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Since the death of Steve Jobs on October 5, 2011, crit-
ics had questioned Tim Cook’s ability to lead Apple.
Much of the criticism centered on Apple’s lack of
innovation since Jobs, citing how Cook may not pos-
sess the same product vision. Further, many won-
dered whether Apple conld sustain its success. Yet,
despite the economic conditions in the United States
post-recession, Apple Inc. had been able to sustain its
impressive growth, resulting in a 275 percent growth
in net sales between 2010 and 2014. The company set
- record quarterly revenues and profits during its sec-
ond quarter of 2012, which resulted in its stock price
catapulting to a level that made it the world’s most
valuable company—a title it continued to hold in early
2015 with market capitalization of nearly $760 billion,
Some analysts speculated that Apple might eventually
become the world’s first trillion-doflar company.
Despite the company’s tremendous successes,
new challenges faced Cook and his chief managers
in 2015. The company had yet to reverse the gen-
eral decline in iPod unit sales and was facing a seri-
ous competitive threat in both the smartphone and
tablet markets. Samsung had surged to the top of
the smartphone market in late 2011 by introducing
the Galaxy and other models that utilized Google’s
Android operating system to match the key features
of the iPhone. In 2015, Android maintained its sta-
tus as the most widely used operating system plat-
form for smartphones worldwide with a 24.5 percent
share of the market at year-end 2014. Dell, HP, and
other computer manufacturers had also released tab-
let computers, furthering pressure on the iPad.
Apple’s record growth in revenues and prof-
its in previous years came primarily. from volume

increases in the sale of iPhones and iPads. Still criti-
cal to the company’s financial performance, iPhone
sales accounted for $102 billion of the company’s
2014 revenues of $182.8 billion, and Apple’s iPad
tablet computers were the company’s second-larg-
est contributor to total revennes with sales of more
than $30.2 billion during 2014. Although iPhone
sales increased by 12 percent in 2014, sales of the
iPhone had experienced a 16 percent year-over-
year increase from 2012 to 2013. In addition, iPad
sales had decreased by 5 percent from 2013 to 2014.
Disappointing sales continued for the iPod, with a
48 percent year-over-year decline in sales in 2014.

With competitive rivalry continuing in the smart-
phone and tablet market, Cook and his chief man-
agers would need to consider different avenues for
growth. The single largest growth in sales was within
Apple’s iTunes, App, Mac, and iBookstore, where
revenues increased by 40 percent between 2012 and
2014. Also, the rising popularity among consumers
to seek alternatives to cable television had fueled
sales of Apple TV in 2014, And it was still undeter-
mined how Cook’s unveiling of the Apple Watch in
September 2014 would impact the company’s pros-
pects for growth in revenues.

Steve Johs’ Strategic
Leadership at Apple

Stephen Wozniak and Steve Jobs founded Apple
Computer in 1976 when they began selling a crudely
designed personal computer called the Apple I to
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Silicon Valley computer enthusiasts. Two years later,
the partnets introduced the first mass-produced per-
sonal computer (PC), the Apple II, which eventually
sold more than 10,000 urits. While the Apple II was
relatively successful, the next revision of the prod-
uct line, the Macintosh (Mac), would dramatically
change personal computing throvgh its user-friendly
graphical user interface (GUI}, which allowed users
to interact with screen images rather than merely
type text commands.

The Macintosh that was introduced in 1984 was
hailed as a breakthrough in personal computing, but
it did not have the speed, power, or software avail-
ability to compete with the PC that IBM had intro-
duced in 1981. One of the reasons the Macintosh
lacked the necessary software was that Apple put
very strict restrictions on the Apple Certified Devel-
oper Program, which made it difficult for software
developers to obtain Macs at a discount and receive
informational materials about the operating system.

