverad by Vainesrum VBL: Vahinnm's ankmg for the anractivensss of this mvestment at the date of the repont.

Valuation
Build-Up




e Discounted Cash Flow Analysis?

rinsic value of any asset is based on the discounted future
sh flows generated by that asset.

leve an economic profit assessment is vital to
tanding value creation. A DCF process allows us to
re historical and projected ROIC to a firm’'s WACC.

e about what businesses are worth, so we have an
tanding of what investors might pay for them.

industry groups may become overvalued or undervalued
hole. Estimating intrinsic value helps to mitigate pitfalls
by relative value assessments within industry groups.

process is less about precision and the sensitivity of
ptions than it is about identifying and capitalizing on
iIon outliers.




e DCF Analysis? -- continued

alue represents the conclusion to any and all stock

What is the company worth? DCF valuation captures the
ns of a firm’s competitive advantages, growth prospects,
endeavors, and any other qualitative factor. No other

oes this. Putting to numbers a plethora of advanced

tal items in arriving at a fair value estimate is the

ne--and the most critical component--of any stock research
ithout an in-depth intrinsic-value assessment, research is
y that has no ending.

Brian Nelson, President, Valuentum Securities, 2011

lieve that only through the flexibility of a DCF process
vanced fundamental thoughts be appropriately
orated into a fair value estimate and range.




Relative Value Important?

ess a firm’s relative value on the basis of its forward
0-earnings ratio and its price-earnings-to-growth (PEG)
f both of these measures are attractive relative to
elected peers, we view the firm undervalued from a

e standpoint.

ntifying firms that are trading at a significant discount
on our DCF process and are trading at a discount

e to its peer group, we gain conviction in our valuation
is of the firm.

derstand investors make decisions based on a relative-
process, and these decisions move the market. We

n identifying firms that are attractive to the entire
Investor community to capitalize on increased buyer

t.




Valuennim Ratail Equity Research

(10=best) Data as of 12-Sep-2014

Apple AAPL FAIRLY VALUED Buying Index™ 6 Value Rating
E ic Castle Esti d Fair Value Fair Value Range Investment Style Sector Industry
Highest Rated $115.00 $94.00 - $136.00 MEGA-CAP VALUE Information Technology ~ Computer Hardware
Margin of Safety Analysis
Range of Potential Outcomes ValueRisk™ LOW
$115 Apple receives a ValueRisk™ rating of LOW based of the histonical volatility of key
drivers of economic value creation. The fair value range sets the margin of safety
around our fair value estimate of the firm's shares.
Revenue Volatility 28.2%
$94 Gross Margin Volatility 309%
Eamings (EBD Volatility 33.0%
Cash Flow (FCFF) Volatility 323%
Fair Value Range 18.0%
TheFar & s i vala.
Upside and Downside Probabilities
Probabality (fair value < $0) Less than 0.1%
0 50 100 150 200 250 Probability (far value > 2x current share price) 0.00%

Our discounted cash flow process values each firm on the basis of the present value of
all future free cash flows. Although we estimate the firm's fair value at about $115 per
share, every company has a range of probable fair values that's created by the
uncertamty of key valuation drivers (like future revenue or eamings, for example). After
all, if the future was known with certainty, we wouldn't see much volatility in the
markets as stocks would trade precisely at their known fair values. Our ValueRisk™
rating sets the margin of safety or the fair value range we assign to each stock. In the
graph above, we show this probable range of fair values for Apple. We think the firm is
attractive below $94 per share (the green line), but quite expensive above $136 per
share (the red line). The prices that fall along the yellow line, which includes our fair
value estimate, represent a reasonable valuation for the firm, in our opinion.

We strive to answer a few questions that mnvestors often ask: 1) What are the chances
of a total loss of investment in this company? and 2) What is the chance that the
company is really worth twice what I paid for it? The probability (fair value < 0)
strives to answer the first question. It indicates the chance that the firm may
Ivency based on the ck of its cash flow stream, capital
structure, and nisk profile. The probability (fair value > 2x current share price) strives
to answer the second question. It is our best estimate of whether investors are
participating in a half-off sale by buying the company's shares at current prces.

