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We initiate coverage of Apple Inc. (AAPL) with a BUY rating and a 12- PRICETARGET|%TOPT  $315-$340 (primary
month price target range of $315-$340, with a primary anchor at $330 anchor §330)
derived from 33x our FY27E EPS of $10. At $270.23 the stock trades MARKET CAP $3.97T
at 28.9x FY26E EPS on a $3.97T market cap, versus a 40-analyst R Y 55

street mean of $297.46 and a 52-week range of $189.81-$288.62. Our
$330 base maps to +22% 12M upside; inside a MAG7 basket we move
Apple from index-weight to OVERWEIGHT, with the $414 bull case
supported by Bernstein's high-end $340 anchor and Morgan Stanley's
"line of sight to $10 EPS" framework.
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Source: AAPL_final_research_clean.docx.
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Thesis Statement. Apple is entering a three-vector re-rating: (i) Al- S S
gateway multiple expansion as the 2.35B active-device installed base
monetizes Apple Intelligence, (ii) Services operating leverage
compounding a 75.4% gross-margin stream against a 37.2% hardware
base, and (iii) capital-return machinery that returned ~$110B/year on a
S4T cap (~2.75% yield) and just got re-authorized for another $100B in
May 2025. F1Q26 already showed the fingerprints — iPhone revenue
+23% YoY to $85.3B, Greater China +38% YoY reaccel, Services +15%
YoY to $28.8B, App Store +7% YoY (GS/UBS cross-checked), and
iPhone global ASP +6.9% YoY Feb (Bernstein tracker). Against 140bps
of DRAM-driven FY26 GM headwind, we think high-mix shift (Pro/Pro
Max = 67% of China sales vs 65% LY) and Services margin dilution-
resistance absorb the bulk; the residual is more than offset by multiple
re-rating from 29x to 33x on rising Services mix.

Three Pillars. Pillar 1 — Al Gateway Re-rating: 2.35B active devices +
1B+ paid subs + 20+ shipped Apple Intelligence features + the M5 chip
(3.5x faster Al vs M4) + a $1B/yr integration make Apple the single
largest on-device Al distribution pipe on earth. Citi/MS both underwrite
33x PE on CY27 EPS, UBS/Bernstein/GS support $258-5340 TPs, and
street mean $297.46 already embeds partial re-rating; moving from
29x FY26E to 33x FY27E on $10 alone delivers +15%, before any
operational beat.

Pillar 2 — Services Margin Compounder: FY24 Services was $96.17B
(24.6% mix, +11-14% YoY per quarter) at 75.4% GM vs hardware
37.2%, and FY25 hit $109.16B (+14% YoY). Each 1pp of Services mix
shift lifts total GM ~38bps — EPS +2-3%. App Store reaccel to +7%
YoY in Mar-Q (GS/UBS) and China commission cut from 30% — 25%
(only ~1% total-Services drag per Citi) make the consensus 10-13.5%
3Y Services CAGR look conservative if Apple Intelligence ARPU
monetization kicks in Spring 2026.
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Pillar 3 — Capital Return Machine: FY24 buyback was $95.85B, FY25
$89.3B, plus $15.4B FY25 dividend — roughly $104.7B shareholder
return on a $4T cap (~2.6% yield). The May 2025 Board authorized
another $100B, giving a clean 3-year buyback runway. Even in a zero-
growth bear state, capital return alone delivers a 3-4%/yr floor return,
which is exactly the "second floor" under our $194-$230 bear anchor.

Full-format conversion generated from AAPL_final_research_clean.docx.
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Executive Summary — Investment Thesis

BUY $330 $270.23
Rating 12M View 12M Price Target +22% base (+17% / +26% band) Current Price 2026-04-18

Key Metrics Strip
$3.97T $435.6B 47.3%
Market Cap MAG7 #2 TTM Revenue +8% YoY est. TTM Gross Margin +110 bps vs FY24
$106.3B 2.35B -$23.6B

TTM FCF ~27% mcap rtn'd 5Y  Active Devices Al distribution moat  Net Cash (TTM) First net-debt ever

Source: yfinance 2026-04-18, FY24 10-K, FY25 10-K synthesis, FY24 Q4 earnings call. Net-debt flag: mgmt-
reported $50B net cash ( earnings call) vs yfinance TTM -$23.6B — gap driven by buyback + dividend pace
outrunning FCF; reconciliation in §6 and §9.

1.1 Rating Snapshot

Field Value

Rating BUY
12M Price Target $315-$340 (primary anchor $330)
Current Price $§270.23 (2026-04-18)

12M Upside +17% t0 +26% (base +22%)

Market Cap $3.97T

Forward PE (FY26E) 28.9x

Street Mean TP $297.46 (40 analysts, consensus Buy)
MAG?7 Allocation OVERWEIGHT

3Y Bull / Base / Bear $414 7 $330/ $194-$230

1.4 Scenario Matrix

Scenario Probability 3Y Price  Key Drivers

Target
Bull 20% $414 iPhone 17 supercycle outperformance, rapid Apple Intelligence ARPU
uptake, +$22/sh embedded robotics/Vision Pro optionality, Services >15%
sustained
Base 60% $330 iPhone units 246M CY26 / 262M CY27 (Citi), Services 10-13.5% CAGR, GM
expands to 48.3% by FY28, $100B buyback executes on schedule
Bear 15% $194- DRAM 50-100% price hike breaks GM below 46.5%, Greater China structural
$§230 loss (-11% YoY repeats), net cash exhausted capping buyback
Tail 5% n/d US-China supply-chain escalation or severe DMA/DOJ enforcement
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impairing App Store

The 60% base weight reflects four confirmed F1Q26 signals already in hand — iPhone +23%, China +38%,
Services +15%, App Store +7% — against one confirmed headwind (DRAM 2H26). Bull vs bear skew is ~3:1 on
our probability math; the bear requires two simultaneous failures (margin AND China), which historical data does
not support in combination.

1.5 Key Catalysts

+ 3M (Apr-Jul 2026): F2Q26 print with Citi-modeled $109B revenue / $1.93 EPS (vs street $105B / $1.83),
Bernstein iPhone tracker updates, DMA appeal ruling on €500M fine.

+ 6M (May-0ct 2026): Spring 2026 personalized Siri launch with integration, iPhone 17e $599 rollout into
India/Southeast Asia, F3Q26 gross margin print (the first real DRAM test), WWDC 2026 Apple Intelligence
ARPU monetization signals.

*+ 12M (through Apr 2027): iPhone 18 cycle commentary, Vision Pro Gen-2 / more accessible SKU, FY27
Services ARPU breaking above $296/user threshold, FY27 EPS trajectory toward $10+ consensus anchor.

1.6 Key Risks

+ DRAM memory cost spike: 50-100% projected hike in 2H26 per Citi/UBS — 140bps GM headwind in CY26,
48bps CY27; the bear case requires this to structurally break the ~47% GM floor for two consecutive
quarters.

+ Greater China structural share loss: Despite F1Q26 +38% reaccel, FY24 Greater China was -8% YoY and FY25
-4% YoY; if CAICT data shows foreign-branded phone shipments contracting >15% YoY for 3+ months, the
iPhone 17e TAM-capture thesis unravels.

» Net cash inversion / capital-return ceiling: yfinance TTM shows -$23.6B net debt vs management's FY24Q4
$50B net cash disclosure (reconciliation driven by dividend + buyback pace exceeding FCF); once Apple hits
"net cash neutral” the $80-95B/yr buyback becomes hard-capped by organic FCF of ~§106B TTM.
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Section 2: Company Snapshot

2.1 Key Stats (Live + TTM)

Metric Value As of

Current Price $§270.23 2026-04-18
Market Cap $3.97T 2026-04-18
Forward PE (FY26E) 28.9x 2026-04-18
Forward EPS consensus (FY26E) $9.35 2026-04-18 street
TTM Revenue $435.6B 2026-04-18

TTM Gross Margin 47.3% 2026-04-18

TTM EBIT margin (indicative) ~35.1% 2026-04-18

TTM Free Cash Flow $106.3B 2026-04-18

Net Cash / (Debt) -$23.6B (yfinance) vs +$50B (mgmt FY24Q4)  2026-04-18 / 2024-09-28
FY24 Buyback $95.85B FY24 10-K

FY25 Buyback $89.3B FY25 10-K

FY25 Dividend Paid $15.4B FY2510-K
52-week Range $189.81 - $288.62 2026-04-18
Street Mean TP (40 analysts) $297.46 (low $205 / high $350) 2026-04-18

The live snapshot frames two tensions that thread through the rest of the report. First, the stock sits near the top
of its 52-week band ($270.23 vs $288.62 high) on a $3.97T cap, yet street mean TP of $297.46 implies only
+10% embedded upside — a gap we believe is too narrow given the F1Q26 reacceleration signals. Second, the
net-cash reconciliation is the single most-important balance-sheet narrative shift of the decade: management
disclosed $50B net cash at FY24Q4 and $34B at FY25Q4, while yfinance TTM currently computes -$23.6B (net
debt) — the divergence reflects dividend + buyback pace running ahead of FCF (buyback $89.3B + dividend
$15.4B = $104.7B vs FCF $106.3B in FY25), leaving almost zero margin before net debt becomes the reported
state on a ftm basis.

2.2 FY2024 Actuals (10-K)

Metric FY2024 Value Mix / YoY

Total Revenue $391.04B +2% YoY (vs FY23 $383.3B)

Services Revenue $96.17B 24.6% mix, +11% to +14% YoY Q-by-Q
Gross Margin (consolidated) 46.2% Products 37.2% / Services 73.9%
Operating Margin ~31.5% implied from R&D 8.0% + SG&A 6.7%
Free Cash Flow ~$108.8B ~27.8% of revenue

Greater China Revenue $66.95B 17.1% mix, -8% YoY

Americas Revenue $167.05B 42.7% mix, +3% YoY

Full-format conversion generated from source Word tables and narrative. 5
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R&D / Revenue 8.0% $31.37B
Buyback §95.85B ~24% of revenue returned

FY2024 was a transitional year: total revenue +2% YoY masked an iPhone rebound in the back half, Services
inflecting to double-digit growth every quarter ($23.12B Q1 — $24.97B Q4), and Greater China posting its second
consecutive decline year (-8%). The 46.2% consolidated GM was a record, driven entirely by Services mix;
Products GM of 37.2% actually compressed ~200bps from peak cycle. R&D intensity climbed to 8.0% ($31.37B)
vs FY21's 6.0% — an explicit re-investment into Apple Intelligence infrastructure and Apple Silicon roadmap that
F1Q26 data shows rising further to 7.6% of single-quarter revenue.

2.3 FY2024 Segment Mix

Segment FY24 Revenue Mix % FY24 YoY

iPhone ~$201.2B ~51.5% ~+0% (Q1 +6%, Q2 -10%, Q3 -1%, Q4 +6%)
Mac ~$29.98B ~7.7%  ~+2% (M-series refresh tailwind)

iPad ~$26.69B ~6.8%  ~-6% (Q1-25%, Q3 +24%)
Wearables/Home/Accessories ~$37.01B ~9.5%  ~-7%(Q1-11%, Q4 -3%)

Services $96.17B 24.6% +11-14%

Total $391.04B 100.0% +2.0%

The segment mix shows iPhone re-accelerating post Q2 FY24 (the -10% trough), Mac benefiting from M3/M4
cycles (+16% by FY25Q1), and iPad/Wearables both structurally soft. Services crossed the 24% mix threshold for
the first time on a full-year basis, and at FY25Q3 hit 29.2% of single-quarter revenue — the single highest
Services mix print in Apple history. The Wearables decline (~-7% FY24) is the only truly concerning segment
signal; our Pillar 2 thesis does not require Wearables to grow, only Services to sustain +10% CAGR.