With the Mac faring poorly in the market, founder
Steve Jobs became highly critical of the company’s
president and CEO, John Sculley, who had been

hired by the board in 1983. Finally, in 1985, as Scul- -

ley was preparing to visit China, Jobs devised a
boardroom coup to replace him. Sculley found out
about the plan and canceled his trip. After Apple’s
board voted unanimously to keep Sculley in his
position, Jobs, who was retained as chairman of the
company but stripped of all decision-making author-
ity, soon resigned. During the remainder of 1985,
Apple continued to encounter problems and laid off
one-fifth of its employees while posting its first ever
quarterly loss.

Despite these setbacks, Apple kept bringing
innovative products to the market, while closely
guarding the secrets behind its technology. In 1987,
Apple released a revamped Macintosh computer
that proved to be a favorite in K-12 schools and
with graphic artists and other users needing excel-
lent graphics capabilities. However, by 1990, PCs
running Windows 3.0 and Word for Windows were
preferred by businesses and consumers and held a
commanding 97+ percent share of the market for
personal computers.

In 1991, Apple released its first-generation
notebook computer, the PowerBook and, in 1993,
Apple’s board of directors opted to remove Sculley
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from the position of CEO. The board chose to place
the chief operating officer, Michael Spindler, in the
vacated spot. Under Spindler, Apple released the
PowerMac family of PCs in 1994, the first Macs
to incorporate the PowerPC chip, a very fast pro-
cessor co-developed with Motorola and IBM. Even
though the PowerMac family received excellent
reviews by technology analysts, Microsoft’'s Win-
dows 95 matched many of the capabilities of the
Mac OS and prevented the PowerMac from gaining
significant market share. In January 1996, Apple
asked Spindler to resign and chose Gil Amelio, for-
mer president of National Semiconductor, to take
his place. _

During his first 100 days in office, Amelio
announced many sweeping changes for the com-
pany. He split Apple into seven distinct divisions,
each responsible for its own profit or loss, and he
tried to better inform the developers and consumers
of Apple’s products and projects. Amelio acquired
NeXT, the company Steve Jobs had founded upon
his resignation from Apple in 1985. Steve Jobs was
rehired by Apple as part of the acquisition. In 1997,
after recording additional quarterly losses, Apple’s
board terminated Amelio’s employment with the
company and named Steve Jobs interim CEO.

Under Jobs® leadership, Apple introduced the
himited-feature iMac in 1998 and the company’s
iBook line of notebook computers in 1999. The
company was profitable in every quarter during
1998 and 1999, and its share price reached an all-
time high in the upper $70 range. Jobs was named
permanent CEO of Apple in 2000 and, in 2001, over-
saw the release of the iPod. The iPod recorded mod-
est sales antil the 2003 launch of iTanes, the online
retail store where consumers could legally purchase
individual songs. By July 2004, 100 million songs
had been sold, and iTunes had a 70 percent market
share among all legal online music download ser-
vices, The tremendous success of the iPod helped
transform Apple from a struggling computer com-
pany into a powerful consumer electronics company.

By 2003, consumers’ satisfaction with the iPod
had helped renew interest in Apple computers, with
its market share in personal computers growing from
a negligible share to 4 percent. The company also
exploited' consumer loyalty and satisfaction with
the iPod to enter the market for smartphones with
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the 2007 launch of the iPhone. The brand loyalty
developed through the first iPod and then the iPhone
made the company’s 2010 launch of the iPad a roar-
ing success with 3.3 million units sold during its
first three months on the market. Much of Apple’s
turnaround could be credited to Steve Jobs, who had
idea after idea for how to improve the company and
turn its performance around. He not only consis-
tently pushed for innovative new ideas and products
but also enforced several structural changes, includ-
ing ridding the company of unprofitable segments
and divisions,

The success of the turnaround could also be
atiributed to the efforts of Tim Cook, Apple’s chief
operating officer, who oversaw the company’s opera-
tions at various times between 2004 and 2011. Cook
was first asked to act as the company’s chief man-
ager in 2004 when Steve Jobs was recovering from
pancreatic cancer surgery, later in 2009 when Jobs
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toak a six-month medical leave for a liver transplant,
and again in early 2011 when Jobs left the company
for another medical leave. Jobs® illness eventually
forced his resignation shortly before his death on
October 5, 2011. While Jobs had been the inspira-
tion for the company’s hottest new products such as
the iPhone, iPad, and iPod, analysts and key Apple
managers viewed Cook as an “operational genius.”
While COO and acting CEO, Tim Cook was respon-
sible for overhauling Apple’s supply chain system
and transforming it into one of the lowest cost elec-
tronics-manufacturers.’ Prior to coming to Apple in
1998, Cook was a rising star in Compaq Computer’s
management team.