Future Path of Fair Value

We estimate Apple’s fair value at this point in time to be about $115 per share. As time
passes, however, companies generate cash flow and pay out cash to shareholders in the
form of dividends. The chart to the nght compares the firm's cument share price with
the path of Apple's expected equity value per share over the next three years, assuming
our long-term projections prove accurate. The range between the resulting downside
fair value and upside fair value in Year 3 represents our best estimate of the value of the
fimm's shares three years hence. This range of potential outcomes is also subject to
change over time, should our views on the firm's future cash flow potential change. The
expected fair value of $149 per share in Year 3 represents our existing fair value per
share of $115 mereased at an annual rate of the firm's cost of equity less its dividend
yield. The upside and downside ranges are denved in the same way, but from the upper
and lower bounds of our fair value estimate range.

¥r 1 Fair Value Ve 2 Fair Valve Ve 3 Fair Vaive

Current Share Price

The graph above shows the expectad forure fir value of the frm's shares relative 1o its current stock price.

e

Path of Fair
Value




se a Margin of Safety?

re were known with certainty, we wouldn't see much
the markets as stocks would trade precisely at their
values.”

Brian Nelson, President, Valuentum Securities, 2011

k for stocks that are trading at a discount to our
te of their fair values and use our ValueRisk™ rating
an appropriate margin of safety.

her the volatility of key valuation drivers (like
s and cash flow), the higher the ValueRisk™ rating
der the margin of safety we assign to the stock.

sures that we're identifying stocks that are truly
-not only relative to their intrinsic value but also
to the risks inherent to their business models.




Valuentum Retad Equity Research

(10best) Dataas of 125ep 2014

Apple AAPL FAIRLY VALUED

Buying Index™ 6 Value Rating

Economic Castle Estimated Fair Value Fair Value Range

Tavestment Style Sector Tndustry

Highest Rated $115.00 $04.00 - $136.00 MEGA-CAP VALUE Informatien Technology Cumpulera‘rdw:m
Technical Analysis
Technical Evaluation BULLISH Money Flow Index (MFI) NEUTRAL
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The firm's near-term moving average (3-week, grey line) and medium-term moving
average (13-week, red line) are shown in the chart above. Typically, when a shorter-
term moving average crosses a medium. or longer-term moving average from below it
represents a bullish signal. If the short-term moving average crosses from above, traders
often view this as bearish. Apple's 5-week moving average Tesides above ifs 13-week
measure, indicating a BULLISH trend. We'd grow wary of the firm's technicals should
its -week moving average drop below its 13-week moving average, as the firm's 30-
week uptrend could be threatened if this oceurs.

The Money Flow Index (MFD is an oscillator that uses price and volume to measure
buying and selling pressure. Chartists often look for overbought (above 80) and
oversald (below 20} levels to wam of unsustainable near-term price extremes. Apple’s
MFI of 66 is neutral. suggesting the fimm's stock is neither overbought nor oversold at
this time. However. a score over 30 tends to favor bulls. The MFI can also be used to
gauge the strength or weakness of a finm's price trend. In Apple's case, its stock has
generally increased during the past several weeks, but money flow or momentum has
deteriorated, a bearish diverzence and unhealthy trend. We'd keep a close watch for

30-week Price and Volume Chart (weekly)

deteriorating
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In the chart above, we pinpoint the heaviest accumulation or distribution week of the
firm, determined by the week with the highest trading volume during the past 30 weeks.

Relative Price Strength STRONG

A finm's relative price strength can be assessed over any number of time horizons. We
show the firm's performance over the past 5 weeks. 13 weeks. and 30 weeks below.
In amiving at our relative strength rating for each company, we assess the past 13
weeks. which includes the market's reaction to the firm's most recently reported
quarter, where applicable, and other more recent economic events. During the past 13
weeks, Apple's shares returned 11.1%, while the market benchmark returned 4.9%.
We think Apples 13-week relative price performance is STRONG

5-week Company Performance
3-week Market Benchmark Performance
S-week Relative Performance vs. Market

A heavy accumulation (buying) or distribution (selling) week often the
future near-term direction of the firm's share price, as money managers continue to
move in or out of the stock in the days and weeks ahead driving the stock up or down,
respectively For Apple. the week with the highest trading volume out of the last 30
weeks was a week of heavy buying. or accumulation (green bar). Such market activity
could mdicate a reversal of a downtrend or further confirmation of the firm's uptrend.