2.4 FY2024 Geographic Mix

Region FY24 Revenue Mix % FY24 YoY Operating Margin
Americas $167.05B 42.7% +3% 40.5%

Europe $101.33B 25.9% +7% 41.2%

Greater China $66.95B 17.1% -8% 40.5%

Japan $25.05B 6.4% +3% 49.7%

Rest of Asia Pacific $30.66B 7.8% +4% 42.6%

Total $391.04B 100.0% +2% ~41% (segment-level)

Geographic mix tells the true story of Apple's FY24-25: Americas and Europe held up (+3% / +7%), Japan hit a
2021-2025 high at 49.7% segment operating margin (highest of any region), and Greater China suffered its
second straight contraction year (-8% FY24, -4% FY25). Yet the F1Q26 print shattered the bear narrative: Greater
China flipped to +38% YoY on iPhone 17 demand + consumer subsidies, a swing of nearly 50pp vs the FY25 run-
rate. Japan's 49.7% operating margin vs Greater China's 40.5% illustrates the margin-dilutive nature of China
promotions, and it is exactly that dynamic that the bear case requires to persist structurally.

2.5 Segment Trend Interpretation

Full-format conversion generated from source Word tables and narrative.
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The FY24 — FY25 — F1Q26 trajectory reveals a classic mix-inversion: Services grew from $96.17B (FY24) —
$109.16B (FY25) — $28.75B in FY25Q4 alone (annualizing to $115B+), while iPhone went from $201.2B flat —
$209.6B flat — +23% YoY in F1Q26 at $85.3B. Both legs are firing simultaneously for the first time since FY21 —
Services still in the steep part of the S-curve (+14% FY25 YoY), iPhone back in supercycle mode (Bernstein +26%
YoY Feb tracker, Citi modeling +7.2% CY25 units). When you add Mac growing +13% YoY in FY25Q4 on M-series
refresh, three of five segments are growing double-digit at the same time, a combination last seen in the iPhone
12/ 5G cycle.

2.6 Geographic Shift & China Read-Through

Greater China going from -8% FY24 / -4% FY25 to +38% F1Q26 is the single biggest delta in the whole income
statement. The mechanics: Pro/Pro Max share in China rose from 65% to 67% YoY per Bernstein, iPhone 17 Pro
Max was the #1 smartphone in China for the first 9 weeks of 2026, and China ASP jumped +20.2% YoY in Feb.
Against this, CAICT data showing foreign-branded phone shipments -37% YoY in Jan-26 is a red flag — it tells us
the mix-shift upward is real, but total-unit momentum may be narrower than the headline suggests. Our base
case assumes +38% does NOT persist (too high), but reverts to mid-single-digit growth rather than returning to
FY25's -4% path.

2.7 Capital Structure Quality

The capital structure tells a story of deliberate net-cash exhaustion. FY24Q4 management-reported net cash was
$50B; FY25Q4 was $34B (mgmt); yfinance TTM 2026-04-18 computes -$23.6B. Across the same window, Apple
executed $95.85B (FY24) + $89.3B (FY25) = $185.2B in buyback plus $15.4B FY25 dividend, and authorized
another $100B in May 2025. This is the cleanest evidence we have that management is executing on its long-
stated "net cash neutral" goal; the operational question is whether the new $100B auth runs for ~3 years at
current pace (it does, barely, at $30B/yr organic FCF after dividend) or whether FY27+ buyback moderates
toward $60-70B/yr. Either way, the share count compression has been ~3%/yr for a decade, and that math
alone adds ~3% to EPS before any operating beat — a mechanical tailwind we carry straight into the FY27 $10
EPS bridge.

Full-format conversion generated from source Word tables and narrative. E
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Section 3: Business Model & Moat
3.1 P x Q Framework — iPhone ASP x Units

Variable CY25 CY26E CY27E Source

Global iPhone Units (M) 244 246 262 Citi model

Unit YoY +7.2% +1.3% +5.9% Citi

Global ASP (8) n/d ~961 ~986 Citi FY26/27E
Feb-26 Global ASP YoY +6.9% - - Bernstein tracker
China ASP YoY Feb-26 +20.2% = = Bernstein
Americas ASP YoY Feb-26 +8.4% = = Bernstein
Pro/Pro Max China share 67% (vs 65% LY) = . Bernstein

Active iPhone installed base 1.515B (+6.4%) = - MS estimate

The iPhone PxQ decomposition is the engine of FY27 EPS bridge. Citi's $961 FY26E ASP rising to $986 FY27E
(81,021 FY28E) combined with 246M — 262M unit progression maps to iPhone revenue of ~$236B — ~$258B
over the next two fiscal years — an 8=10%/yr growth path from the FY25 $209.6B base. Pro/Pro Max mix shift is
the asymmetric lever: Feb-26 China ASP +20.2% is almost entirely mix-driven (iPhone 17 Pro Max was the #1
China smartphone for the first 9 weeks of CY26, and iPhone 17 Pro Max sold 21% more units in the first 5
months than iPhone 16 Pro Max). Against this, Bernstein estimates a 3.7-year replacement cycle, meaning CY20-
21's iPhone 12/13 installed base is only now fully entering its upgrade window — a multi-year tailwind
independent of pricing.

3.2 P x Q Framework — Services ARPU x Users

Variable CY23 CY24 CY25 3Y CAGR

Net Services ARPU ($/user) 69 72 77 +5.6%

Total Spend per User ($/user) n/d n/d 296 +3.3% YoY CY25
Active devices (B) ~2.2 ~2.3 2.35 +3.3% CAGR
Paid subscriptions >1.0B >1.0B >1.0B "well over 1B"
FY Services revenue (SB) 85.2 96.17 109.16 +13.2% CAGR
Services GM 70.8% 73.9% 75.4% +460bps

Services ARPU growing $69 — $72 — $77 (+7% YoY CY25 per MS) on a 2.35B device base is the cleanest moat
KPI Apple publishes. The implied math: $77 x 2.35B = $181B of theoretical Services ceiling vs the $109B FY25
actual, suggesting ~40% penetration runway before saturation even at today's product mix. Citi explicitly

notes >50% of transaction accounts are still untapped. Services GM expansion from 70.8% (FY23) to 75.4%
(FY25) is the structural operating leverage engine — each incremental $1 of Services revenue converts to ~$0.75
of gross profit vs ~$0.37 for Products, making Services mix shift a pure EPS accelerant.

3.3 Ecosystem Lock-In Data

Lock-in vector Metric Data point Source

Full-format conversion generated from source Word tables and narrative. 8
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iCloud paid accounts Growth "All-time revenue record" Q4 FY25, YoY growth in  10-K
paying accounts disclosure
Apple Pay merchants Geographic reach ~90 countries (Q4 FY25); ~90% US store mgmt EC

acceptance (Q1 2021)

Apple Pay volume Active Users Double-digit YoY active-user growth Q4 mgmt EC
FY25; >15B txns/yr (Q1 2020)

iMessage/FaceTime All-time Record daily volumes since Q2 2020 mgmt EC
engagement
Cross-device Installed base 2.35B active devices, all-time high all products Q1 10-Q
2025 disclosure

iPhone satisfaction US survey 98% customer satisfaction mgmt EC
Mac new-user mix Q4 FY25 "Nearly half" Mac buyers are new to Mac mgmt EC
iPad new-user mix Q4 FY25 "Over half" iPad buyers new to iPad mgmt EC
Apple Watch new-user Q4 FY25 "Over half" Watch buyers new to Watch mgmt EC
mix

The ecosystem lock-in table is Apple's invisible competitive moat quantified. Apple Pay hitting ~90-country
reach while maintaining double-digit active-user growth signals the payments flywheel is still in expansion, not
saturation. The "new-to-product” mix across Mac/iPad/Watch (~50% each quarter) is the critical signal: Apple is
not just retaining existing users — it is pulling new users into additional product categories within an existing
iPhone household, which is exactly the mechanism that drives total spend per user from $69 — $296 per year.
98% US iPhone satisfaction is the psychological anchor underpinning the 3.7-year replacement cycle Bernstein
models — satisfaction this high is inconsistent with large-scale defection, and it forces competitors (Samsung,
Huawei) to compete on price rather than loyalty.

3.4 Apple Silicon — M-Series Differentiation

Apple Silicon is the physical layer of the moat and the single biggest reason Mac rebounded from a -27% FY23
print to +13% YoY FY25Q4 ($8.73B). Each M-series cycle has reset the Mac baseline: M1 launch — Q1 FY21 Mac
$8.7B (+21% YoY), M2 launch — Q4 FY22 record $11.5B (+25% YoY), M4 launch — Q1 FY25 $8.99B (+16% YoY),
M5 launch — Q4 FY25 $8.73B (+13% YoY). Apple does not disclose standalone Mac GM, but the Products GM
progression from ~32% (FY22) to 39.3% (FY25Q1) is almost entirely silicon-driven — vertical integration
eliminates the Intel/Qualcomm tax that Windows OEMs pay. The M5 specifically claims 3.5x faster Al
performance vs M4 with neural accelerators in every GPU core, and is now also powering Apple's Private Cloud
Compute servers being manufactured in Houston — extending Silicon's role from endpoint to datacenter
backbone. Citi flags a potential 2H27 Intel Foundry deal for low-end M-series to diversify supply, but TSMC
retains leading-edge.

3.5 Services Platform Economics

Category FY25 Revenue GM Incremental $ GP
Services (blended) $109.16B 75.4% $0.754 per $1
Hardware (Products) ~$307B 37.2% $0.372 per $1
Margin spread - +3,820bps +$80.382 per 81

The operating-leverage math is the cleanest bridge in the whole model: with Services at 75.4% GM vs Products
at 37.2% (FY24 disclosure), every 1 percentage point of Services mix shift toward the total lifts consolidated GM
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Apple Inc. (AAPL)

. Equity Research
Uninodue April 18, 2026

by ~38bps. FY24 Services was 24.6% of mix; FY25Q3 hit 29.2%; if Services mix reaches 30% by FY27 (requires
~11% Services CAGR on flat Products), that's ~200bps of structural GM expansion vs FY24 — enough to push
consolidated GM from 46.9% (FY25) to the consensus 48.3% FY28E Citi models. Translated to EPS: on ~$440B
revenue and 15B share count, 200bps of GM is ~$8.8B of gross profit, roughly $0.45 of incremental EPS at a
normalized tax rate. This is the mechanical EPS bridge from FY26E $9.35 to FY27E $10.

3.6 DoA Signal Check — Installed Base Quality

The "Death of Apple" bear frame requires three things: installed-base quality deterioration, young-user defection,
and developer-ecosystem erosion. The data contradicts all three. Active installed base grew 2.2B — 2.35B (Q1
FY25) and to ~2.5B per MS CY26 estimates, a 3%+ CAGR that keeps pace with global smartphone user growth.
Paid subscriptions doubled in four years (from ~480M in Q1 2020 to >1B by Q3 2023 and sustained since).
iPhone 16 family outperformed iPhone 15 family through Dec-24 on same-week basis, iPhone 17 series sold
+20% YoY vs iPhone 16 in first Sept-Jan window per Bernstein. On the developer side, the only real pressure is
commission-rate compression — China App Store 30% — 25% standard, 15% — 12% for small businesses +
auto-renewals — but Citi models this at ~1% total-Services revenue drag given China is ~19% of App Store.
FY25Q1 Services GM still printed 75%, meaning the commission cut has not yet impaired the economic engine.

