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Apple Inc.
More controversies than expected, but

reiterate Buy ahead of iPhone 8 cycle

Reiterate Rating: BUY | PO: 155.00 USD | Price: 147.51 USD

Qualcomm royalty questions; Services, China growth

Shares of Apple could be temporarily under pressure given the following concerns: (1)
grass margins likely benefited g/g from lower accrual of QCOM royalties by our estimate
(Fig 1), (2] services growth deceleration from 20%-+ to 18% although some adjustments
(Fig 2) alleviate these concerns, (3) China growth weak despite easy comps as sales of
6/65 more challenged given no form factor update and market turning more
competitive, and (4) a slower rate of switching when adjusted for the China slowdown.
However, despite these concemns, we continue to like: (1) the increased capital return (up
by 550bn) and the expected return of another $89bn over 2 years or 12% of market cap,
i2) potential for significant cash repatriation and associated optionality for incremental
capital return and M&:A, (3] iPhone 8 super lang cycle with higher ASPs, and (4)
increased traction in services including App Store, content, Music, Apple Pay, etc.
Reiterate Buy.

Gross margins and ASP puts and takes

In our opinion Apple could be accruing for QCOM royalties at a lower rate vs history,
which Apple deems appropriate and we estimate a ~100bps g/q tailwind although there
are many moving pieces (see Fig 1 for details). We expect Dec to March bridge of GM
as FX (-100bps g/qg), volume leverage (-50bps). commodity pricing (-50bps) vs warranty
accrual (+50bps), positive mix (+100bps) as the remaining moving pieces. The ASP g/g
decline of 540 can be explained by 514 for FX and 526 for seasonally lower memaory
capacity of iPhones. Apple Watch (est 54.7bn LTM revs)+ beats (est 5500mn) + airpods
(~200mn although supply constrained) are as large as a fortune 500 company (55bn).

Main risk remains FX and commodities into iPhone 8 cycle
We model GM in 2H17 to remain robust given our expectation of ASP increases on
iPhone 8, however potentially large swing factors include: (1) FX (particularly relative to
China which faced a 5% headwind and weaker demand), {2) tight commodity pricing
imemory), where management noted a continued tight market (positive for WDC).

Adjusting estimates, PO stays at $155
Our PO of 5155 is unchanged, based on 14x C18E EPS of 511,14
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Key Changes

(Uss) Previous Current
201 TE Riew [mi) 240968 1 23,2957
2018E Rew [m) 2TAATIS 70,8573
H019E Riaw [mi) W pET2 303,868.7
NTEEPS A47 a2
HBEEPS 1083 10.84
HNSEEPS 1204 12,08

Estimates (Sep)
(US8) 20154 20164 HNTE 201BE 2018E
EPS 932 B 9.22 10.94 12,06
GAAP EPS 932 B.36 9.18 10.94 12,06
EPS Change (Yo 425 -8.9% 11.0% 18.7% 10.2%
Conzansus EPS (Blogmibeng) B.96 10.24 10.75
DPS 1.98 219 239 264 250
Valuation (Sep)

20154 20164 2NMTE 2016E 2018E
RiE 16.0x 17.Bx 1600 1352 12.2x
GAAP PE 16.0x 17 B 16.1x 1352 12.2¢
Dividend Yield 1.5% 1.5% 1.6% 18% 2.0%
EW /EBITDA* 11.0x 12 B 121x 10.82 9.9y
Frae Cash Flow Yiekd* 8.7% 6. 2% 7.5% T.2% T 6%
* For full definitons of gethod™ measures, see page 11

BofA Merrill Lynch does and seeks to do business with issuers covered in its research reports. As a
result, investors should be aware that the firm may have a conflict of interest that could affect the
ohjectivity of this report. Investors should consider this report as only a single factor in making
their investment decision.
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iQprofile” Apple Inc.

