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Watch Extends Valuable Platform

We believe Apple has the world's most valuable technology
platform, which it continues to build upon with new devices and
services today. We remain bullish on the Watch as developers have
already built thousands of apps for new use cases, and pricing
suggests ASP and margin upside vs. our model.

The company held an event in San Francisco today to (1) announce Apple
Watch price points (see below), initial app compatibility, and launch dates (pre-
order April 10 and shipping April 24), (2) launch a new MacBook, and (3) lower
the price of Apple TV by $30 to $69 and announce the availability of HBO
NOW in April. As we expected, Watch distribution - in 9 countries through
Apple retail stores and select high-end resellers - is limited so that Apple can
better educate consumers on the new user interface.

Watch pricing suggests likely ASP and margin upside. Apple announced
the full range of price points: $349-399 for the aluminum Watch Sport, $549-
1,099 for the stainless steel Watch, and $10,000-17,000 for the gold Watch
Edition. If Apple achieves 1% penetration of the 30M-unit a year Swiss luxury
watch market with the high-end gold collection, and the rest of the Watch units
are split between the entry and mid-range collections, Apple's Watch ASP in
the first 12 months would be $618, or 37% higher than our $450 estimate. In
turn, gross margin should also come in higher than our 45% estimate.

Event revealed some incremental positives for the Watch. CEO Tim Cook
better articulated the purpose of the Watch, positioning it as (1) accurate and
customizable timepiece, (2) intimate communications device, and (3) health
and fitness tracker. These use cases are supplemented by other “brief
interactions,” such as Apple Pay or “glances” at third-party apps. Management
showcased apps from Facebook, Twitter, Uber, American Airlines, SPG, ESPN,
etc., and said developers have already created thousands of new apps since the
software development kit launched last November. Apple said the Watch has
an all-day, 18-hour battery life, which addresses the main concern following
the first Watch event in September. The company plans to launch the device in
China, its second largest market, in the first wave of countries which will help
drive initial volume despite limited distribution early in the product cycle.

Apple continues to expand and strengthen its platform with devices
and content. The company announced HBO NOW, a new online streaming
service that does not need a cable subscription, will be available on Apple TV in
April. The Apple TV ecosystem today includes Netflix, Hulu, MLB, NFL, NBA,
NHL, ESPN, Showtime, YouTube, ABC, FOX, etc., though some need a cable
subscription. Apple said it has shipped 25M cumulative Apple TVs and lowered
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the price from $99 to $69. We believe Apple has an opportunity to become a
distributor and curator of video content. See our joint report with our Media
analyst Ben Swinburne HBO Now to Launch on Apple TV published on March
9, 2015 for more details. Apple also introduced new notebooks, and
announced 700M iPhones shipped. It is hard to extrapolate precisely from a
rounded number, but this suggests Apple is on track to meet or likely beat our
54M estimate for the March quarter. See our report Platform Drives Re-
Rating; New PT $160 published on March 2, 2015 for more details.
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COVERAGE UNIVERSE INVESTMENT BANKING CLIENTS (IBC)
STOCK RATING CATEGORY COUNT % OF TOTAL COUNT % OF TOTAL

IBC
% OF RATING

CATEGORY
Overweight/Buy 1161 35% 321 41% 28%
Equal-weight/Hold 1459 44% 370 47% 25%
Not-Rated/Hold 101 3% 10 1% 10%
Underweight/Sell 609 18% 88 11% 14%
TOTAL 3,330 789

Data include common stock and ADRs currently assigned ratings. Investment Banking Clients are companies from whom Morgan Stanley received
investment banking compensation in the last 12 months.
Analyst Stock Ratings
Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage universe, on a
risk-adjusted basis, over the next 12-18 months.
Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.
Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock's total return relative to the average total return of the analyst's
industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months.
Underweight (U). The stock's total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage universe, on
a risk-adjusted basis, over the next 12-18 months.
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.
Analyst Industry Views
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant
broad market benchmark, as indicated below.
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant broad
market benchmark, as indicated below.
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad
market benchmark, as indicated below.
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe -
MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index or MSCI sub-regional index or MSCI AC Asia Pacific ex Japan Index.
Stock Price, Price Target and Rating History (See Rating Definitions)
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compensation is not linked to investment banking or capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular
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Stanley owns 1% or more of a class of common equity securities of the companies. For all other companies mentioned in Morgan Stanley Research,
Morgan Stanley may have an investment of less than 1% in securities/instruments or derivatives of securities/instruments of companies and may trade them
in ways different from those discussed in Morgan Stanley Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley
Research may have investments in securities/instruments or derivatives of securities/instruments of companies mentioned and may trade them in ways
different from those discussed in Morgan Stanley Research. Derivatives may be issued by Morgan Stanley or associated persons.
With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to
use reliable, comprehensive information, but we make no representation that it is accurate or complete. We have no obligation to tell you when opinions or
information in Morgan Stanley Research change apart from when we intend to discontinue equity research coverage of a subject company. Facts and views
presented in Morgan Stanley Research have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley
business areas, including investment banking personnel.
Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the
company of associated expenses unless pre-approved by authorized members of Research management.
Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.
To our readers in Taiwan: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such
information is for your reference only. The reader should independently evaluate the investment risks and is solely responsible for their investment decisions.
Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the express written consent of Morgan
Stanley. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation
or a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments. To our readers in
Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated activities
in Hong Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives.
Morgan Stanley is not incorporated under PRC law and the research in relation to this report is conducted outside the PRC. Morgan Stanley Research does
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number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of
Singapore (which accepts legal responsibility for its contents and should be contacted with respect to any matters arising from, or in connection with,
Morgan Stanley Research) and by Bank Morgan Stanley AG, Singapore Branch (Registration number T11FC0207F); in Australia to "wholesale clients"
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Corporations Act by Morgan Stanley Wealth Management Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No.
240813, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co International plc, Seoul Branch; in India by Morgan Stanley India
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The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar
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The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no
warranties or representations relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages
relating to such data. The Global Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and S&P. Morgan Stanley
Research or portions of it may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.

INDUSTRY COVERAGE: IT Hardware

COMPANY (TICKER) RATING (AS OF) PRICE* (03/09/2015)

Huberty CFA, Katy L.
Apple, Inc. (AAPL.O) O (05/26/2009) $127.14
CDW Corporation (CDW.O) E (08/06/2013) $37.31
EMC Corp. (EMC.N) E (01/10/2013) $27.86
Hewlett-Packard (HPQ.N) O (03/18/2013) $32.95
IBM (IBM.N) E (09/08/2009) $160.77
Lexmark International (LXK.N) U (07/14/2010) $39.94
NCR Corp. (NCR.N) E (09/25/2011) $28.97
NetApp Inc (NTAP.O) U (03/24/2014) $38.44
Nimble Storage (NMBL.N) O (06/18/2014) $25.06
QLogic Corporation (QLGC.O) O (12/17/2014) $14.89
Seagate Technology (STX.O) O (01/21/2014) $56.98
Teradata (TDC.N) U (12/03/2013) $42.85
Western Digital (WDC.O) O (12/03/2013) $102.58

Schmitz, Scott
3D Systems Corp (DDD.N) E (09/03/2014) $28.01
Brocade Communications Systems (BRCD.O) E (12/03/2013) $12.11
Electronics for Imaging Inc (EFII.O) E (12/15/2014) $40.23
Stratasys Ltd (SSYS.O) E (02/03/2015) $61.41

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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