3.7 Moat Durability — Bridging to Valuation

Three moat vectors bridge directly into the valuation case. First, the installed-base x ARPU flywheel (§77 x 2.35B
x recurring) creates a Services annuity that justifies a 30x+ SOTP multiple on the Services segment alone vs 15—
18x for hardware. Second, Apple Silicon vertical integration provides a structural Products GM floor ~5pp above
Windows/Android OEM peers (37.2% vs ~30% for Samsung mobile), which is what lets Apple absorb 140bps
DRAM headwind and still print ~47% consolidated GM. Third, the ecosystem multi-product attach (nearly-half /
over-half new-user mix across Mac/iPad/Watch) is the mechanism that keeps ARPU compounding at +7%/yr —
no single-product competitor can replicate it. Against 1B+ paid subs, 2.35B devices, and a $100B fresh buyback
authorization, the moat is wider and deeper than any point in the last decade — which is exactly why we
underwrite 33x FY27E PE rather than the 5-year average ~28x.
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Section 4: Industry & Competition

4.1 Smartphone TAM Structural Inflection — Shipments Stalled, Premiumization Is the Only
Growth Engine

Global smartphone shipments recovered to only 3.36B units in Q4 CY2025 (+2.3% YoY), with Counterpoint
projecting CY2026 volumes to decline 2% before IDC anticipates a mild +1.9% rebound in CY2027 and +5.2% in
CY2028. In short, the unit-level industry TAM is structurally stalled for the next two years. Against that backdrop,
Apple still delivered +10% YoY shipments for full-year CY2025 (Counterpaint) and +5% YoY in Q4 (IDC: 81M
units), lifting market share from sub-19% in CY2024 to 19.7% (IDC) / 20% (Counterpoint) in CY2025. That
translates to 150-200bps of share captured inside a zero- or negative-growth industry — every ASP and mix
improvement is incremental. For the path to FY27 $10 EPS, the key driver is not TAM expansion but Apple's
continued squeeze of Android's installed base. That is the shared prerequisite for both Pillar 1 (Al Gateway Re-
rating) and Pillar 2 (Services Compounder).

4.2 Smartphone Global TAM + Apple Share — Last 5 Years

Period Global Shipments Apple iPhone Apple %  Apple % Apple ASP Trend
(Units, est.) Revenue (10-K)  Units Value (est.)

FY2020 ~1.29B $137.78B ~15-16% ~22% Baseline

FY2021 ~1.39B $191.97B ~17% ~27% +15% (Pro mix)

FY2022 ~1.21B $205.498B ~18% ~30% +7% (ASP up)

FY2023 ~1.16B $200.58B ~19% ~32% flat

FY2024 ~1.22B $201.18B ~19% ~33% flat

FY2025/ ~1.24B (Counterpoint $209.6B 19.7-20% ~35%+ +6.9% YoY (Feb-26

CY2025 +10% shipments) global ASP, Bernstein)

Over five years, Apple's unit share climbed from 15% to 20%, but its value share leapt from 22% to 35%+. The gap
widens 2-3pp per year, directly reflecting Pro/Pro Max penetration into the premium price tier. The Bernstein
April tracker shows global iPhone ASP +6.9% YoY in February 2026, with China ASP +20.2% — the value-share
expansion inflection has only just begun. Pro/Pro Max combined share in China has pushed from 65% a year
ago to 67%. The valuation implication for Section 8: if the market prices Apple's cyclical recovery on units share
alone, it misses the second-order ASP lever entirely. Our base case $330 already absorbs this ASP expansion
layer.

4.3 Four Competitor Profiles — Strategic Positioning vs. Apple

Samsung Galaxy
+ Samsung raised prices across the entire Galaxy S26 / S26 Plus lineup in February—March 2026, deliberately
ceding the mid-to-low end.

+ Historically, Samsung's strategy of broadening its price band with the $95 Galaxy Star and $144 Young 2 in
Q1 2010-Q3 2013 drove global share from 4% to 32%, but absent ecosystem lock-in, share retraced to 19%
by Q4 20714 and mobile operating profit collapsed 42% from its 2013 peak of KRW 14.6T.

+ Apple's $599 iPhone 17e strategically replicates Samsung's price-band expansion — but backed by a moat
of 2.35B active devices and Services bundling that Samsung never had.

+ Quantified Al hardware differentiation from Samsung Galaxy Al is not disclosed in primary sources and does
not constitute a measurable near-term threat.

Huawei (China)
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» Huawei's Mate 80 (5G) ranked among China's top-selling devices in the first nine weeks of 2026, with its
Kirin in-house chip and HarmonyQS forming a closed-loop alternative ecosystem.

+ Apple has countered by accepting Huawei flagship models in its Trade-In program, lowering the switching
cost for Android users.
+ F1Q26 Greater China +38% YoY, with Pro/Pro Max mix at 67% and operating margin at 46.6% (a 13-year
high) — Huawei's high-end push has not yet compressed Apple's China profitability.
Xiaomi
+ Xiaomi and Honor modestly raised tablet prices in late 2025.
+ An "online-first" distribution model and low-cost structure remain the primary threat at the low end;
+ Xiaomi + Huawei combined share has risen from ~7% to ~11% in recent years.
+ Xiaomi is building new momentum in Al smart glasses alongside Meta, but the quantified impact on iPhone
hardware demand is not disclosed within the scope of this research.
Google Pixel
+ Primary sources contain almost no mention of Pixel pricing or strategy — Google's primary battleground with
Apple is Al models, not hardware (see 4.5 Al Threat Matrix).

+ Apple in fact pays Google ~$1B/year to integrate into the next-generation Siri, making Google
simultaneously a "supply-side vendor + TAC payer for default search." For Apple, this relationship is both an
external Al capability patch and a meaningful tail risk should the DOJ's prohibition on Google's default-
search payments take effect over the next decade.

4.4 Regulatory 4-Front Matrix: EU / US / China / India

Core Allegation / Financial Impact Timeline Apple's Compliance

Requirement Response

EU DMA Anti-steering violations €500M fine imposed Formal fine Take rate reduced from
(2025-04-23); future  landed; Article 30% to 17% (10% for
violations can reach ~ 6(4) investigation small developers) +

10% of global net ongoing €0.50 CTF per install +
sales 3% payment processing
fee
Us DOJ Smartphone market Seeking equitable Filed 2024-03-21; Vigorous defense;
Antitrust monopolization relief; related Google district court cutting TAC would

case may ban Google injunction issued deliver a major hit to
from paying Apple 2025-09-02in Services licensing
TAC forup to 10 Google case revenue

years

China App 30% 25% (standard rate);  Chinais ~19% of App Announced 2026- No third-party payment

Store Fee 15% 12% (small Store revenue; total ~ 03-12, effective architecture opened,;

Cut developers / mini- Services revenue 2026-03-15 characterized as
programs / year-1+ impact ~1% "gradual
subscriptions) decompression’ rather

than structural reset

India Specific local sourcing Tariff absorption; Ongoing Four new retail stores

Localization ratios not disclosed; vast  supply-chain opened; quarterly
maijority of US-sold diversification costs revenue record set;
iPhones now produced in iPhone 17 Pro/Max
India; India import tariff shipments facing
18% (vs. Vietnam 20%) constraints
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The aggregate EPS impact across all four fronts: the EU DMA fine of €500M is a one-time ~$0.04/share hit; the
China App Store fee cut drags annualized Services by ~1%, or ~$0.06 EPS; the DOJ-Google TAC prohibition is
the largest tail risk (a Services licensing-level shock); India tariff headwinds are already priced into hardware
margins. Aside from the DOJ tail risk, all three remaining fronts fall into the "quantifiable, absorbable by growth"
bucket — Services +14% in FY25, with non-China App Store accounting for 81% of the pool, is sufficient to
absorb the ~1% China drag. This is precisely why Citi/MS sustain 33x rather than 28x PE: the market has already
built regulatory drag into the base case.

4.5 Al Competitive Threat Matrix — Is Apple the Disruptee or the Al Distribution Moat?

Competitor /
Product

Google (on
Pixel + in
Siri)

Samsung
Galaxy Al

Humane Al
Pin / Rabbit
R1

Meta Ray-
Ban/ Al
Glasses

"Dumb Glass"
Structural
Risk

Threat Vector

Underlying LLM
capability gap

Android on-device
Al first-mover

New form-factor
displacing
smartphones

Mass-market
consumer Al
eyewear

Users bypass iOS
distribution,

connecting directly

to ChatGPT

Quantified Signal

Apple pays ~$1B/yr to
integrate into
Personalized Siri; Spring
2026 launch

No specific threat metrics
disclosed in primary
sources

Both have effectively
failed; no material share
impact in primary sources

Meta's low-cost Al
glasses gaining
momentum

If App Store is
circumvented by DMA +
third-party LLMs, ~75%
GM Services business
faces compression

Apple's Counter

Makes the rival a supplier;
M5 chip 3.5x Al inference
speed

Apple Intelligence deployed
across 20+ features to 2.35B
devices; Private Cloud
Compute privacy
differentiation

Vision Pro 1.5M apps +
2,500 native apps +
BMWY/Cisco/UC San Diego
enterprise deployments

Vision Pro premium +
enterprise; second-gen
lightweight product pending

Currently Apple Intelligence
is free and bundled + on-
device/cloud PCC hybrid

Threat Level

Medium-High
(gap widens if
Spring 2026
slips)

Low-Medium

Low

Medium (if
Apple's lighter
glasses slip
past 2027)

High (long-
term structural,
not a 12M
threat)

The core Al competitive judgment: in the near term, Apple is a laggard (Personalized Siri delayed to Spring 2026,
Apple Intelligence not yet live in mainland China). But the hardware distribution moat — 2.35B active devices,
$500B four-year US domestic Al and silicon infrastructure investment, 45-50% of iPhone 17 shipments carrying
12GB DRAM — gives Apple the capacity to absorb any leading LLM as a supplier on its distribution rail. This is
the foundation of the "buying Apple is buying the Al traffic gateway" narrative. The bear side: if Personalized Siri
misses its Spring 2026 target again, or if Services YoY growth falls below 10% for two consecutive quarters,
investors will reassess whether that gateway is being bypassed by the direct-to-ChatGPT/ consumer habit.

4.6 Services Competitive Matrix — Apple Is Not the Leader in Every Services Vertical

Services
Vertical

Music
Streaming

Apple
Product

Apple
Music

Spotify

Primary Competitors Apple's Competitive Position

Trailing Spotify on market share; EU

fined Apple ~$2B for anti-steering
(2024-03-04)

Threat Level

Medium
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Video Apple TV+ Netflix / Disney+ / 8% US market share (Citi citing Medium (content
Streaming Amazon JustWatch); est. 50M paying investment far

subscribers; annual revenue ~86.4B  below Netflix)
(5-6% of Services)

Cloud Storage iCloud Google Cloud / ~10% of Services; driven primarily by Low (strong
Dropbox iPhone bundle + auto-subscribe ecosystem lock-in)

App App Store  Third-party app Monopoly position eroded by EU DMA High (ongoing

Distribution markets (under DMA) + China fee cut regulatory
pressure)

Search / Safari + Google pays Apple DOJ injunction could ban TAC Tail Risk - Critical

Default Traffic Google for iOS default payments for 10 years

TAC search position

Services generated FY25 revenue of $109.1B, +14% YoY, at a gross margin of 75.4% — but the mix is not
monolithic. App Store (~30%) and advertising (~30%) are the highest-margin sub-businesses, cloud (~10%) is
next; music and video carry lower GMs and face sustained pressure from Spotify/Netflix. Apple's ability to
defend a 75% Services gross margin (up from 69.7% five years ago) does not hinge on winning any single
vertical. It hinges on locking ~1B paying subscribers across 2.35B devices so that the high-GM sub-businesses
(App Store + Ads + iCloud) naturally scale. The IC base case implication: each +1pp Services mix shift adds
~+38bps to blended GM, or +2-3% to EPS — that is the Pillar 2 math, and it clears any single-vertical competitive
threat.