Company Sector

#methad ™ - Bus Perlormance” T Harchrare

(LSS Milllons) 20154 H216A 2017E 2018E 2019E —

Rty on Capital Erngloyed RT3 20.75% 18.9% 17 8% 1574, Company Description

ET;I:?IE m;?ln 43202:: ggg:f: ggll;: g;g:f: g?;;: Apple Inc. (AAPL) designs, manufactures, and

Fraa Cazh Flow 70,019 5% (190 63707 61 820 B4 BBS markets consumer electronics and computers, and
has developed its own proprietary i05 and Mac 0%
X operating systems and related software

#gmethad ™ — Quality of Earings® platform/ecosystem. Revenues are principally

(USS Millions) ) 154 W16A 2017E 2018E 2015E derived from the iPhone line of smartphones,

E:$1 mﬁmeﬁﬂ:ﬁﬂ :gi :;i :Ei :;i :;i hardware sales of the Macintosh family of

Taux Rate 2 4% B8 pey 28 74, 28 1% 2 11t notebook and desktop computers, iPad tablets, and

Met Diabt-to-Equity Ratio 3655 B1.5% 280 £.5% 26.1% iFod portable digital music players. The comparny

Interast Cover M 0] MAA MR MR also realizes revenue from software, peripherals,
digital media, and services.

Incorme Statement Data (Sep)

(USS Millions) M15A M16A 2017E 2018E 2019E Investment Rationale

Sales 233,715 215639 233 296 270 857 303 968

% Changa 57 o9 T f Do, 16,15 18090 We rate Apple a Buy on potential upside from 1)
Gress Prodit 04,201 B5 032 80,741 104, 646 114,912 Continued long-term oppartunity in China, 2)

“ Ghanga 3275 4.7% 6.7%% 15.3% 98% potential share gains from the release of a lower-
EEng:'aﬂ o Egi%zg 71'437;"? TZE:IE!; ﬁ]:n;? 9595?:59 end iPhone, 3] strength in the upcoming iPhone 8
Net et & Othr Inoms 1285 138 208 2470 £ eycle, 4) opticnality n cash balance, revenue

Het Income (Adjusted) 53,304 45,667 48,317 55,120 58,318 sources like Apple Pay, Apple Watch, home/health

% Change 35.1% -14.4% 5E% 14.1% 5.8% kit, ete., that will take time to mature.

Free Cash Flow Data (Sep)
(WSS Millions) 2154 2N16A 2017E 201BE 2018E
Mt Ir1|::4.3|'1'n§I frcser EnnF Dp&fal'ms (GAAP) 56,034 48 114 51,762 50 033 B2 542 Stock Data
Depraciation & Amortization 11,267 10,505 10,155 0492 11,085
Change in Waosking Capital 11,647 484 8,09 2 856 2,102 .
Detored Taxalinnmﬂhaﬂge 1,382 4938 5 562 5 480 5,480 fAverage Daly Volme ZH35%0
Cither Adjustments, Net 946 TEY 1,252 1,375 1,484 ; :
Capital Expenditure (11,247} (12,734} (14,122} (16,418} (18,424) Quarvarly Eamings Estimates
Frea Cash Flow 70,019 53,000 63,707 61,820 64,865 16 0T
% Change J9.6% =24.2% 20.0% <3.0% 4.9% ol 1.380 3 964
a2 1.904 2104
a3 1.424 1.61E
Balance Sheat Data (Sep) 24 1.674 213E
(LSS Milllons) 20154 H216A 2017E 2018E 2019E
Cagh & Equivalents 21,120 20484 47 025 109 458 172,1BE
Trade Raceivables 16,648 15,754 18,930 20 B4b 22 639
Oither Current Assets 51,400 0631 T4 BTE 75,150 75,630
Progarty, Plant & Equipment 224 27,010 30,160 35 403 40,975
Cither Mon-Currant Assals 178,630 167 BOT 205,261 206,947 208 BB

Total Assels 200,479 321 6B6 376,075 447 6093 520,313
Shor-Term Debt 10,589 11,605 10,000 10,000 10,000
Cither Cusrant Liakdities BY 611 BT 401 74 0870 B0 035 B85, 2a2
Long-Tenm Dabt 53 463 75427 B4 531 B4 531 B4 531
Cither Mon-Currant Liabilites 37,051 35,004 42 498 42 852 42 604

Total Liabilities 171,124 193 437 212,000 217118 222 387

Total Equity 119,355 128,249 164,078 230,575 297 946

Total Equity & Liabilities i 200479 321,686 376075 447693 520,313
* For full definitons of fetod™ measures, see page 11
2 fpple Inc. | 03 May 2017 a“;:;'m;“'%
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Key points to focus on post the quarter

1. Apple is accruing for Samsung royalty payments at a rate at which
management believes it will actually pay. However, this rate could be different
from the rate accrued at in the past. Apple reported F2Q17 gross margin at
the high end of the guidance range 38.0-39.0%. We estimate a 50-100bps g/g
benefit, between F1017 and F2Q17, because of change in the accrual rate
related to royalty payments to Qualcomm.