A summary of Apple’s financial performance
for fiscal years 2010 through 2014 is provided in
Exhibit 1. The company’s net sales by operating seg-
ment and product line and unit sales by product line
for 2012 through 2014 are provided in Exhibit 2.

mary of Apple Inc.’s Financial Performance, 2010-2014

2014 2013 2012 201 2010

Net sales $182,795  $170,910 $156,508 $108,249 365,225
Costs and expenses
Cost of sales 112,258 106,606 87,846 64,431 39,541

Research and development 6,041 4,475 3,381 2,429 1,782

Selling, general and administrative 11,993 10,830 10,040 7,599 5,517
Total operating expenses 18,034 15,305 13,421 10,028 7,299
Operating income 52,503 48,999 55,241 33,790 18,385
Other Income and expeanses 980 1,156 h22 415 155
Income before provision for income taxes 53,483 50,155 55,763 34,205 18,540
Provision for income taxes 13,973 13,118 14,030 8,283 4527
Netincome $39,510  $37,037 $21,733 $25.922  $14,013
Earnings per common share

Basic $6.49 $40.03 $44.64 $28.05 $15.41

Diluted $6.45 $39.75 $44.15 $27.68 $15.15
Cash dividends declared per common share $1.82 $11.40 $2.65 $0.00 $0.00
Shares used In computing earnings per share

Basic 6,085,572 925,331 934,818 924,288 909,461

Diluted 6,122,663 931,662 945,355 936,645 924,712
Total cash, cash equivalents, and marketabie securities,  $155,239  $146,761 $121,251 $81,570 $51,011
Total assets g 231,839 207,000 176,064 116,371 75,183
Total long-term obligations 24,826 20,208 16,664 10,100 5,531
Total liabilities 120,292 83,451 57,854 39,756 27,392
Total shareholders’ aquity 111,547 123,549 118,210 76,615 47,791

Sources: Apple Inc., 2012, 2013 and 2014 10K reports,
*A seven-for-one stock split occurred on June 6, 2094,
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Apple, inc’s Net Sales by Operating Segment, Net Sales by Product, and Unit Sales by

Product, 2012-2014 ($ in millions; unit sales in thousands)

Net Sales by Operating Segment;: 2014 Change 2013 Change 2012
Americas net sales 465,232 4% $62,739 9% $57.512
Europe net sales 40,929 8% 37,883 4% 36,323
Greater Chine net sales 29,846 17% 25,417 13% 22,533
Japan net sales 14,982 11% 13,462 27% 10,571
Rest of Asia Pacific net sales 10,344 (7)% 11,181 4% 10,741
Retail net sales 21,462 6% 20,228 7% 18,828
Total net sales $182,795 7% $470,910 9% $156,508
Net Sales hy Product:

iPhone! $101,991 12% $91,279 16% $78,692
iPad’ 30,283 (5)% 31,980 3% 30,945
Mac’ 24,079 12% 21,483 (7)% 23,221
iPod 2,286 (48)% 4,411 {21)% 5,615
iTunes, Software and Services? 18,063 13% 16,051 25% 12,890
Accessories® 6,093 7% 5,706 11% 5,145
Total net sales $182,795 7% $170,910 9% $156,508
Unit Sales by Product:

IPhone 169,219 13% 160,257 20% 125,046
iPad 67,977 4% 71,033 22% 58,310
Mac 18,906 16% 16,341 {100% 18,158
iPod 14,377 (45)% 26,379 {25)% 35,165

Source: Apple Inc., 2014 10-K report.