4.7 Competitive Landscape So-What — TAM Stagnation + Share Gains + Ecosystem Lock-In
= Valuation Re-Rating Justified

Synthesizing sections 4.1-4.6, three conclusions at the industry and competitive layer directly support our BUY
rating and $315-3340 TP: (1) With global smartphone TAM at zero growth, Apple pushing unit share to 20% and
value share to 35%+ is a rare example of sustained share capture inside a zero-sum game — few MAG7 names
can claim the same. (2) Of the four regulatory fronts, only the DOJ-Google TAC prohibition constitutes a tail risk;
the combined EU/China/India drag totals less than $0.15 EPS and is fully covered by the FY27 $10 EPS
trajectory. (3) While Apple is a near-term Al laggard, the long-term hardware distribution rail, in-house silicon, and
on-device inference architecture give it the tools to convert rivals into suppliers. The biggest open question
remains whether Personalized Siri launches on schedule in Spring 2026 — this is one of three invalidation
signals flagged in the M10 Round 2 process (Services YoY below 10% for two consecutive quarters) and must
be highlighted prominently in Section 8. If Spring 2026 lands on time and App Store grows +7% YoY sustainably,
multiple re-rating from 29x to 33x — 4 turns of expansion — is sufficient on its own to deliver +15% share price
appreciation.
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Section 5: Operating KPIs & Leading Indicators

5.1 iPhone Cycle KPI Dashboard — ASP Expansion + Pro Mix Broadening + Feb-26 Tracker
+26%

iPhone is Apple's single largest P&L variable (FY25 revenue $209.6B, 50.3% of total). Management stopped
disclosing quarterly shipments seven years ago, but four leading indicators — ASP trend, replacement cycle,
Pro/Pro Max mix, and China share — are sufficient to synthesize a cycle-health read. The current cycle is firing
on all three supercycle signals: (a) February 2026 global iPhone sell-through +26% YoY (Bernstein April tracker —
do not overweight any single month); (b) iPhone 17 series aggregate volumes +20% YoY vs. iPhone 16, with the
Base model +39% and Pro Max +21%; (c) F1Q26 iPhone revenue +23% YoY to $85.3B [DR synthesis per FY25 10-
K]. Citi models CY25/26/27 iPhone units at 244M / 247M / 261M (+7.2% / +1.2% / +5.6% YoY), implying Apple is
climbing from a "prolonged replacement cycle trough" toward the top of an Al-driven supercycle. This directly
supports Citi's 33x PE on CY27 EPS.

5.2 iPhone Cycle KPI Table

KPI FY23 FY24 FY25 F1Q26 / Latest Source

iPhone Revenue $200.58B $201.18B $209.6B (flat  $85.3B F1Q26 (+23% YoY)  10-K/DR
YoY) synthesis

ASP Trend baseline flat Rising Feb-26 Global +6.9% YoY; Bernstein

China +20.2% YoY

FY26E ASP (Citi model) $961 (FY26) / $986 (FY27)/ Citi

$1,021 (FY28)

Replacement Cycle ~3.7yr ~3.7yr ~3.7yr 4-5yr implied (COVID- Bernstein /
(Bernstein) vintage cohort maturing) MS
Pro / Pro Max Mix (China) ~60% 65% 67% (latest) 67% Bernstein
China iPhone Share (IDC) ~16% ~17% >20% (Oct-Nov #1 position IDC

2025)
China iPhone Q4 CY25 — # +21% YoY +21% IDC
Shipments YoY
Feb-2026 Global Sales = = — +26% YoY Bernstein
YoY tracker
CY25/26/27 Units (Citi) = = 244M (+7.2%) 247M / 261M Citi

The iPhone 17e's $599 anchor with baseline storage doubled to 256GB is the most aggressive pricing move
Apple has made in a decade. Bernstein's model indicates that capturing 10% of the combined 458M annual
shipments from Huawei/Honor/Vivo/Xiaomi/Oppo would yield 45.8M incremental units and $1.24 EPS upside —
but this is flagged by M10 Round 2 as a T4 highly speculative claim. Our base case uses only Citi's +5.6% CY27
units assumption and does not embed the +12% EPS share-capture premium, conservatively anchoring the $10
EPS FY27 path.

5.3 Services Paid Subscriptions — Historical Disclosures
Quarter Paid Subscriptions Net Adds YoY

Q12020 > 480M Baseline
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Q4 2020 > 585M +105M

Q4 2021 >745M +160M

Q4 2022 >900M +155M

Q3 2023 > 1B (milestone) -

Q4 2024 "Well over 1B" Increment no longer disclosed

Q12025 "Well over 1B" =

Q3 2025 "Over / Well over 1B" —

Q4 2025 “New high + double-digit YoY" -

Paid subs grew from 480M in Q1 2020 to surpassing 1B in Q3 2023 — roughly 3.5 years at a ~28% CAGR. Post-
Q3 2023, Apple stopped disclosing specific unit counts in favor of "well over one billion," while continuing to flag
double-digit YoY growth. This signals that ARPU expansion (from a CY25 average of ~8§296/user, on an upward
trajectory) has become more important than raw subscriber addition. At 2.35B active devices against "well over
1B" paid subs — implying a ~42% conversion rate — there remain approximately 1.35B unpaid devices. That
residual is the addressable runway for the Pillar 2 Services margin compounder. The risk flag from M10 Round 2:
App Store net revenue has recently decelerated to +6—8%, and if FY26 Services YoY falls below 10% for two
consecutive quarters, it triggers the "terminal saturation” thesis — the single most important invalidation signal
for the BUY rating.

5.4 Wearables Momentum Table (Apple Watch + AirPods)

Period Wearables Home Accessories Revenue YoY Drivers

FY21 $38.37B +25% AirPods Pro phenomenon; Watch Series 7
FY22 $41.24B +7% Watch Ultra launch

FY23 $39.85B -3% AirPods slowdown + tough comp

FY24 $37.00B 7% Watch Ultra 2 difficult compare

FY25 Q1 $11.75B 2% Watch Ultra 2 difficult compare

FY25 Q3 $7.40B 9% Difficult compare

FY25 Q4 $9.0B flat (+0%) Watch + AirPods both return to growth
FY25 Full Year $35.6B -4% DR

Wearables stabilized in the latest quarter (F4Q25), with management explicitly attributing the turn to Apple
Watch and AirPods Pro 3 being a "huge hit." More importantly, over 50% of Apple Watch purchases in FY25
remain first-time buyers — confirmed across Q1, Q3, and Q4 — though this compares to above 75% during FY20-
22. New-user acquisition capacity has not been disproven, and the installed base continues to set records. Even
if Bernstein's model calls for a further 5% decline in this segment by FY28, the strategic function of Wearables as
the ecosystem on-ramp is unchanged: AirPods + Watch — iPhone — iCloud / Services is the funnel entry point.

5.5 Retail Productivity & Direct Channel Data

Apple does not disclose total global store count, online mix, or per-store productivity in its public filings — but the
10-K shows direct channels (retail stores + online + direct sales force) as a share of total revenue rising from
34% in FY20 to 36% in FY21 to 38% in FY22, with an estimated >40% by FY24-25. Recent expansion moves
include four new stores in India, a third location in Seoul (the largest in the country), the fifth London store on
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Brompton Road, and a fifth New York borough (Bronx). India's F4Q25 reached a quarterly revenue record. Every
+1pp gain in direct-channel mix allows Apple to retain approximately 10-15% of margin that would otherwise
flow to third-party resellers, adding +5-8bps to company-wide gross margin. This is the second margin-
expansion pathway identified in Section 6 (the first being Services mix, the third being in-house Silicon).

5.6 Greater China Quarterly Trajectory + IDC / Counterpoint Cross-Validation

Quarter Greater China Revenue YoY Data Source
FY24 full year $66.95B -8% 10-K

FY24 Q4 (Sept-24) ~$15.0B -0.3% 10-K

FY25 Q1 (Dec-24) ~$18.5B -11% DR synthesis
FY25 Q2 (Mar-25) ~$16.0B -8% (est) 10-Q

FY25 Q3 (Jun-25) ~$815.4B -4% 10-Q

FY25 Q4 (Sept-25) ~$14.5B -4% 10-K

FY25 full year $64.38B -4% FY25 10-K
F1Q26 (Dec-25) $25.53B +38% YoY DR synthesis
F1Q26 Operating Margin - 46.6% (13-year high) DR synthesis

IDC/Counterpoint cross-validation: IDC shows Apple holding the #1 position in China's smartphone market
through October—November 2025 with >20% share; the December quarter (Q4 CY25) recorded +21% YoY iPhone
shipments in China. Counterpoint separately confirms double-digit growth in both China and the US in October
2025, though China-specific share percentages are not broken out. Both third-party sources corroborate the -
sourced F1Q26 $25.53B / +38% YoY — this is not a single-source artifact. However, M10 Round 2 flags a data
conflict: CAICT January 2026 shows "foreign-branded phone shipments -37% YoY," which appears to contradict
Apple's F1Q26 +38% print. The discrepancy is explained by CAICT's single-month scope (covering all foreign
brands, not Apple alone, and January is typically a post-holiday inventory drawdown period). The critical
invalidation signal: if Greater China reverts to negative YoY growth in the June or September 2026 quarters, the
bear case that "+38% was merely low-base compensation” is validated; the base case requires F2Q26/F3Q26 to
sustain at least +10—20% YoY to confirm structural re-acceleration.

5.7 KPI So-What — iPhone Cycle Healthy, Services Accelerating, China Reversal, Wearables
Bottomed

Four cross-validated KPI conclusions support BUY + $330 TP: (1) iPhone cycle healthy — Feb-26 +26% YoY,
iPhone 17 series +20% vs. the 16 series, and Pro Mix at 67% collectively point to a genuine supercycle, not a
COVID-liguidity-inflated false cycle. Replacement cycle elongation from 3.7 to 4-5 years has already begun
releasing pent-up demand. (2) Services acceleration vs. saturation — App Store Mar-Q +7% YoY re-accelerating
(GS+UBS cross-confirmed) and Services FY25 $109.1B/+14% sustaining double-digit growth; with 1.35B
unconverted devices sitting between the 2.35B installed base and 1B+ paid subs, near-term saturation risk is
offset by Personalized Siri and ARPU expansion. Long-term structural risk is logged in the invalidation signal
framework. (3) China trajectory — F1Q26 +38% and a 13-year-high operating margin of 46.6% represent the first
quarter of positive China contribution in nearly three years, pushing back the M8 bear case of "permanent China
share loss" by two to three quarters. (4) Wearables platformization — FY25 Q4 stabilization and sustained >50%
first-time buyer rates maintain Watch + AirPods' strategic role as the ecosystem entry funnel. Taken together, no
KPI reading currently triggers any invalidation threshold; the operating assumptions underpinning the $330 base
case TP remain intact.
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Section 6: Financial Analysis

6.1 Opening — The "Blended Margin" Flywheel

Apple's five-year financial story in one sentence: Services expanded from 18.7% to 26.2% of revenue mix,
hardware gross margins essentially held flat, yet blended gross margin still climbed from 41.8% (FY21) to 46.9%
(FY25), and EPS in the same period jumped from roughly $5.6 to ~$8.0 — a textbook "mix-shift math plus
organic GM expansion" double-driver structure. TTM (as of 2026-04-18) gross margin has advanced further to
47.3%, TTM FCF stands at $106.3B, implying a FCF yield of approximately 2.7% on a $3.97T market cap. The
valuation case rests not on revenue acceleration but on the sustained upgrade of the profit mix. This is the
financial anchor for the 33x FY27E PE assigned in Section 8 — but it must be read alongside FY25's product
gross margin step-back (37.2% — 36.8%) and the DRAM headwind (Citi models 140bps CY26 / residual 48bps
CY27). The valuation premium is earned, not granted.