Figure 1: Estimating q/q benefit from Qualcomm payments withholding

Gross Margin F1017 8.5
Haadwingds

Hegalive levarags Fom lowee wolume RS
Headwind from FX 10
Component cost noreases 050
Talwirds

Warranly Aol (k= )
Better mix |7 Plus) Pl
Calculated FRO17 Groas Margin 3800
Repoied F2217 Gmoes Mamgin 3890
[Expected benehi iom Cuaicomm wihhalding FEA

Sources Cormpany reparts, Boff kerill Lynch Global Research estimates
2. Services rev grew 17.5% y/y which is consistent with the growth rate seen in
F1Q17 (after adjusting for one-time items, as shown in Figure 2).

Figure 2: Services growth adjusted for one-time items
Fidle Fa01e FO17 F2017

Services Rev (§mn, reported) $6.056 55,90 fravz Fr.041
Adjustments:

Patent infingement payment ($mn) ($5448)

Additional week (14th weeak] ($700)

Adjusted Services Rev (Fmn) $5.508 $5.891 $6.472 F7.041
reporied SEMVICEE rev yy 18.4% 17.5%
adjusted servcies rev yiy 17.5% 17.5%

Sources Cormpany reparts, Boff kerill Lynch Global Research estimates

3. iPhone ASP change: iPhone ASP in F2Q17 was 5655, which was 540 lower
sequentially than the 5695 reported in F1Q17, but 513 higher than the 5642
reported in the March 2016 guarter. In Figure 3, we split out the contribution
of mix and FX to the total dollar ASP change.

Figure 3: Parsing iPhone ASP /g and y/y change into Mix and FX

Fea16  F1Q17 Mix FX F2Q17 Change
a/q $695 (526) ($14) $655 ($40)
yiy $642 £26 ($13) $655 $13

Source Comnpany reparts, Boff kerill Lynch Global Research estimates

4.  Apple could be facing some challenges at the lower end of its iPhone portfolio
in China: Revenue growth y/y in Greater China for the first two guarters of F17
improved significantly over the F2ZH16. For F1H17, revenue declined 13% y'y
vs. the 32% y/y decline seen in FZH16. However, in our opinion, Apple is
experiencing more challenges at the lower end of its iPhone portfolio in China.
iPhone 7/7 Plus demand remains strong. However, Apple referred to a “pause”
in iPhone demand, which we assume refers to sales of iPhone 6/65. (We don't
view iPhone SE as a big contender in China anyway given a general preference
for larger screen size phones.)

5. Apple mentioned that revenue from wearable products (including Apple Watch,
AirPods and Beats headphones) over the last four quarters was the size of a
Fortune 500 company. Ower the last four quarters, we estimate 54.7bn

Bn:er::lflfmzll:ca@ Apple Inc. | 03 May 2017 3
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revenue from Apple Watch, 50.5bn revenue from Beats and 5150mn from
AirPods.

iPhones mostly inline in 2Q, guidance slightly lower

Apple reported F2017 revenue of 552.9bn, which came in lower than our/Street
estimates of 554.7bn/553.1bn, but EPS of $2.10 was above our/Street estimate of
52.08/52.02, respectively. Gross margin (including stock based comp) came in at 38.9%
iat high end of guidance) and compared to our/Street prior estimates of 38.609:/38.7%.
iPhone unit sales were 50.8mn vs. our expectation of 5Tmn.