! Deferrals and amortizations of related nonsoftware services and software upgrade rights included.
2 Revenues from the iTunes Store, the App Store, the Mac App Store, tha iBooks Store, AppleCare, licensing, and other services are included in figures.
% Sales of Apple-branded and third-party iPod, iPad, Mac, and iPhone accessories are included,

Overview of the Personal
Computer Industry

The personal computer industry was relatively
consolidated, with five sellers accounting for 81.3
percent of the U.S. shipments and 65.3 percent
of worldwide shipments in 2014 (see Exhibit 3).
Worldwide PC shipments had declined since 2011
with total global PC demand projected to erode by
as much as 30 percent by 2018. The downward trend
was partly due to the rise in popularity of tablet com-
puters for home and business use. Tablet computers,
such as the iPad, were becoming replacements for
laptops and PCs primarily among consumers but
were increasingly becoming a viable substitute for
PCs within the business setting as business apps and
cloud computing expanded. The market for tablet

computers increased from 219.9 million units in
2013 to 229.6 million units in 2014, which repre-
sented 4.4 percent year-over-year growth.

Apple’s Competitive Position
in the Personal Computer
Industry

Apple’s proprietary operating system, strong graph-
ics-handling capabilities, and sleek designs differ-
entiated Macs from PCs, but many consumers and
business users who owned PCs were hesitant to
purchase a Mac because of Apple’s premium pric-
ing and becauvse of the learning curve involved with
mastering its proprietary operating system. Since
the introduction of the first Macintosh computer in
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1984, the company had been unable to achieve a 5
percent market share in the United States. However,
the company’s market share in the United States
had improved from 4.7 percent in 2006 to 8.8 per-
cent in 2010, primarily because of the success of
the iPod and iPhone. These products created a halo
- effect whereby some consumers (but not business
users) switched to Apple computers after purchas-
ing an iPod, iPhone, or iPad. This trend continued
as more consummers adopted Apple computers due to
their experience with other Apple products and how
each product scamiessly integrates with the other.
By 2014, Apple’s market share in the United States
had grown to 12.2 percent—giving it a number-
three ranking in the U.S. PC market. Apple was also
ranked fifth in the world for the first time in 2013.

Apple’s computer product line consisted of sev-
eral models in various configurations. Its desktop
" lines included the Mac Pro (aimed at professional
and business users); the iMac (targeted toward con-
sumer, educational, and business use); and Mac mini
(made specifically for consumer use). Apple had two
notebook product lines: MacBook Pro (for profes-
sional and advanced consumer users) and MacBook
Air (designed for education users and consumers).
All Apple computers were priced at a steep premium
compared to PCs and laptops offered by Dell, HP,
and other rivals. In Janunary 2015, Mac Pro pric-
ing started at $2,999, representing a $500 increase
since 2012. iMac and MacBook Pro pricing began
at $1,099, the MacBook Air was offered from $899,
and Mac mini pricing started at $499, representing a
$100 decrease in each from the 2012 prices.

Apple and Tablet Computers

Apple entered the market for tablet computers with
its April 3, 2010, launch of the iPad. Tablet com-
puters had been on the market since the late 1990s,
but only Apple’s version had gained any signifi-
cant interest from consumers and business users.
Previous-generation tablet computers required the
use of a stylus to launch applications and enter infor-
mation. Most users found the stylus interface to be
an anmoyance and preferred to use a smartphone or
laptop when portability was required. Dell, Acer, and
Hewlett-Packard had all raced to get touch-screen
tablet computers to market but were unable to do so
until very late 2010 and early 2011 because of the
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technological differences between tablet comput-
ers and PCs, Tablet computers were technologically
similar to smartphones and shared almost no compo-
nents with PCs. HP acquired Palm for $1.2 billion in
May 2010 to accelerate its entry inio tablet comput-
ers. However, most PC manufacturers chose to utilize
smartphone microprocessors and Google’s Android
operating system. in their tablet computer models.