6.2 5-Year Margin Bridge (Products vs. Services)

Fiscal Total Blended Products Services Services Services Mix Implied Mix

Year Rev GM GM GM Mix AYoY Contribution (bps)
FY2021 $365.8B 41.8% 35.4% 69.7% 18.7% = baseline

FY2022 $3943B 43.3% 36.3% 71.7% 19.8% +1.1pp ~+40bps

FY2023 $383.3B 44.1% 36.5% 70.8% 22.2% +2.4pp ~+85bps

FY2024 $391.0B 46.2% 37.2% 73.9% 24.6% +2.4pp ~+90bps

FY2025 $416.2B 46.9% 36.8% 75.4% 26.2% +1.6pp ~+62bps

SyrA +13.8% +510bps  +140bps ~ +570bps = +7.5pp - ~+275bps cumulative

The bridge is unusually clean: of the cumulative +510bps blended GM expansion from 41.8% to 46.9% over five
years, Services' own margin expansion (~570bps) accounts for roughly 60%, and the structural mix shift (+7.5pp
at a 38pp spread) accounts for roughly 40%. The hardware contribution of +140bps is modest — Pro mix
premiumization and Apple Silicon self-sourcing provide tailwinds, but tariffs (~$800M in a single FY25 quarter,
expected $1.1-1.4B the next) and FX are persistent headwinds. The FY25 product GM step-down of 40bps is a
real warning: it tells us tariff damage has already materialized, not merely theorized. When sizing GM upside in
Section 8, the FY26 DRAM impact (Citi 140bps / CY27 residual 48bps) must be embedded — it directly
determines whether FY26E EPS lands at $8.48 or at $§9+.

6.3 Operating Leverage Trajectory

Fiscal Year Revenue YoY OpExYoY R&D YoY R&D Intensity Operating Margin
FY2023 -3% +7% +14% 7.8% 29.8%

FY2024 +2% +5% +5% 8.0% 31.5%

FY2025 +6% +8% +10% 8.3% 32.0%

F1Q26A +15.6% +19% - 7.6% (quarterly record) 35.4% (13-year high)

On the surface this looks negative: OpEx has outpaced revenue for three consecutive years, and the gap widened
to +19% vs. +15.6% in F1Q26. But the critical context is that R&D intensity rose from 7.8% in FY23 to 8.3% in
FY25, with F1Q26 setting a quarterly record at 7.6% — and that spend is going directly into Al infrastructure, the
Houston PCC facility, and the ~$1B/year Google partnership, all strategic investments rather than structural
bloat. The rebuttal is in the numbers: gross margin expanded from 44.1% in FY23 to 48.2% in F1Q26, more than
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covering the OpEx overage, so operating margin has marched from 29.8% to 35.4%. This stands in sharp
contrast to AMZN/META/GOOG, whose profitability compressed simultaneously with Al investment — Apple's
margin expansion during its Al capex cycle signals it is in the "profitability harvest phase,” not the "capital-
intensive build phase." That is the key within-MAG7 financial argument for overweighting Apple. The forward
path from FY26E OM 32.0% to FY27E 33.6% (+160bps, Citi model) is entirely consistent with F1Q26's 35.4% peak
normalizing back to an annual average with further upside embedded.

6.4 FCF Conversion & Working Capital

Fiscal Year Net Income Op Cash Flow Capex FCF FCF Conv. % DPO DSO Inv Days
FY2021 $94.68B $104.04B $11.09B $92.95B 98.2% n/d n/d n/d
FY2022 $99.80B $§122.15B $10.71B $111.44B 111.7% n/d n/d n/d
FY2023 $97.00B $110.54B $10.96B $99.58B 102.7% 86-124 22-36 7-13
FY2024 $93.74B $118.25B $9.45B $108.81B 116.1% 124 (Q4)  22-34 1013
FY2025 $112.01B  $111.48B $12.72B $98.77B 88.2% 119 (Q4) 22-36 7-12
TTM (2026-04) — - = $106.3B — 87 (F1Q26) 26 7

Five-year average FCF of ~$102B at a conversion ratio oscillating between 88% and 116% (average ~103%)
places Apple squarely in the top 5% of S&P 500 cash generators. FY25's 88.2% conversion is a trough, driven by
(i) Capex jumping to $12.7B (+35% YoY) on Al infrastructure and (ii) Net Income surging 19.5% to $112B as the
FY24 tax rate of 24.1% (distorted by the EU State Aid ruling) normalized. Cash Conversion Cycle holds steady at -
52 to -79 days (F1Q26: -54 days) — suppliers fund 87-119 days of payables while Apple carries only 7-13 days
of inventory and 22-36 days of receivables. This working capital structure is itself a structural $40-50B "hidden
float": even in a year where Net Income flatlines, the WC advantage generates an extra $5-10B of FCF. The
valuation implication: FCF yield 2.7% + buyback yield 2.2% + dividend yield 0.4% = 5.3% shareholder cash return.
Even if multiple contracts and revenue growth stalls, there is a 5%+ annual return floor baked in — the second
layer of bear-case support.

6.5 Tax Rate Normalization & TCJA Residual

FY ETR Notes

FY2018 18.3% First year of TCJA; US federal rate cut from 35% to 21%
FY2021 13.3% Trough: offshore low-tax jurisdictions + R&D credit
FY2023 14.7% Normalizing

FY2024 24.1% EU State Aid one-time $10.2B payment (distortion point)

FY2025 15.6% Normalized

The long-run ETR anchor is 14—-16% (well below the 21% statutory rate, sustained by offshore earnings, R&D
credits, and stock-comp deductions). FY24's elevated 24.1% was entirely attributable to the EU antitrust one-time
charge, making FY24 Net Income look "weak" ($93.7B vs. FY25's $112B, +19.5%) when in reality it was a tax
event rather than an operating deterioration. The TCJA "deemed repatriation” liability now stands at $8.8B and
will be fully repaid within 12 months (down from $28.2B at FY20 end) — representing the final legacy cash
outflow on the balance sheet. From FY26, all FCF is effectively "clean cash." Valuation implication: the FY27E
$10 EPS path assumes ETR returns to a 15-16% normalized range; Citi and MS both default to this assumption.
If a second EU ruling or Pillar Two minimum tax (15%) drags ETR up 1-2pp, FY27 EPS faces a 10-20 cent
headwind.
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6.6 The Net Cash — Net Debt Transition — A Structural Signal

This is one of the most important financial signals in this initiating coverage and cannot be glossed over. Place
the two official data sources side by side:

6.6 The Net Cash Net Debt Transition — A Structural Signal

Data Source Metric

Mgmt (FY24 Q4 EC) Net Cash +$50B 2024-09-28
Mgmt (FY25 Q4 EC) Net Cash +$34B 2025-09-27
Bernstein (F1Q26 BS recon) Net Cash ~+$54.3B 2025-12-28
yfinance (TTM balance sheet) Net Cash -$23.6B (NET DEBT) 2026-04-18

Both sets of numbers are correct — the gap is definitional. Management's figure = cash + marketable securities
(including long-term) minus total debt; yfinance's TTM basis is more conservative, likely using liquid assets only
(cash + ST investments = $66.9B per Bernstein) minus total debt of $90.5B = -$23.6B. Stringing these figures
into a timeline: FY21 Q1 $84B — FY22 Q4 $49B — FY24 Q4 $50B — FY25 Q4 $34B — F1Q26 $54B (rebound) —
TTM basis -$24B. The long-run direction — regardless of which definition is used — is a one-way transition from
a large net-cash position through net-cash neutrality into net debt.

The core math driving this transition is straightforward: annual shareholder cash return has structurally
exceeded FCF. FY24 buyback $95.85B + dividend $15.4B = $111.3B returned vs. $108.8B FCF; FY25 buyback
$89.3B + dividend $15.4B = $104.7B vs. $98.8B FCF. Over two fiscal years, total excess returns of ~$9B, layered
on top of the EU one-time cash outflow of $10B+ and escalating tariff costs ($0.8B — $1.1-1.4B/quarter), mean
that the net-cash pool must be replenished by new debt issuance — Apple issued $4.5B of fixed-rate notes in
FY25 (coupons 4.000-4.750%, maturities 2028—-2035) while maintaining $9.9B in commercial paper ata 5.00%
weighted rate. That is the mechanical explanation for the TTM net-debt position.

Three-layer implication for the IC: (1) Capital return sustainability — Apple's stated target of "cash neutral" has
been achieved and overshot. To sustain a $90B+/year buyback pace, Apple must continue issuing debt; Citi/MS
already model FY26E buybacks declining to ~$85B/year, confirming the sellside has priced in this constraint. (2)
Debt pricing risk — FY25 new notes priced at 4.0-4.85% versus FY21 issuance locked in at 0.7-2.85%; interest
expense will structurally rise ~$300-500M/year over the next three years, a 0.3-0.5% drag on $112B Net
Income — not fatal, but no longer zero-cost leverage. (3) Balance sheet signaling — Historically, Apple's net-cash
position served as a strategic reserve and supplier negotiating tool. Deliberately moving into net debt signals to
the market: "Our FCF generation is sufficiently stable that we no longer need a cash buffer." That is a confidence
signal — but it also means that if FCF is ever impaired (hard landing / permanent China loss / Services
deceleration), there is no net-cash cushion to sustain $90B of buybacks. In a bear scenario, buybacks are forced
down to the $60—70B range, EPS accretion from repurchases drops from a mechanical ~4% to ~2% — a
meaningful component of the bear case $194-$230 PT.

Bottom line to the orchestrator: the net-cash reversal is not a danger sign but the starting point of leverage
discipline. Rating remains BUY, but Section 9 (Capital Return) and Section 8 (Risk) must each give this inflection
point independent coverage — it cannot be buried in a footnote. Buy-side analysts should press management on
two questions at every quarterly earnings call: (a) What is the ceiling on Net Debt/EBITDA? (b) What is the
buyback pace floor under FCF stress? A clear framework from management would justify another 1-2 turns of
multiple expansion; continued "let it evolve naturally” language is the valuation ceiling.
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Section 7: Strategy & Catalysts

7.1 Opening — 6 Tracks, 3 Time Buckets

Apple's catalyst map breaks into three time buckets: next 6 months (Personalized Siri via Apple Intelligence
launching Spring 2026, iPhone 17e China down-market penetration validation), 12-24 months (iPhone 18
foldable, Services ARPU second-order expansion, Vision Pro miniaturization), and 3-5 year structural (India
TAM, on-device Al ecosystem, M&A optionality). Each track carries different EPS elasticity. The sub-sections
below attach specific numbers, timelines, and valuation implications that feed directly into Section 8's
Bull/Base/Bear scenario set.

7.2 Apple Intelligence / Apple GPT — 2026-2027 Roadmap

Apple Intelligence has already pushed 20+ on-device Al features across 2.35B active devices. The core near-
term catalyst is Spring 2026 Personalized Siri — powered by a hybrid of Apple's own foundation model and
external Google , with Apple paying Google roughly $1B per year for access. The hardware substrate: the M5
chip delivers 3.5x Al inference improvement over M4, with A19 Pro on a comparable trajectory; the Houston
facility has begun producing dedicated Private Cloud Compute (PCC) servers. iOS 18.1 first-three-day adoption
was 2x the rate of i0S 17.1 — consumer-side Al feature pull is real.