13-week Company Performance
13-week Market Benchmark Performance
13-week Relative Performance vs. Market Benchmark

30-week Company Performance
30-week Market Benchmark Performance
30-week Relative Performance vs. Market Benchmark

Upside/Downside Volume DETERIORATING  Timeliness Matriz™ ‘Equity Vahuation
35 . Relarive Strength Overvalued Faurly Valued Undervalued
= g
20
i Neutral
19
i Weak
=i - > - » 3
T e S S Companies that are undervalued and showing near-term relative price strength could
-»F.p* o \”\& \PJ ‘i‘:'f g ‘V'{‘f‘?ﬂ»"}‘vef‘g‘ ""ﬂ\“’%d repofipsm( timely buys, as the stock may be ﬁmcﬂve to both »ﬁ:e and momentum

The level and trend of the Upside/Downside (U/D) volume ratio reveals whether
institutional participation has been bullish or bearish as of late. Although Apple's UD
volume Tatio of 13 is ereater than 1, it resides below its trailing average, indicating
‘bullish but DETERIORATING institutional interest during the past several weeks.

investors. Although Apple has outperformed the market during the past 13 weeks.
we don't find its valuation compelling enough to initiate a position. We'd wait for a
better entry point in the stock

Money Flow
Index

Relative
Strength




chnical & Momentum Overlay

al analysis is in part a self-fulfilling prophecy, but
brace the incremental knowledge garnered by
g what technicians may be anticipating.

tum exists as a result of sustained buying by
I0 managers over several trading sessions in order
eve a full allocation to a position.

a technical and momentum overlay increases the
od of price-to-fair value convergence, while
zing downside risks and exposure to “falling

{4

alued stocks that are going up are more likely to
oing up as investment managers continue to
ulate shares.




Pro Forma Cash Flow Statement
Historical Projected
In Millions of USD (except for per share items)
Sep-11 Sep-12 Sep-13 Sep-14 Sep-15
Pro Forma Income Statement
: s e RGeS 25922 41,733 37,037 41,278 46,223
In Millions of USD (except for per share items) 1814 3277 6.757 7122 7.884
11 12 13 14 15 g s . R '
S S Sep- S Sep- 2868 4,405 1141 0 0
Total Revene 108249 156,508 170,910 180,139 199,414 1168 1.740 2353 201 928
5.757 299 6.478 2,540 3,164
Cost of Goods Seld 64431 87.846 106.606 109,938 120,937 ' a9 .
51,840 38,200
Selling, General and Administrative E: . Pro Forma Balance Sheet
Hi 1 ~----— Projected ——
Other Operating Expenses In Millions of USD (except for per share items) ®.167) (9.258)
Sep-11 Sep-12 Sep-13 Sep-14 Sep-15 ’ ’ - ’
Opexating Assets
Income : (9,167) 9,258)
(T Total Cash (including marketable securities) 25952 121,251 146,761 64,452 91,809
Inventory 776 % 1,764 1814 1,989
< 3 Accounts Receivable 11,717 18,692 20,641 21,834 24,258
ating Income, including unusual items " J
Operating " Other Current Assets 6.543 9,041 10,335 10,335 10,335 (6,630) (6,564)
e Total Current Assets 44,988 149,775 179,501 98,435 128,391 0 0
Gross Fixed Assets 11,768 21,887 28,519 37,686 46,944 12,138) (15,021)
Other Non-operating Income (Accumulated Depreciation) 3.991) (6.435) 11922 (19,044) (26,928) 0 0
Net Property. Plant, and Equipment 7771 15,452 16,597 18,642 20,016 (18,768) (21,584)
Pre-tax Income Goodwill, Net 896 1,135 1,577 1,577 1,577
Intangibles, Net 3,536 4224 4179 4179 4179 0 0
Income Taxes Other Long-term Assets 59,174 5478 5,146 111,361 111,361
Total Assets 116,371 176,064 207,000 234,194 265,524 =
Income aftter tax 23,906 27,357
o Liabilities
Munonty Interest and Equity lncome Accounts Payable 14,632 21,175 22367 23,469 26,274 | [ Company Filings. Xiguze. Vahientum Projections
) Other Current Liabilities 13338 17,367 21,201 23,972 26,930
Net Income, excluding extra items Current Portion of Long-term Debt 0 0 0 0 0
Total Current Liabilities 27970 38,542 43,658 47,441 53,204
Income Available to Commeon, excluding extra items
SE Long:term Debt 0 0 16.960 16,960 16,960
S per Share, excluding extra i Other Long-term Liabilities 11786 19312 22833 22,833 22,833
= Total Liabilities 39,756 57,884 83,451 87,234 92,997
Diluted Weighted Shares Outstanding
Preferred Stock 0 0 0 0 0
Shareholders’ Equity
Commeon Stock and Additional Paid in Capital 13,331 16,422 19,764 19,764 19,764
Retained Eamings 62,841 101,289 104,256 133,396 164,598
Other Equity 143 199 @) (6,200) (11,835)
Total Shareholders’ Equity 76,615 118,210 123,540 146,960 172,527
Total Liabilities and Shareholders’ Equity 116,371 176,064 207,000 234,194 265,524
Seurce: Company Filings, Nignite Valientum Projections