By mid-2012, Apple held a 68 percent share of
the market for tablet computers. However, com-
petitive pressures had dramatically reduced Apple’s
market share. In 2013, Apple was responsible for
33.8 percent of all shipments, but by 2014, the com-
pany’s share of shipments had decreased to 27.6
percent. Its chief rival in the smartphone market,
Samsung, had captured a 17.5 percent market share
by 2014. Yet, the most significant impact may be
due to an increase in the overall pumber of competi-
tors. Only 60 percent of the total shipments in 2014
were accounted for by the top five vendors.

Apple’s iPad 2, launched in March 2011, con-
tained a dual-core processor that was far more power-
ful than the first-generation iPad and most competing ‘
tablet computers. Apple reduced the size and thick-
ness of its iPad models and launched the iPad Air in
late 2013 to address consumer criticism over weight
and comfort of use. The iPad Air was approximately
22 percent lighter than standard iPad models and
weighed about one pound. Apple launched the iPad
Mini in direct response to smaller “phablets” offered
by competitors. Although the same width as the iPad
Air, the iPad Mini was approximately 1.5 inches
shorter and weighed 25 percent less. The original
iPad was discontinued in 2014.

In 2015, iPad Air and iPad Air 2 models retailed
from $399 to $499 for the 16GB, respectively. The
128GB iPad Air 2 model retailed for $699. The iPad
Mini mode] was $249, Apple’s tablet computer pric-
ing had dropped dramatically since 2012, when its
64GB iPad 2 retailed for $829.

Apple’s Rivals in the Personal

Computer Industry

Hewlett-Packard

Hewlett-Packard (HP) was broadly diversified
across segments of the computer industry with busi-
ness divisions focused on information technology
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consulting services, large enterprise systems, soft-
ware, personal computers, printers and other imag-
ing devices, and financial services. The company’s
Printing and Personal Systems Group (PSS), which
manufactured and marketed HP and Compagq desk-
top computers and portable computers, was its larg-
est division, accounting for revenues over 34 billion
in 2014. HP recorded total net revenues of $111 bil-
lion in 2014, with its enterprise group and enterprise
services accounting for 26.7 billion and 21.2 bil-
lion, respectively. The company’s software business
units accounted for sales of nearly $3.6 billion and
its financial services unit contributed net revenue of
about $3.4 billion in 2014.

PSS revenues remained the same between 2013
and 2014, Previous decreases in net revenue may be
attributed to a decrease in the overall PC market; how-
ever, PSS revenues increased slightly from 2013 to
2014 due to an increase in commercial PC purchases.

In October 2014, HP announced its intent to split
into two independent, publicly traded companies. The
PSS segment, currently the printing and personal sys-
tems business units, would form HP Inc. The other
segments, such as the enterprise systems and financial
businesses, would be renamed Hewlett-Packard Enter-
prise. This division was expected to be completed by
the end of 2015. Exhibit 4 provides the revenue con-
tribution by PSS business unit for 2010 through 2014.

Dell Inc.

Dell Inc. had been the leading producer of PCs in
the United States from 2001 through 2006. Tough
economic conditions, declining demand for PCs by
consumers, and growing price competition in the PC

Hewlett-Packard Personal Systems Group, Net Revenue, 2010-2014 ($ millions)

industry had significantly affected Dell’s financial
performance later in the 2000s, with its revenues
declining from $62 billion in fiscal 2012 to $56.9
billion in fiscal 2013. In addition, Dell’s net earn-
ings fell from $3.5 billion in fiscal 2012 to $2.4 bil-
lion in fiscal 2013.

In 2013, Dell’s stockholders approved the acqui-
sition of the company by its founder, Michael Dell,
and technology investment firm, Silver Lake Part-
ners. The acquisition was aimed at refocusing the
company on its core business and allow it to restore .
its formally impressive financial performance.