Valuation implication: the Spring 2026 Siri launch is the gate for Al narrative delivery. If that quarter sees
Services ARPU clear $296/user (CY25 average) and Services growth hold above 14%, the path from 29x FY26E
to 33x FY27E unlocks, lifting the PT from the street mean of ~$297 to $330. A delay or underperformance would
cause the market to question the "Al gateway re-rating" thesis, compressing the multiple back toward 26-28x,
implying a PT of $240-$260. The critical risk is that Apple's dependency turns i0S into a "dumb glass" — if users
route directly to ChatGPT/ rather than through Siri, Apple loses its interface gatekeeper position and the 75.4%
gross margin Services business faces disintermediation.

7.3 iPhone 17e / 17 / 18 Cycle — Premium + Downshift Dual Track

The iPhone 17 cycle is shaping up as one of the strongest in a decade: F1Q26 iPhone revenue +23% YoY to
$85.3B, February 2026 global iPhone sell-through +26% YoY (Bernstein tracker), with China ASP +20.2% YoY and
US ASP +8.4% YoY. Pro/Pro Max combined China share pushed from 65% a year ago to 67%, premiumization
ongoing.

The iPhone 17e launched in March 2026 at $599 (same price as the 16e, but base storage doubled to 256GB) —
targeting India, Southeast Asia, and lower-tier China cities. Bernstein's model says capturing 10% of the
combined Android OEM base (~46M incremental units) adds $1.24/share EPS (+12%). Citi models CY26 iPhone
at 246M units / CY27 at 262M units, with the March-quarter at $109B revenue / $1.93 EPS (both above street
consensus of $105B / $1.83).

iPhone 18 is further out: the first foldable iPhone, expected 2H26 at ~$2,000, with ~8M units in CY26 (~3% of
total iPhone) scaling to ~20M units in CY27; A20 chip on TSMC 2nm + WMCM packaging. But Citi and GS both
flag a risk that the standard iPhone 18 could slip from autumn 2026 to early 2027, creating a 1-2 quarter EPS
cadence drag for FY27E.

Valuation implication: if the iPhone 17/17e supercycle validates Bernstein's 46M incremental unit thesis, FY27E
EPS moves directly to $10.5+, landing the Bull case PT at $414 (20x premium to history). If the iPhone 17e fails
to penetrate Huawei/Xiaomi (the CAICT January 2026 "foreign-brand shipments -37% YoY" signal needs to be
disproven), the "down-market TAM" thesis collapses into the Bear case PT of $194-5230. The near-term read:
monthly CAICT foreign-brand shipment data + Bernstein tracker + June/September quarterly Greater China YoY.

7.4 Vision Pro Pivot — From Premium Niche to AirPods-Like Breakout

Vision Pro unit sales have never been officially disclosed; sell-side estimates place FY25 volumes in the
hundreds of thousands — well below the initial MS/Citi models of 1.5-2M units. On the ecosystem side,
visionOS now counts 2,500+ native spatial apps plus 1.5M compatible apps, with enterprise adoption advancing
steadily (Purdue University Spatial Computing Center, Cisco immersive meetings, UC San Diego surgical trial,
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BMW), while consumer momentum has stalled.

The path forward points squarely toward a "miniaturize and reprice" replication of the AirPods playbook. When
AirPods launched in 2016, the market mocked them as "wireless jellybeans"; today,
Wearables/Home/Accessories generates $35.6B in FY25 revenue with AirPods contributing an estimated $18-
20B/year, making it Apple's second-largest hardware category. A Vision Pro generation priced at $1,500-2,000
(vs. today's $3,500) and weighing under 400g by FY27-FY28 could enter the $10-15B/year revenue range.

Valuation implication: Vision Pro currently contributes effectively nothing to valuation (sell-side models embed -
5to +10bps to FY27 EPS). An AirPods-style breakout is pure optionality — if it materializes, it adds $20-
30/share to the three-year bull case (worth $300-450B of market cap). The near-term signal to watch: whether
WWDC 2026 (June) announces Vision Pro 2 specifications and pricing.

7.5 Services ARPU Expansion — The Hidden Compounder

Services is currently in a "subscriber base + ARPU dual-driver" phase: paid subscriptions "well over one billion"
against an installed base of 2.35B devices implies a paid penetration of ~43%, leaving theoretical expansion
room of 57%. FY25 Services revenue $109.1B (+14% YoY), Services GM 75.4% (up 570bps from FY21's 69.7%).
The latest inflection: App Store March-26 quarter spending +7% YoY (GS+UBS dual-source confirmation, re-
accelerating from the +4-5% December-25 quarter).

Four ARPU expansion levers:

+ App Store: subscriber base growth + in-app subscription structurally compounding; China App Store
commission cut from 30% to 25% ( estimate: ~1% Services revenue drag)

» TV+: subscriber count continuing to ramp (specific numbers not disclosed); content moat (F1 drama, Ted
Lasso, Severance renewal); potential pricing headroom

» Music / iCloud / Fitness+: average per-user contribution (ARPU) ~$296/year in CY25 (Bernstein estimate),
rising ~$1-2 per year via annual price increases

+ Advertising: App Store Search Ads + TV+ ad tier + News advertising — the highest-GM (85%+) hidden margin
expander

Valuation implication: every +1pp Services acceleration adds +38bps to blended GM, translating to +2-3% EPS.
If FY26/27 Services CAGR holds at 13-14% while M5/A19 Pro on-device Al drives paid subs past 1.3B, FY27E
Services revenue could reach $145B, contributing $3.5-4 to EPS (~35% of total EPS). This is the structural
backbone of the "33x PE on $10 EPS" framework.

7.6 India — From Production Base to Demand Market (10% TAM Upgrade)

Two tracks running simultaneously: Supply side — "the vast majority of iPhones sold in the US are now produced
in India" (confirmed on FY25 Q3 EC); Mac/iPad/Watch sold in the US are predominantly assembled in Vietnam;
non-US markets are still predominantly produced in China. Demand side — FY25 Q4 India set a quarterly revenue
record, and FY26 Q1 growth continued strongly (specific figures not disclosed). Zomato's large-scale Mac
procurement stands out as an enterprise highlight.

iPhone penetration in India remains low — estimated at 8—10% of global iPhone shipments and roughly 3-4% of
Apple's total revenue (no official disclosure). Apple's structural target is lifting India to 10%+ of revenue mix (not
explicitly stated by management but universally modeled by the sell-side). Key bottlenecks: persistent Pro/Pro
Max delivery constraints in India and a retail footprint that remains thin (currently 2—-3 owned stores vs. ~60 in
China).

US domestic investment: $500B over 4 years (advanced manufacturing + silicon engineering + Al), including a
S$500M rare-earth supply lock-up with MP Materials and the Detroit Apple Manufacturing Academy — the second
front in supply-chain de-China. Tariff cost quantification: ~$800M in the FY25 Q3 single quarter, expected $1.1-
1.4B in the following quarter. If tariffs persist, India + Vietnam capacity must absorb 90%+ of the US market to
compress the tariff drag below 50bps GM by FY27.

Valuation implication: re-rating India from production base to "consumer market" shifts Apple's EM exposure
story from "China only" to "dual engine" — a second pillar for multiple expansion. If FY27 India revenue exceeds
$40-50B (~10% mix), PE can expand another 1-2 turns, worth $15-30/share of additional upside.
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7.7 M&A Optionality — Will Apple Break Its Small-Deal Rule?

Apple's M&A discipline is extremely conservative: roughly one acquisition per month in FY22, and approximately
seven completed in FY25, all described as "small in nature” (IP and talent-driven). Management has been explicit
that it "never buys just for revenue." Over the past five years, the only larger deal disclosed publicly is the
acquisition of Intel's baseband business (consideration undisclosed) — a stark contrast to MSFT's Activision
Blizzard ($69B), GOOG's Mandiant ($5.4B) acquisition, and the reported ~$32B Wiz negotiation. Apple's most
consequential "strategic deal" in this era is actually the ~§1B/year Google partnership — buying capability rather
than companies.

Will the Al era break this mold? CEO Cook has stated Apple "does not rule out larger-scale acquisitions" — but
with a balance sheet showing $34B net cash (FY25 Q4) / TTM net debt of -$24B, any single deal above $30-50B
would force Apple to issue additional debt or suspend buybacks, both of which impair the EPS cadence.
Plausible Al-era M&A candidates (inference, not fact): Perplexity ($5—10B valuation range), Character Al, an
Anthropic minority stake (currently anchored by Amazon/Google), or vertical specialists such as
Runway/ElevenLabs.

Valuation implication: M&A optionality is a "low-probability, high-impact" factor. The base case assumes
continuation of the small-deal tradition (valuation-neutral). In the bull scenario, if Apple announces a $10-20B Al
vertical acquisition (analogous to MSFT's OpenAl investment structure), the market reads it as an "Al arms
upgrade” and the multiple can expand 2-3 more turns, adding $20-30/share. In the bear scenario, a $30B+
mega deal that fails to integrate — cf. Meta/Oculus or GOOG/Motorola — compresses PE 3-4 turns, taking $40-
50/share off the PT. Conclusion: M&A is a call option on the three-year investment case, not a base case
assumption. The rating does not depend on it, but if it happens it is a pure upside surprise.
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Section 8: Consensus, Valuation & Target Price

8.1 Street Consensus Snapshot — FY26 / FY27 Base Numbers

Sell-side FY26/FY27 modeling bands have converged meaningfully: FY26E total revenue lands in the $430—
$445B range, with Services alone crossing the $120B threshold (+10-13% YoY from FY25's $109.1B); FY26E
EPS consensus is $9.35, with FY27E pressing toward the "$10 EPS pathway" explicitly flagged by Morgan
Stanley. Gross margin consensus continues to expand — FY26E blended GM 47.0-47.4%, FY27E 47.8-48.3% —
implying that even with a 140bps DRAM headwind in 2H26, Silicon + Services mix drives net full-year GM higher.
So-what: at the current 28.9x Fwd PE on FY26 $9.35 EPS, delivering the FY27 $10 EPS path at a sustained 33x
target multiple (Citi TP anchor) mathematically derives $330 — perfectly aligned with our primary anchor.

8.2 Street Consensus — Forecast Detail Table

Metric FY25A FY26E (Street FY27E (Street Source
Median) Median)
Total Revenue ($B) 416.2 437.5 465.0 FY25 10-K / bank median
Services Revenue 109.1 123.0 1395 FY25 / GS, Citi, MS
($B)
iPhone Revenue ($B) 209.6 218.5 230.0 Citi CY26 246M units x $961
ASP
Gross Margin (%) 469 472 47.9 consensus
EBIT Margin (%) 32.0 324 833 MS FY27
EPS (S diluted) 7.85 935 10.00 yfinance consensus / MS path
Services GM (%) 754 758 76.1 bank median
Product GM (%) 37.2 [370 37.6 consensus (DRAM adj)

Services Revenue and Gross Margin Path (USD billions; %)

| o i vril;
75.4% 75.8% A
$123.08
I
$109.1B
*~—
FY25A [T1] FY26E (Street Median) FY27E (Street Median)

Blue line = Services revenue; dark line = Services gross margin

Source: AAPL_final_research_clean.docx, Consensus Operating Model table

The key read from this table: FY26 GM expands only 30bps yet EPS jumps +19% — the leverage comes from two
sources: Services mix shift (+1pp mix — +38bps blended GM) plus $89.3B FY25 buybacks compressing the
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share base another ~2.5%. FY27 $10 EPS requires no aggressive assumptions — just revenue +6.3% YoY,
+50bps operating leverage, and 1.5% share count reduction, all within the three-year trailing historical averages.
So-what: FY27 $10 EPS is a neutral path, not a bull path, which is precisely what makes $330 a conservative
base TP.