Apple guided June quarter revenues lower than expected to 543.5bn - 545.5bn, which at
the mid-point (544.5bn) compares to our/Street prior $50.4bn/545.7bn. Gross margin
{incl. stock comp) guidance was in line with expectations (37.5% - 38.5%, 38.0% mid-
point, which compares to our/Street prior estimates of 38.5%/38.3%, respectively). The
guidance implies an EPS range of 51.45 - 1.61 (51.53 at the mid-point), which is lower
than the prior Street estimate of 51.62 and our prior estimate of 51.79. OpEx was
guided to $6.6bn-6.7bn, which is higher than our prior estimate.

We expect FX to have a negative S1bn impact on F3Q17 revenues. Gross margin impact
g/q from FX is about -10bps.

We reiterate our Buy rating on Apple given 1) strong capital return program with annual
increases, 2) optionality from a large cash balance, and 3) an expected strong upgrade
cycle for iPhone 8.

Figure 4 shows our old vs. new unit estimates.

Figure 4: BofAML - New vs. old estimates

Old Estimates MNew Estimates
Units (K) F16 F17 F1a F19 Fi16 Fi7 Fi8 F18
iPhone 211.884 223,290 240,000 266,000 211.884 219.053 240,000 266,000
iPad 45,580 38,577 37,420 37,420 45,5590 39,490 38 306 38,306
Mac 18,484 18,941 19,508 20,085 18,484 18,894 19,451 20,044
iPod 6,372 5,093 4,078 3.263 B.372 5.088 4.078 3.263
Apple Watch 10,500 14,000 23,800 3,040 10,500 14,000 23,800 33,040

Source Cornpany reparts, Boff kerill Lynch Global Research estimates

Capital return program gets a $50bn boost

Apple’s balance sheet remains strong with $256.8bn in cash and short and long-term
investments (93% or $240bn of which is located outside of the US). In the quarter,
Apple returned $10bn to shareholders, including %3bn in dividends and 54bn on
repurchases of 31.1mn shares through open market transactions. In addition, Apple
launched a new $3bn Accelerated Share Repurchase (ASR) program resulting in initial
delivery and retirement of 17.5mn shares. Apple has completed a total of $211.2bn of
its capital return program, which was increased to $300bn from $250bn (550bn
increase). The program now expires in March 2019,

Apple raised its share repurchase authorization from 5175bn to 5210bn, and raised its
guarterly dividend by 10.5% to 50.63 from %0.57.

; Bankof America %=
4 Apple Inc. | 03 May 2017 Merrill Lynch
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Figure 5: Apple capital return history

apr-jun pl-s=ep  oct-dec  jan-mar aps-jun jul-sep  oct-dec  jan-mar
F3Q15 F40Q15 F1Q16 F2Q1e FI3Q1i6 F401E F1g17 F2017 Total
Tatal Capital return program ($mn, beginning)  $150.000 $200,000 250,000
Mew Authorization ($mn) $50.000 F50.000 B50,000  §240,000
Total Capital return program ($mn, ending)  $200.000 $250,000 300,000
Share buyback authorization ($mn, beginning) £50.000 %140,000 175,000
Mew authorization ($mn) H50.000 #35.000 F36.000
Total share buyback authorization ($mn)  $140.000 5175,000 210,000
Accelerated buyback program (Smn) [§6.000) (53,000 (H6.000) (56,0000  [($3,000) (%61,%50)
Open market buybacks (3mn) [B4.000) ($14,027)  (33,000) (§7.000) (H4.000) (%30 (55,0000 {$4.000) (589,026)
Total Buybacks {§bn)  ($10.000) ($14,027) (%6.,000) (§7.0000 ($10000) ($6,000) ($11.000) (%7.000) (5150977
Share buyback authorization ($mn, remaining) $50.000 535973 $29.973 22873 BTOFI 0 341973 §30.973
Buyback authorization utilized (Smn) FR0.000  $104,027 $110,027 $117.027 $127027 8133087 ®i44.027
Accelerated program ehares repurchased (K] 48293 122 60,452 22 458 4% 200
Accelerated program repurchase share price 12424 £103.02 £89.25
Open market shares repurchased (K) 323 12,802 25,984 41,238 28579 44,333
Open market repurchase price per share (§) 123.08 511515 511545 Hr.00 310487 S11273
Davidends paid (Smn) (3.053) ($2964) (22989) (52002} (R31BT)  ($3.082) (331300 ($3.004) (554,023)
Total Capital returned to shereholders (Smn)  ($13.053) ($16.991)  (53,965) (89002} (313187  ($0002) (§14.130) [S20:5,000)
Taxes related to Settlement of Equity Awards (%6,200)
| Total capital returned including taxes: 15211200