The company offered a wide range of desktop
computers and portables, ranging from low-end,
low-priced models to state-of-the-art, high-priced
models. The company also offered servers; work-
stations; peripherals such as printers, monitors, and
projectors; and Wi-Fi products. The company’s
shipments of PCs, however, declined from 62 bil-
lion in 2011 to 56.7 billion in 2014. Lenova’s deep
price discounts had yielded a 34 percent increase in
worldwide shipments over the same period, result-
ing in its rise to the top and Dell’s fall to third world-
wide for 2014, See Exhibit 5.

Apple’s Competitive
Position in the Market for
Smartphones

The first version of the iPhone was released on June
29, 2007, with more than 270,000 first-generation
iPhones being sold during the first 30 hours of the
product’s launch. The iPhone.was named Time

Product 2014 2013 202 201 2010
Noteboaks $17,540 $16,029 $18,830 $21,824 $22,545
Desktop PCs 13,197 12,844 13,888 15,370 15,478
Workstations 2,218 T 2,147 2,148 1,808 1,786
Other 1,348 1,159 977 575 932
Total $34,303 $32,179 $35,843 $39,574 $ 40,741

Sources: Hewleti-Packard, 2011 and, 2014 10-K reports,




Deil’s Revenues by Product Category, Fiscal 2010 - Fiscal 2013 {$ millions}
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Fiscal Fiscal * Fiscal Fiscal
Product Category 2013 2012 2011 2010
Servers and networking $9,294 $8,336 $7.509 36,032
Storage 1,699 1,943 2,295 2,192
Services 8,396 8,322 7,673 5,622
Sofiware and peripherals 9,257 10,222 10,261 9,499
Mobility 15,303 19,104 18,971 16,610
Desktop PCs 12,991 14,144 14,685 12,947
Total net revenue $56,940 $62,071 $61,494 $52,904

Source:; Dell Inc., 2011, 2042 and 2013 10-K reports.

magazine’s Invention of the Year in 2007. The
iPhone 3G was released in 70 countries on July 11,
2008, and was available in the United States exclu-
sively through AT&T Mobility. The iPhome 3G
allowed users to access the Internet wirelessly
at twice the speed of the previous version of the
iPhone and featured a built-in global positioning
system (GPS), and, in an effort to increase adoption
by corporate users, was compatible with Microsoft
Exchange. The iPhone 3GS was introduced on June
19, 2009, and included all of the 3G features, and
again doubled the Internet speeds over the 3G.

The iPhone 4 was launched on June 24, 2010,
and included video-calling capabilities {only over
a Wi-H network), a 5-megapixel camera including
flash and zoom, 720p video recording, a longer-
lasting battery, and a gyroscopic motion sensor to
enable an improved gaming experience. The iPhone
4 sold more than 1.7 million units within thiee days
of its launch. The iPhone 48 sold more than 4 mil-
lion units within the first three days of its October
14, 2011, Jaunch. The iPhone 48 also possessed the
first significant innovation in the iPhone series with
the addition of Siri, Apple’s intelligent assistant and
voice contro] feature. By 2011, Apple had expanded
its carrier network beyond AT&T to include Veri-
zon, Sprint, and C-Spire in the United States and a
variety of carriers in Europe and Asia.

The iPhone S5 represented several shifts in
Apple’s strategy with its iPhone product. Mirroring
Apple’s approach to consumer trends in size prefer-
ence, the iPhone 5 was increased to 4 inches from

the previous 3.5-inch size. It also featured the first
change in the connector, an all-digital “lighting con-
nector.” One of the more dramatic shifts, it changed
how the phone interfaced with other products and
rendered many peripherals obsolete.

The release of both the iPhone 58 and 5C
demonstrated Apple’s change in approach to segment-
ing the market. Both were still the larger, 4-inch for-
mat; however, the 5C maintained many of the previous
features found in the iPhone 5 and was legs expensive,
The 58, however, extended many of the current capa-
bilities, while introducing a new feature, Touch ID.
The Touch ID was a fingerprint scarmer in the home
buiton meant to increase security. This would also lay
the foundation for another new feature found in the
iPhone 58: the Apple Pay mobile payment system.