8.3 Sell-side 12M Target Price Detail Table

Rating 12M TP TargetPE/  Key Thesis
(USD) Logic

Citi Buy 315 33xx CY27  iPhone CY26 246M / CY27 262M units; Mar-Q guide

EPS $109B rev / $1.93 EPS; GM headwind 140bps CY26 /
48bps CY27 (]

Morgan Overweight 315 DCF w/ FY27 "Clearer line of sight to $10 EPS in FY27"; replacement

Stanley $10 EPS path supercycle + Apple Intelligence monetization []

Goldman Buy ~300 32x CY27 App Store +7% YoY Mar-Q reaccel; Services margin

Sachs EPS durability []

UBS Neutral 258-280 28x CY26 Memory BoM headwinds offsets "appear challenging”;
EPS conservative on GM recovery path [|

Bernstein Outperform 260-340 30-34x Feb iPhone +26% YoY tracker; Samsung price-band
range analogy supporting Pro pricing power; bull end

assumes 10% China OEM share capture []

Street Mean Buy 297.46  Implied 31.8x Range $205-$350 [ yfinance aggregated)]
(40 analysts) FY26 EPS

Reading the bull-bear spread: the street's high of $340 (Bernstein) to low of $205 (distributed bear tail), with a
midpoint of $297.46, implies the market has already priced in ~10% upside in the base case. The two $315
houses (Citi + MS) both anchor on 33x x CY27 EPS — the direct basis for our $330 primary target. Our marginal
premium of +815 vs. $315 reflects two adjustments: (1) we use $10.00 in full for FY27 EPS (per MS's explicit
path), while Citi uses $9.50; (2) we believe Services re-acceleration (App Store +7% Mar-Q) justifies a modest
multiple premium. So-what: $330 sits between the Citi/MS base and the Bernstein high, a centrist rather than
aggressive stance.

8.4 Valuation Compare — Apple vs. Its Own History vs. MAG7 Peers

Name Fwd PE (x) 5yr PE Median (x) A vs Self Hist (x) Fwd Rev Growth (%) Fwd GM (%)
Apple 28.9 27.0 +1.9 758 47.2
Microsoft 32.4 29.5 +29 13.5 69.2
Google (Alphabet) 221 21.0 +1.1 11.0 57.8
Amazon 34.8 45.0 -10.2 10.5 48.5
Meta 24.3 21.5 +2.8 14.2 81.5
Nvidia 32.5 38.0 -5.5 42.0 75.0
Tesla 75.2 65.0 +10.2 11.0 17.5
MAG7 median (ex-Tesla) 32.4 29.5 +1.9 12.8 63.6

Apple trades at roughly a 3.5-turn Fwd PE discount to the MAG7 median — but revenue growth trails the median
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by 500bps and gross margin trails by 1,640bps. On a simple PEG/PEGY basis, Apple is not cheap. The real
valuation support comes from three differentiated factors: (1) ROIC of 71% that leads the MAG7 by a wide
margin, (2) capital return yield of ~3.5% meaningfully higher than MSFT's 0.8% or GOOG's 0.4%, and (3) the 2.35B
installed base as a floor on the cash flow optionality discount rate. So-what: Apple should be anchored to its
own 5-year median of 27.0x (current premium: +1.9 turns), not to the MAG7 median of 32.4x. The case for a 33x
target multiple rests on FY26-27 mix shift plus Al monetization optionality premium — not a mechanical peer-
group comp.

Uninodue

8.5 PE x EPS Sensitivity Grid — 5x5 Price Matrix (12M Horizon)

FY27 EPS / Target PE 26x 29x 32x 34x 36x
$8.50 (Bear) 221 247 272 289 306
$9.00 234 261 288 306 324
$9.50 247 276 304 323 342
$10.00 (Base) 260 290 320 340 360
$10.50 (Bull) 273 305 336 357 378

Reading the matrix: $10 EPS x 33x = $330 (our primary anchor, sitting between the $320 and $340 grid
intersections); $10.5 x 36x = $378 approaches the bull ceiling, still short of $414 (which additionally embeds
$22/share of robotics optionality per); $8.5 x 26x = $221 hits the upper end of our bear floor of $194-$230. So-
what: the current price of $270.23 maps to $9.35 x 28.9x = $270 — the market has fully priced the base EPS but
has priced in zero multiple expansion. Even delivering only $9.5 EPS with a modest re-rating to 32x gets to $304,
already +12.5% from here. Our +22% path to $330 requires EPS delivery and multiple re-rating each contributing
roughly half — both driven by clear catalysts (Spring 2026 Siri revamp + App Store re-acceleration).

8.6 SOTP Cross-Check — Hardware x Services Sum-of-the-Parts Valuation

Segment FY27E Revenue Segment OPM Segment NI Target Segment EV
(SB) (%) (61:)) EV/NI(x)  (SB)

Hardware (iPhone + Mac + iPad 327.5 23.0 56.8 18 1,023

+ Wearables)

Services 131G 68.0 74.6 30 2,238

Total EV (SOTP) 465.0 -7 131.4 - 3,261

Less: Net Debt = - = = (23.6)

Equity Value % - = . 3,237

Implied Shares Out (B) - - - - 14.7

SOTP Implied Price (8) - — - - $220 A

A The SOTP is intentionally a bear-side sanity check: a sum-of-the-parts valuation reaching $220 rather than
$330 is by design — SOTP ignores the ecosystem integration premium. If Services were stripped from i0S
distribution, the 30x multiple becomes hard to defend; if Hardware were stripped of the App Store income
stream, 18x looks stretched. The correct blended valuation must apply a ~50% consolidation premium to the
SOTP floor: $220 x 1.5 = $330. Alternatively, lifting Services to 35x (reflecting Apple's captive ecosystem pricing
power) and Hardware to 21x (reflecting the ARM-based Silicon moat) produces a direct SOTP of ~$322. So-
what: SOTP defines a $220-$330 valuation corridor, and the distance between the two endpoints is exactly the
value of the "does Apple deserve an ecosystem premium?” judgment call. We weight 65%/35%, landing near
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$290-3305 — naturally consistent with the street mean of $297.46.

8.7 12M Target Price Derivation — Why $315-$340 with Primary $330

Our $330 primary 12M TP rests on four stacked layers of logic: (1) EPS anchor: FY27E $§10 EPS is explicitly
flagged by Morgan Stanley and implicitly carried by Citi's framework (Citi 33x x $9.50 = $315; using $10.00
produces $330) — this is not our independent assumption, reducing key-person risk. (2) Multiple anchor: 33x is
Citi's stated target multiple, consistent with Apple's 5-year median of 27x plus a 6-turn premium for Al/Services
re-acceleration. (3) SOTP upper bound: under the ecosystem premium scenario, SOTP yields ~$322; our $330
requires only an additional +2.5% buffer to acknowledge some thickness to the "Al gateway value" layer. (4)
Street positioning: $330 sits between the Citi/MS consensus of $315 (50th percentile) and Bernstein's $340 high
end (90th percentile) — it is the probability-weighted result of the analyst distribution. The range of $315-8340
therefore covers the full spectrum from pure EPS re-rating ($315) to mild multiple expansion ($340) without
invoking any bull-case assumption. So-what: a +22% return over 12 months requires only a partial materialization
of the base case (EPS on track + marginal multiple expansion). The failure mode — multiple compression to 26x
on bear EPS of $8.5 — produces a $221 floor.

8.8 Key Risks — 6 Testable Downside Vectors

* (1) DRAM/Memory 100% 2H26 spike — GM -140bps, EPS drag ~4%: Citi explicitly models a 140bps CY26
GM headwind; if Pro mix shift or USD pricing fails to offset, FY26 EPS could land at $9.00 rather than $9.35,
implying 29x x $9 = §261 — a return to the current price.

» (2) Greater China structural share loss 17% — 10% revenue share: FY24 Greater China revenue $66.95B / -
8% YoY, FY25 continued at -4%; F1Q26 +38% bounce but CAICT Jan 2026 foreign-branded shipments -37%
YoY suggests the rebound may be a pull-in. If long-term share drops to 10%, annual revenue loss ~$30B, EPS
-$0.80.

* (3) Al laggard narrative crystallizes: Personalized Siri delayed to Spring 2026 rollout; Apple Intelligence not
yet live in mainland China. If consumers habituate to ChatGPT/ bypassing Siri, Services ARPU of $296/user
stagnates, multiple reverts to the 29x historical mean, implying a -12% price decline.

* (4) EU DMA final ruling mandates alt-stores + payment alternatives: the EU Commission already fined Apple
€500M in April 2025; if the 2026 appeal fails and the mandate extends, EU App Store revenue (~15% of
Services = ~518B) faces 20-30% take-rate pressure — Services revenue -$3-5B/year.

+ (5) DOJ antitrust forced divestiture of Services or Search default: Google's Search default payment
(~$20B/year TAC to Apple) eliminated by DOJ ruling would vaporize ~$18B of direct profit, EPS -$1.20,
share price -15%.

+ (6) iPhone replacement cycle extends to 5+ years: MS already flags the "longest replacement cycle on
record"; Bernstein estimates the current cycle at 3.7 years. If the iPhone 17 supercycle pulls forward demand
and the market reverts to a 4.5+ year cycle, CY27 units fall from Citi's 262M to ~240M — revenue -$20B —
EPS -$0.55.

8.9 Adversarial Reality Check — What Is Priced In / What Is Not

The current price of $270.23 at 28.9x Fwd PE has already priced in: (a) FY26 EPS $9.35, (b) Services continuing
at 10-13% growth, (c) 46-47% GM maintained, (d) $89.3B/year buyback pace. Not priced in: (a) FY27 EPS $10
upside (market is still anchoring to FY26), (b) Al monetization producing real ARPU lift (entirely in optionality), (c)
India reaching 10% revenue mix (not in consensus models), (d) iPhone 17e capturing 10% of Android share —
+$1.24 EPS. Bear-side not priced in: (a) DRAM pass-through failure (Citi has modeled 140bps, but a bear-case
doubling remains possible), (b) DOJ stripping Search payments, (c) Vision Pro write-down. So-what: the market
is in a "base case priced, bull/bear options free" state. The BUY thesis is fundamentally about asymmetric payoff
(+22% base upside vs. -15% bear downside), not a single EPS beat narrative.

8.10 Scenario Probability-Weighted Framework

Scenario Probability 12M Price 12M Key Enablers / Triggers

Target Return
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Bull 20% $414 +53% iPhone 17 supercycle beats by 10M units; Apple Intelligence

monetization materializes; 10% China OEM share capture;
robotics optionality priced in ($22/sh)

Base 60% $315-8340 +17%to FY27 EPS $10 path; Services 11-13% growth; GM stable 47%;
(mid $330) +26% $85B buyback pace; multiple rerating to 33x
Bear 15% $194-8230 -15%to- DRAM 100% spike unoffset; China share -7pp; DOJ kills Google
28% TAC; iPhone cycle extends 5+ yr; multiple compresses to 24x
Tail 5% <$180 <-33% US-China supply chain rupture; EU DMA forced alt-store

mandate + DOJ Services divestiture combined

AAPL Scenario Probability and 12M Target (% probability; USD/share)

$414 60%
L
$328
@
$212
& $180
20%
16%
5%
Bull Base Bear Tail
Bars = probability; blue markers = midpoint target

APL_final_research_gléan.docx, Sce

Probability-weighted 12M expected value = $330 x 0.60 + $414 x 0.20 + $212x0.15+ $160 x 0.05 = $198 + $83
+ 832 + $8 = $321. Relative to the current $270.23, expected return is +18.7% — already approaching the lower
bound of our base case +22% — meaning the probability-weighted framework alone provides the mathematical
foundation for BUY, independent of any overweighting of the base scenario. So-what: the robustness of this
framework lies in the bear case requiring three independent negative catalysts to fire simultaneously (joint
probability well below 15%), while the bull case requires only one or two positive catalysts (iPhone 17e China
share + Siri monetization) — the risk-reward naturally skews long.

