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Apple buys Beats

2014 saw the purchase of Beats Electronics by Apple
Inc, which paid $3 billion for the headphones and
music-streaming business. It would mean combining
the 300 staff at Beats with the 80,000 employees

at Apple. Some analysts saw this as a horizontal
acquisition, with Apple putting its iTunes business
together with Beats’ subscription music-streaming
business to fight off Spotify (at the time of the takeover
Beats had 110,000 subscribers; Spotify had 10
million). Others saw it as a vertical acquisition, with
Beats headphones being put together with iPhone or
iPad to create a compelling consumer proposition.
What was not in question was the valuation placed on
Beats. In September 2013 Beats had raised extra capital

ata price that valued the company at $1 billion. Six
months later Apple paid three times that amount. Great
for founders Jimmy lovine, Dr Dre and will.i.Am, but a
curious comment on the heady valuations often placed on
companies when takeover bids are made.

Questions (40 marks; 45 minutes)

1 Assess two possible motives behind Apple’s

purchase of Beats Electronics. 8
2 Assess the possible difficulties that Apple

may encounter within Beats following the

takeover. (12)
3 Apple could decide to incorporate all the

Beats staff and products into its own

operations, or keep it at arms’ length, i.e.

keep it as a separate operation. Evaluate

which might be the better option. (20)