The iPhone 6 and 6 Plus continued Apple’s
changing strategy regarding phone size. While
the iPhone 6 increased to 4.7 inches, the iPhone 6
Plus was 5.5 inches, furthering Apple’s move into
the phablet market and mirroring the strategy with
the iPad Mini. The price of the iPhone 6 and 6Plus
in 2015 were $199 and $299, respectively, for the
16GB models.

Demand and Competition in
the Smartphone Market

Since 2012, worldwide shipments of smartphones
had almost doubled, from 725 million units in 2012
to 1.3 billion in 2014, For the first time, shipments
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of smartphones were more than 50 percent of all
mobile phone shipments in 2013, demonstrating
a dramatic change in how consumers used mobile
technology to access the Internet and multimedia
content. Driving this increase in smartphone ship-
ments was the steady decrease in overall manufac-
turing costs and increased competition, leading to a
decrease in the price paid by the consumer.
Countries such as China and South Korea and
regions such as the Middle East and Africa offered
the greatest growth opportunities but also presented
challenges to smartphone producers. For example, in
2014, there were over 1 billion mobile phone users
in China, approximately 700 million of whom were
smartphone users. Apple began selling the iPhone 4
in China in 2010 through its partnership with China
Telecom, the country’s second-largest wireless pro-
vider and its network of 25 flagship stores located in
the country’s largest cities. The iPhone 4S became
available in China in Janvary 2012—making it
available in 90 countries within three months of its
initial launch. However, intellectual property protec-
tion and counterfeit products, including counterfeit
Apple Stores, posed significant problems.
~ In South Korea, smartphone usage surpassed PC
usage in 2014, where 84 percent of the population
used a smartphone to access the Internet, compared
to 78 percent that used a PC. Yet, strong brand loy-
alty for Korea-based Samsung can be found not
only in Korea but zlso in the United States, helping

ST

Samsung capture nearly 25 percent of the global
market share for smartphone shipments in 2014.

The Middle East and Africa experienced 83 per-
cent growth in 2014. This growth was due to less
expensive smartphones, as 20 percent of all smart-
phones in the region were priced at $100 or less.
This growing market was a challenge due to Apple’s
pricing strategy. Competitors such as Lenovo suc-
cesstully targeted this market and built large market
shares in the region.

. With the market for smartphones growing rapidly,
competition was becoming stronger. Google’s entry
into the market with its Android operating system had
allowed vendors such as LG, Motorola, and Samsung
to offer models that matched many of the features
of the iPhone. In fact, Android’s strong capabilities
had made it the number-one smartphone platform
worldwide, with 76.6 percent of shipments running
on Android in the fourth quarter of 2014. Exhibit 6
presents shipments and market shates for the leading
smartphone producers between 2012 and 2014.

Apple’s Competitive Position
in the Personal Media Player
Industry

Althongh Apple didn’t introduce the first portable
digital music player, the company has consistently
possessed over 70 percent of the market, and the

Top Five Worldwide Smartphone Vendaors, Shipment Vo!umes.and Market Shares,

2012-2014
2014 2013 2012
Shipments Market Shipments Market Shipments Market ,
Rank Vendor (in millions) Share {in millions) Share (In millions) Share
1 Samsung 318.2 24.5% 316.4 31.0% 219.7 30.3%
2 Apple 1927 14.8 153.4 15.1 135.9 18.7
3 Huawei 73.6 5.7 49.0 4.3 29.1 4.0
4 Lenovo 70.0 . 94, 455 45 23.7 33
5 1) 59.2 - 4.6 478 47 26.3 3.6
Others 587.3 45.1 407.4 40.0 290.5 40.1
All vendors 1,301.1 100.0% 1019,4 100.0% 125.3 100.0%

Source: Internstional Data Corporation.