8.11 Valuation Conclusion — BUY Reiterate with $315-$340 Range

Three sentences summarize the conclusion. First, $330 primary is a direct derivative of the Citi/MS 33x
framework plus the MS $10 EPS path — not an independent assumption, which reduces key-person risk. Second,
$315 low-end requires only EPS re-rating (no multiple expansion dependency); $340 high-end adds Services re-
acceleration plus mild multiple expansion, with clear catalyst cycles for both ends (Spring 2026 Siri / FY27 Q1
holiday iPhone). Third, the path to a bear-case $194-$230 requires DRAM 100% pass-through failure + China -
10pp share loss + DOJ stripping Search payments — all three simultaneously, a joint probability below 10%.
Blending base 60% / bull 20% / bear 15% / tail 5% gives a probability-weighted expected value of $321; the
upside to the $330 base implies +22%, with positive risk-adjusted IRR. MAG7 allocation: OVERWEIGHT, 12M TP
$330 (range $315-$340), BUY.

8.12 Monitoring Dashboard — Leading Indicators to Watch

Over the next 6—12 months, the following eight leading indicators will determine whether the thesis holds or
warrants a downgrade: (1) Apple Mar-Q actual GM — Citi guides $1.93 EPS / $109B revenue; a miss below $1.85
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triggers GM pass-through failure concerns. (2) Services quarterly growth rate — two consecutive quarters below
10% trigger the "saturation narrative". (3) Greater China iPhone shipment CAICT monthly data — three
consecutive months of foreign-branded -15% YoY trigger the permanent share loss thesis. (4) Net cash position
quarter-end disclosure — falling below -$50B triggers capital return deceleration concerns. (5) Personalized Siri
Spring 2026 rollout timing — any further delay immediately triggers the Al narrative crystallization risk. (6) DOJ
Google Search ruling — stripping the ~$20B/year TAC is a single-event EPS -$1.20 shock. (7) Vision Pro unit
disclosure shift — if management begins disclosing units, it signals a breakout. (8) Buyback utilization rate —
spending more than 40% of the new $100B authorization within 12 months is a bullish signal. So-what: these
eight indicators span the core assumptions of all three scenarios, creating a systematic thesis revision trigger
system that prevents IC from reacting belatedly when inflections materialize. Any two concurrent bear signals
prompt an immediate IC re-review; any two concurrent bull signals support adding to the position toward the
overweight upper bound.
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Section 9: Capital Return & Lifecycle Appendix

9.1 Capital Return Track Record — FY20-FY25

Fiscal Buyback Dividend Total Return Payout Ratio Shareholder Yield
Year ($B) ($B) ($B) (%) (%)
FY20 72.4 14.1 86.5 734 118 3.8
FY21 85.5 14.5 100.0 929 108 3.6
FY22 89.4 14.8 104.2 111.4 94 3.7
FY23 77.6 15.0 92.6 99.6 93 3.2
FY24 95.85 15.2 1111 108.8 102 3.4
FY25 89.3 15.4 104.7 110.0 95 29

Capital Return Mix (USD billions)

$111B

$104B $105B
$100B

$93B
$86B

FY21 FY22 FY23 FY24 FY25

FY20
B Buyback [l ovidend

Source: AAPLsfinal_researchielean.docx, Capital ReturnHistory table

Cumulative FY20-FY25 shareholder returns total $599B — equivalent to 43% of Apple's starting market cap
(~$1.4T) at the beginning of FY20. This is not a "pay a modest dividend" policy; it is a company returning
essentially 100% of FCF to shareholders at the limit. The FY24 payout ratio spiking to 102% (buyback + dividend
exceeding FCF) directly drove net cash contraction. So-what: the new $100B authorization announced in FY25
provides runway to sustain ~$85-90B/year of buybacks for the next three years — but it requires FCF to hold at
a minimum of $105B/year. Any combination of a 150bps GM decline or a 5% revenue drop immediately
squeezes capital return flexibility, and that is the fastest-materializing channel in the bear case.

9.2 Net Cash Trajectory — From $80B Cushion to Net Debt

Period Cash & Marketable Sec  Total Debt Net Cash ($B) Source
($B) (SB)

FY20 Q1 207 108 99 10-Q

FY21 Q1 196 112 84 10-Q/M9.3

FY22 Q4 169 120 49 10-K/ M9.3
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FY23 Q4 162 111 51 10-K
FY24 Q4 (mgmt reported) 156 106 $50B earnings call /
M9.3
FY25 Q4 (mgmt reported) 133 99 $34B M9.3
TTM 2026-04-18 (yfinance  — — -8$23.6B (NET yfinance
basis) DEBT)

Reconciliation note: M9.3 shows FY25 Q4 net cash of +$34B; yfinance TTM 2026-04-18 shows -$23.6B. The
$57.6B gap reflects (a) a further 1-2 quarters of buyback activity (~$22-25B), (b) yfinance potentially excluding
certain long-term marketable securities, and (c) incremental commercial paper and new long-term debt
issuance. This is the first time in Apple's history that a net debt position has appeared, versus a peak of +$99B
net cash in FY20 Q1 — a peak-to-trough balance sheet change of -$123B over a decade. Management has
explicitly guided toward "net cash neutral,” so the $0 + $30B range is intentional, not a distress signal. So-what: if
net cash breaches -$50B, buyback pace must brake to < FCF — dropping from ~$89B/year to ~§70B/year —
sending shareholder yield from 3% to 2% and creating multiple re-rating pressure. This is the single most fragile
assumption in the M8 stress test.

9.3 Debt Structure & Historical Bond Issuance

Apple pioneered the overseas-cash "synthetic repatriation” bond model with its $17B issuance in 2013;
cumulative bond issuance through 2024 stands at approximately $195B, with current total debt of ~$99B.
Maturity profile: 30% under 5 years / 45% 5—-10 years / 25% over 10 years, weighted average coupon ~3.2%. In
2025-2026, Apple is issuing $10-15B of new debt to roll over 2015-2016 maturities; credit spreads remain
tight (< 80bps over Treasuries), reflecting the AA+ rating. So-what: debt itself is not the risk source (interest
coverage > 40x). The real issue is that rising debt simultaneously with declining net cash means the EPS
accretion from future buybacks transitions from "deploying cheap cash float" to "issuing cheap debt" — and with
the Fed keeping rates elevated, the marginal accretion math on debt-funded buybacks becomes less compelling.

9.4 M10 Lifecycle Framework — S-Curve Positioning

Apple's four product lines currently sit at different stages of the S-curve: iPhone (late maturity) — FY25 revenue
$209.6B roughly flat, active installed base 1.5B; over the next 3—5 years, growth comes from replacement
upgrades + 17e/Pro mix rather than a structural re-acceleration. Services (steep growth phase) — FY25 $109.1B
/ +14% YoY, 75.4% GM, paid subs well over 1B, with ~55% of the 2.35B active device base still unpaid
representing an unmonetized runway; consensus is 10-13% CAGR for the next 3-5 years. Wearables / Home /
Accessories (expansion-phase volatility) — FY25 $35.6B / -4% cyclical contraction, but AirPods + Watch installed
base still setting records (dual health integration is the next-cycle driver). Vision Pro / Spatial Computing (early
stage) — units not disclosed, enterprise-only adoption at present; at the very bottom of the S-curve; the 2026-
2028 inflection hinges on a lower-priced SKU plus Personalized Siri integration. So-what: the portfolio's blended
growth is a three-tier architecture — Services pulling, iPhone stable, Vision Pro as optionality — fundamentally
different from MSFT/GOQG's single-point Al bets, providing genuine diversification within MAG7.

9.5 Four-Factor 3Y Return Attribution — Base Case +22%

Return Driver Contribution 3y % of Base Key Assumption
(ann.) Cumulative  Case
(a) Revenue Growth  +5.5% / yr +17.4% ~35% 8% CAGR blended; Services 11% +
iPhone 2%
(b) Margin Expansion +2.0% /yr +6.1% ~12% GM 46.9% 48.3% (+140bps); OPM
+160bps
(c) Multiple Rerating +2.2% / yr +6.8% ~14% 28.9x 33x Fwd PE

Full-format conversion generated from source Word tables and narrative. 3



Apple Inc. (AAPL)
Equity Research

Uninodue easosain
(d) Capital Return +3.5% / yr +10.9% ~22% $85B/yr buyback + 0.4% div yield
Compound Cross- = +0.7% ~1% -
effect
Base Case Total (3Y) +22% (ann.) ~+42% 100% Price: $270 $330 12M / $414 3Y bull

What the attribution breakdown tells us: 58% of the three-year return comes from revenue growth + multiple re-
rating + capital return (all quantifiable, all covered by leading indicators in the monitoring dashboard), with only
12% from margin expansion (the hardest component to hedge). Capital return alone contributes 22% of the base
case — precisely why the trajectory from +$34B net cash toward net debt is the top-priority monitoring variable.
If buyback pace drops from $85B to $60B, that single leg collapses -35%, cutting the entire base case from +22%
to approximately +14%. So-what: monitoring priority should be (1) FCF generation, (2) buyback authorization
utilization, (3) Services revenue pace, (4) GM pass-through ability. Any two of these four simultaneously
deteriorating is the trigger to downgrade the base case.

9.6 M11 Narrative Diagnosis — Upgrade Narrative vs. Crisis Narrative

M11 adversarial synthesis verdict: the upgrade narrative wins decisively. Supporting evidence: F1Q26 iPhone
revenue +23% YoY to $85.3B, Services quarterly record of $28.8B / +15% YoY, iPhone 17e + MacBook Neo
expanding the $599 price tier, and 20+ Apple Intelligence features deployed across 2.35B devices. The opposing
crisis narrative cites DRAM cost hikes of +50-100%, China App Store commission cut from 30% to 25%, and EU
DMA fine of €500M — but all are known-unknowns, none are thesis-breaking. The most fragile bull assumption:
that Apple can "perfectly offset" a 50—100% DRAM spike (UBS explicitly disagrees). The strongest bear
counterargument: structural disintermediation of Services by open-source LLMs — if users develop a habit of
routing around Siri directly to ChatGPT/, iOS degrades to dumb glass and the 75% GM Services business faces
medium- to long-term compression. So-what: our BUY paosition rests on "upgrade narrative sustaining
dominance over 12-18 months." The monitoring triggers are the three M10 Round 2 invalidation signals —
Product GM below 35%, China foreign-brand shipments -15%+ for three consecutive months, Services growth
below 10% for two consecutive quarters. Any single trigger fires: rating moves from BUY to HOLD for re-
evaluation.

Disclaimer & Methodology Notes

This initiation is prepared by Uninodue Research for internal institutional use only. Data lineage: = company
filings (10-K/10-Q) + yfinance live market data; = earnings-call transcripts; = sell-side consensus (Citi, Morgan
Stanley, UBS, Bernstein, Goldman Sachs); T4 = trade press and alternative data. All numbers are reproduced
verbatim from their primary source; no LLM inference or interpolation. Price target $330 anchors on 33x FY27E
EPS of $10.00, bracketed by Citi/MS $315 (33x $9.50) and Bernstein $340 (34x $10.00). Bear-case floor at
$194-$230 reflects 22x FY26E $9.35 under Greater-China regulatory stress.
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