Apple:

what the company does:

From the Churr Stock Investment Guide SIG:

Apple Inc. (Apple) designs, manufactures and markets a range of personal computers, mobile communication and media devices, and portable digital music players, and sells a range of related software, services, peripherals, networking solutions, and third-party digital content and applications. Itís products and services include Macintosh (Mac) computers, iPhone, iPad, iPod, Apple TV, Xserve, a portfolio of consumer and professional software applications, the Mac OS X and iOS operating systems, third-party digital content and applications through the iTunes Store, and a range of accessory, service and support offerings. The Company sells its products globally through its retail stores, online stores, and direct sales force and third-party cellular network carriers, wholesalers, retailers, and value-added resellers. As of September 25, 2010, the Company had opened a total of 317 retail stores, including 233 stores in the United States and 84 stores internationally.
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Apple Inc., perhaps the most influential technology company of our time, has posted stellar financial results for the second quarter of fiscal 2011 (year ends September 24th). Indeed, share net of $6.40 for the period trounced our $5.02 estimate and Wall Street's consensus view of $5.35, thanks to an especially impressive gross margin performance. The gross margin benefited from heightened top-line leverage, comparatively favorable commodity costs, and an improved product mix, including a higher percentage of iPhone sales.

Revenue momentum, meanwhile, showed no signs of letting up, despite still-challenging economic conditions in many parts of the globe (e.g., Japan) and investor fears that sales would slow as new Android-powered smartphones and tablet PCs hit the market. (Android is Google's increasingly popular mobile operating system.) The top line was bolstered by brisk demand for the iPhone (18.7 million iPhone units were sold during the March interim), which began being carried by Verizon Wireless in February. (Previously, the device was only available using AT&T's network.) In addition, Mac shipments were strong, as Apple, helped by refreshes of the MacBook Air and Pro lines, continued to gain market share in the traditional computing space.

The one slight disappointment in the second quarter was iPad sales, which were hurt by supply constraints and a less-than-smooth transition to the second-generation model. But the customer backlog for the device is now quite large, suggesting that iPad shipments will accelerate as the year progresses.

In light of the excellent second-quarter showing, we are raising our earnings call for fiscal 2011 by $3.20, to $25.50 a share. We are also hiking our bottom-line estimate for next year by $3.75, to $30.50 a share, to reflect the company's ongoing dominance in the mobile Internet segment. Notably, notwithstanding its multiyear rally, the stock still looks inexpensive relative to Apple's long-term earnings potential. Consequently, we continue to recommend these shares to any investor looking for a core technology holding.
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* The earnings estimates presented herein supersede the figures found in the Summary & Index included in Issue 9 of The Value Line Investment Survey, dated 4-22-11.
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