name iPod had become a generic term used to
describe digital media players. When Apple launched
its first iPod in 2001, many critics did not give the
product much of a chance for success, given its fairly
hefty price tag of $399. However, the iPod’s sleek
styling, ease of use, and integration with iTunes and
digital music purchases, coupled with the eventual
price decreases and differing models, allowed it to
develop such high levels of customer satisfaction and
loyalty that rivals found it difficult to gain traction in
the marketplace. Even though many competing MP3
players compared favorably to Apple’s iPod models,
none of Apple’s key rivals in the media player indus-
try had been able to achieve a market share greater
than 5 percent since 2004. Most consumers did not
find many convincing reasons to consider any brand
of media player other than Apple.

- While the original iPod only played music, the
most popular portable players in 2015 not only
played music but also could be connected to Wi-Fi
. networks to play videos, access the Internet, view
photos, or listen to FM high-definition radio. The
iPod Touch had remained the best-selling media
player since its introduction in 2012 with more than
350 million wnits sold by year-end 2014. However,
the wide-scale adoption of smartphones had canni-
balized the portable media player market with iPod
sales declining by 45 percent between 2013 and
2014 and Apple formally discontinuing the iPod
Classic in September 2014, Apple continued to
sell the iPod touch, iPod nano, and iPod Shuffle in
2015 with prices beginning at $199, $149, and $49,
respectively.

App Store and iTunes

iTunes was Apple’s software for managing digital
music, movies, and other content on its PCs, tab-
lets, and smartphones. Further, iTunes was its online
marketplace to sell music, as well as movies and TV
shows. In the early 2000s, when Napster and other
free music sharing sites were encountering legal
issues, Apple was able to gain widespread accep-
tance in both the marketplace and from the music
industry through the ease of use and copyright pro-
tection afforded by iTunes. As of 2015, over 43 mil-
lion songs were available for consumers to choose
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from, and the iTunes Store had expanded to offer
consumers the ability to purchase and download
videos, movies, and television shows that could be
played on iPods, iPhones, or Apple TV.devices.

Users of Apple’s iPods, iPhones, iPads, or Macs
could also use the company’s iMatch or iCloud ser-
vices that integrated apps, iBooks, and iTunes pur-
chased at the App Store to all devices owned by the
individual. The iCloud service also allowed users to
share calendars and contacts, wirelessly push photo-
graphs to all devices, and back up data from Apple
devices.

Finally, the growth in popularity of cable-alter-
native devices such as Apple TV had further con-
tributed to sales on iTunes. Consumers increasingly
cancelled traditional cable services and began con-
suming TV and movie content through streaming
services. Netflix, Amazon, and Hulu, for example,
provided monthly subscription services allow-
ing consumers to access movies and TV seasons.
Full NBA, MLS, and other sports seasons are also
available through subscriptions. In 2015, HBO
announced a cable-free subscription service avail-
able to Apple TV owners. While Apple TV provided
users with the ability to access Apple’s content,
other media companies were selling their services
through Apple ag well.

Apple’s Performance in 2015
and the Launch of the Apple
Watch

As of 2015, Apple’s outstanding performance had
not been impeded by the loss of Steve Jobs as CEO,
who had been the inspiration of its most important
and innovative products. Since 2011, Apple had
almost tripled its net sales and had become ranked
in the top five of global PC shipments. Yet, as Mac
sales had increased to 19 million units and iPhone
sales to 170 million units, the iPod had been discon-
tinued, and iPad sales had stagnated around 70 mil-
lion units.

The biggest concerns for the company in 2015

were how to handle the shrinking market for PCs

and the increased competition in the smartphone and
tablet markets. Clearly, iPad and iPhone sales were
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the largest contributors to the company’s financial  the iPod, iPhone, and iPad. With the launch of the
performance. Even though Tim Cook was success- . Apple Watch, however, industry observers would
fully leading the company after the death of Steve  learn whether Cook would also be able to lead the
Jobs, it was Jobs who had been widely recognized development of products that would disrupt technol-
as the visionary force behind the development of ogy markets.
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