*ASR program shares delivered over multiple gtrs
Source: Cormpany reparts, Bof Merill Lynch Global Research

Bank of America 5=
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Model

Figure 6: Apple Income Statement
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Figure 7: Apple Segment Details
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Figure 8: Apple Balance Sheet
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Figure 9: Apple Cash Flow Statement
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Price objective basis & risk

Apple Inc. (AAPL)

Our PO of 5155 is based on 14x our C2018 EPS estimate of 311.14. Qur target multiple
compares to the long-term historical range of 9-14x (median 12x). We believe this
multiple is justified given the anticipation of a strong upcoming iPhone 8 cycle where
we expect smoother, more consistent growth in iPhone units. We also think a 14x
multiple is justified given large cash balance and opportunity to diversify into other
areas, and increasing mix of services. The multiple also reflects the potential for new
repatriation tax laws that would allow for repatriation of a significant portion of the
company's foreign cash.

Downside risks are: the potential implementation of a border adjusted tax, trade
conflicts and a stronger USD. Other risks are: Apple's significant exposure to the iPhone,
commaditization in the smartphone market, intensifying competition in the tablet
market, managing beat and raise expectations for EPS estimates, and accelerating pace
of product innovation impacting margins.

Analyst Certification

l. Wamsi Mohan, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers. | also
certify that no part of my compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or view expressed in this research report

US - IT Hardware and Technology Supply Chain Coverage Cluster
BofA Merrill Lynch

Investment rating Company ticker Bloamberg symbaol Analyst
BUY
30 Systems Corporation DO ooous Wamsi Mohan
Apple Inc. AAPL AAPL S Wamsl Mohan
Arrow Elactronics Inc. ARW ARW US Param Singh, CFA
Flax Lid. FLEX FLEX LS Ruplu Bhattacharya
HP Inc. HPC HPFQ LS Wamszi Mohan
Intermational Business Machines Corp. IEM IBM US Wamsi Mohan
Jail Circuit, Ing. JEL JELUS Ruplu Bhattacharya
PMutanix Inc NTh NTNX US Wamsl Mohan
Sensata Technologies Haolding M.V, 8T STUS Wamsi Mohan
TE Cannectvity Lid. TEL TELUS Wamsi Mohan
Tech Data Carp. TECD TECDUS Pararn Singh, CFA
Teradata Corporation TDC TDC US Wamsi Mohan
‘Wastarn Digital Corporation WOG WDC U3 Wamszi Mohan
HEUTRAL
Amphenol APH APH US Wamszi Mohan
Aynat Inc. AVT AT US Param Singh, CFA
Coming Inc. GLW GLW LS Wamsi Mohan
Hewlett-Packard Enlerprise HPE HPE LS Wamsl Mohan
Mathpo Ine. NTAP NTAP US Wamsi Mohan
UNDERPERFORM
Seagate Technohagy STk STAUS Wamsi Mohan
Stratasys Lid. 55YS S8Y5 US Wamsl Mohan
Vighay Intentechnalogy, Inc. VEH WEH US Ruplu Bhattachanya
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iQrethed " Measures Definitions

Business Perlormance Mumerator Denominator

Ratum On Capital Emglayed MOPAT = (EBIT = Intarast ncome) * (1 - Tax Rata) + Goodwill Amortization Total Assets — Current Liatslties + ST Dabt + Accumulated Goodwill
Ampriization

Retum On Equity Met Income Shareholdars’ Equity

Opesating Margin Operating Profit Salaz

Eamings Growlh Expecied 5-Year CAGR From Latest Actual A

Frae Cash Flow Cash Flow From Cperations - Tolal Capex MiA

Quality of Earnings

Caszh Realization Ratio Cash Flow From Oparations Mt Incorme

Aszal Replacement Ratio Capax Depraciation

Tax Rate Tax Charge Pra-Tax Income

Mt Dhabst-To- Equity Ratio Mat Dabit = Total Debt, Less Caszh & Equivalents Total Equity

