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In 2016, Jensen Investment Management identified Apple stock as an attractive long-

term investment opportunity. This view was supported by the company’s consumer 

electronics portfolio of globally iconic brands and a share price trading at a deep 

discount to our estimate of full value. In our view, the market was overly focused on 

the maturation of Apple’s devices business while underappreciating its potential for 

transformation into a digital services company. We added the company’s stock to the

Developments Since 2016

We believe Apple has delivered on our investment thesis. The Services segment revenues more than doubled from fiscal 2015 

through 2019 and is now $46 billion. It continues to extend its growth from existing services such as the App store as well as new 

services such as Apple Music, Apple Pay, and Apple TV+. Topline growth has been further buoyed by the strong adoption of the 

company’s Wearables, such as the Watch and AirPods, which even outpaced Apple’s Services growth.

As expected, revenue contribution from the Services segment has offset slowing growth in Apple’s traditional products such as the 

iPhone, iPad, and Mac. The result has been average consolidated revenue growth of approximately 3% during our holding period.1 

Looking forward, we believe that sales growth will reaccelerate as Apple continues to introduce new products, features, and 

services and that margin expansion will further drive earnings. We are also optimistic for potential growth opportunities in 5G and 

augmented virtual reality.

Apple’s return on equity, a metric we use to assess business quality, has increased to over 50% in our holding period. This reflects 

both the company’s profitability and skilled balance sheet management. Through dividends and share buybacks, Apple tapped 

a cash balance that exceeded $200 billion to judiciously return capital to shareholders. Combined share buyback and dividend 

payments increased from 86% in 2015 to 144% in 2018, and 145% in 2019.  We expect high payouts to continue as the company 

indicated its willingness to borrow prudently to support further share repurchases.

Since we initiated our position in 2016, Apple’s stock delivered a 31% annual compound return and has been a top-five contributer 

to the Strategy’s performance through year-end 2019.2

Kevin Walkush, Portfolio Manager

1 The holding period is March 21, 2016 - December 31, 2019.
2 For the same period, the S&P 500 Index delivered a 12.8% return.
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Jensen Quality Growth Strategy (“Strategy”) early that year and have since participated in Apple’s steady evolution into a services 

business.

When we initiated the position, we told investors that we saw Apple developing “a robust ecosystem of apps and services that 

serve to enhance customer monetization over the life of the relationship and increase customer switching costs from the Apple 

ecosystem.” At the time, this business combined to account for less than 10% of Apple’s revenue. We saw potential not only for 

services to contribute to top-line growth but also for margin expansion that could buffer against future pressure on hardware 

margins. 

Apple: It Just Keeps Getting Better



Outlook

Despite a strong run, we believe there is still upside in Apple shares, based on potential margin expansion and because the 

company’s shares have been caught up in the late first quarter selloff in the broader equities markets. Prior to the broad market 

correction, it seemed that the market had recognized much of Apple’s potential for continued compounding revenues, earnings 

and fundamental value.

Our strategy is to invest in fundamentally strong companies with compound growth potential while carefully mitigating business 

risk. Key to this approach is differentiating between short-term and long-term risk factors. Currently, we are evaluating disruption 

from COVID-19 on Apple’s supply chain in China, as well as its global sales. We expect that near-term results will be pressured due 

to this issue. However, we believe the slow-down in sales will not prove to be a permanent loss and that revenue will eventually be 

realized after the coronavirus impact abates. As a result, Apple remains a core Strategy holding.

We believe Apple exhibits the quality growth characteristics that we seek for the Jensen Quality Growth Strategy - durable 

competitive advantages, an attractive growth profile, strong financials, and an effective leadership team and board. We believe 

that Apple can continue to enhance these fundamental qualities, and we will continue to monitor the company’s position to 

balance business risk and the company’s valuation.

Return on Equity (ROE): Is equal to a company’s after-tax earnings (excluding non-recurring items) divided by its average stockholder equity for 
the year.
Portfolio characteristics discussed herein, including performance of individual securities and attribution are those of a representative account of 
the Jensen Quality Growth Equity Composite. The contribution to performance of the representative account’s Top Contributors was calculated 
by multiplying the security’s weight in the Portfolio by the rate of return. If you wish to obtain a list showing the contribution of each holding in 
the representative account to the performance of the account or additional information about the calculation methodology, please contact 
Jensen Investment Management, Inc. at info@jenseninvestment.com.
Indices are unmanaged and do not incur investment management fees. An investor is unable to invest in an index. Performance data shown 
represents past performance and past performance does not guarantee future results. Apple is not the only security purchased for the Jensen 
Quality Growth Strategy and may not be included in all client accounts depending on client guidelines. Individual account characteristics and 
performance returns may differ from those of the representative account due to the size of the portfolio, client-specific constraints, tax consider-
ations and other factors.
Certain information contained in this material represents or is based upon forward-looking statements, which can be identified by the use of 
terminology such as “may”, “will”, “should”, “expect”, “anticipate”, “target”, “project”, “estimate”, “intend”, “continue”, or “believe” or the 
negatives thereof or other variations thereon or comparable terminology. Due to various risks and uncertainties, actual events or results or the 
actual performance of a client account may differ materially from those reflected or contemplated in such forward-looking statements. Our 
views expressed herein are subject to change and should not be construed as a recommendation or offer to buy or sell any security and are not 
designed or intended as a basis or determination for making any investment decision for any security. Our discussions should not be construed 
as an indication that an investment in a security has been or will be profitable, or that the investment recommendations or decisions we make in 
the future will be profitable or will equal the investment performance of any security discussed herein. Performance results shown reflect the 
reinvestment of dividends and other earnings.
The information contained herein represents management’s current expectation of how the Jensen Quality Growth Strategy will continue to be 
operated in the near term; however, management’s plans and policies in this respect may change in the future. In particular, (i) policies and 
approaches to portfolio monitoring, risk management, and asset allocation may change in the future without notice and (ii) economic, market 
and other conditions could cause the Strategy and accounts in the Strategy to deviate from stated investment objectives, guidelines, and 
conclusions stated herein.
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Jensen Investment Management is an investment adviser registered under the Investment Advisers Act of 
1940. Registration with the SEC does not imply any level of skill or training. Although taken from reliable 
sources, Jensen cannot guarantee the accuracy of the information received from third parties. Graphs, charts, 

and/or diagrams cannot, by themselves, be used to make investment decisions.
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