Methodology for Picking Stocks - Valuentum Buying Index™ (VBI)

@Vﬂumtmn,we]jketolookatstocksﬁ'oma

number of different perspectives to identify the most
attractive investments at any given time. The Valuentum
Buying Index (VBI) combines rigorous financial and
valuation analysis with an evaluation of a firm's technicals
to derive a score between 1 and 10 for each company. The
VBI places considerable emphasis on a firm's DCF
valuation, its relative valuation versus peers (both
forward PE and PEG ratios), as well as its technicals
in order to help investors pick the best entry and exit
points on the most interesting stocks.

Let's follow the red line on the flow chart below to see
how a firm can score a 10, the best mark on our index (a
"Top Pick"). First, the company would need to be
‘undervalued' on a DCF basis and "aftractive’ on a relative

value basis. The stock would also have to be exhibiting
‘bullish” technicals. The firm would need a
ValueCreation™ rating of 'good' of 'excellent'. exhibit
‘high' or 'aggressive’ growth prospects. and generate at
least a 'medium’ or 'neutral’ assessment for cash flow
generation, financial leverage, and relative price
strength.

This is a tall order for any company, but we're
looking to deliver the very best of ideas to our clients
and subscribers. Firms that don't make the cut for a 10
are ranked accordingly. with the least attractive stocks
gamering a score of 1 ("We'd sell"). Most of our
coverage universe falls between 3 and 7, but at any given
time there could be large number of companies garnering

either high or low scores, especially at market lows or
tops. respectively.
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| Statements & Methodology

Statements: We spend a lot of time in company-
xcel-based valuation models making forecasts,
nts and arriving at informed outcomes. We

the proforma financial statements at the back of
ort.

logy: Having a repeatable, measurable process is
utperformance. We’re proud of our systematic

to stock selection. A brief summary of the

m Buying Index is included at the back of each
report.




Values & Ratings

TSN Rating History
14-Nov-14
20-Jun-14
21-Feb-14

1-Nov-13
31-May-13
15-Feb-13
19-Oct-12

6-Jul-12

10-Feb-12

Price
$40.66
$36.44
$38.91
$27.71
$25.00
$24.01
$16.44
$17.59
$18.92

Fair Value

$45.00
$44.00
$39.00
$37.00
$33.00
$28.00
$20.00
$25.00
$27.00

VBI
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momentum investing
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Disclaimer

ned in this slide deck (presentation) is not represented or warranted to be accurate, correct, complete,
are for informational purposes only and should not be considered a solicitation to buy or sell any
mentioned herein may not be suitable for all types of investors. The information contained in this
nstitute any advice, and especially on the tax consequences of making any particular investment

is not intended for any specific type of investor and does not take into account an investor's particular
financial situation or needs. This document is not intended as a recommendation of the securities
icular investment strategy. Before acting on any information found in this document, readers should

an investment is suitable for their particular circumstances, perform their own due-diligence, and if
ional advice. Assumptions, opinions, and estimates are based on our judgment as of the date of the
ubject to change without notice. Valuentum is not responsible for any errors or omissions or for results
of this document and accepts no liability for how readers may choose to utilize the content. In no event
le to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or

s, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
nnection with any use of the information contained in this document. Investors should consider this
gle factor in making their investment decision. Redistribution is prohibited without written permission.

n about Valuentum's products and services, please contact us at valuentum@valuentum.com.