Interast Cover EEIT Infarest Expanze

Valuation Toalkit

Price / Earnings Ratio Currant Share Prica Diluted Earnings Per Share (Basis As Specified)

Price | Book Value Carrent Share Prica Shareholders’ Equity / Current Basic Shares

Dividend ¥iald Annualised Daclared Cash Dividend Current Share Price

Frae Cash Flow Yiekd Cash Flow From Cperations - Total Capax Mamet Cap. = Currant Share Price * Current Bagic Shares

Enterprise Value / Sales EY = Current Share Price * Cumant Shares + Minonty Equity + Mat Dabt = Salas

Other LT Linbilities
EY / EBITDA Entarprise Valug Basic EBIT + Depreciation + Amortization
fmethod s the set af Bofk Merill Lynch standard measures that serve to maintain global consistency under three broad headings: Business Perfarmance, Quality of Eamings. and validations. The key features of

IQmethid are: & consistently structured, detailed, and transparent methodology. Guidelines to masmize the effectiveness of the comparative valuation pracess, and to identify same comman pitfalls

Watobe® is our real-time global research database that is sourced deectly from our equity anakysts' eamings modek and indudes Forecasted s wel as histosical data for income staternents, balance sheets, and cash
flow statements for companies covered by Baf Merrill Lynch

Hprafile™, gmethod ™ are service marks of Bank of America Comporaton gatch ee ' a registered service mark of Bank of America Corporation
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Disclosures
Important Disclosures

AAPL Price Chart
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B: Buy, N: Meutral, U: Undarperform, PO: Price Objective, MA: Mo kangar valid. MR- Mo Rating
The Investment Opinian System ts cantained at the end of the report under the heading ‘Fundamental Equity Opinian Key® Dark grey shading indicates the security is restncted with the apinian suspended. kedium grey
chading ndicates the secunity s undes revies with the apinion withdrawn Light grey shading indicates the securty is not coverad. Chart is cusrent as of karch 31, 2007 o such Later date a5 inducated

Equity Investment Rating Distribution: Technology Group (as of 31 Mar 2017}

Coverage Universe Count Parcant Inv. Banking Relationships® Count Pereant
Buy 126 5943 Buy 7o 55.56%
Hald a5 16.51% Hokd 17 48.57%
Sel 51 24.06% Sall 17 33,335
Equity Investment Rating Distribution: Global Group (as of 31 Mar 2017}

Coverage Universe Count Percent Inv. Banking Relationships® Count Percant
Buy 1574 513 Buy 979 62 04%
Hald 640 22455 Holkd 434 62905
Sel ] 2625 Sall 381 47 275

* tssuers that were investment banking clients of Bofit Merill Lynch or one of s affikates within the past 12 months. Far purposes of this Investment Rating Distribution, the coverage unkerse ndudes only stocks. &
stock rated Mewtral is induded as a Hold. and a stock rated Underperform is induded as a Sell

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK RATINGS, indicators of potential
price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a stock’s: (i) absolute total return patential and (i)
attractiveness for investment relative to other stodks within its Coverage Cluster (defined below). There are three investment ratings: 1 - Buy stocks are expected to have a total
return of at least 10% and are the most attractive stocks in the coverage duster; 2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than
Buy rated stocks and 3 - Underperform stodks are the least attractive stocks in a coverage duster. Analysts assign investment ratings considering, among other things, the 0-12
month total return expectation for a stock and the firm's guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be
referenced to better understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price appreciation (depreciation).

Investment rating Total retwrn expectation (within 12-month period of date of initial rating) Ratings dispersion guidelines for coverage cluster”
Buy 2108 = 70%
Metral 2 0% = 30%
Undarperiorm A z 20%

* Ratings dispersions may vary from time to time where Baft Merrill Lynch Research believes it better reflects the imvestment prospects of stocks ina Coverage Cluster

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not considered to be secure) and 9 - pays
no cash dividend. Coveroge Cluster is comgrised of stocks covered by a single analyst or tao or more analysts sharing a commaon industry, sector, region or other classification(s). A stock’s
coverage cluster is included in the mast recent BolA Merrill Lynch repart referencing the stock

Price charts for the securities referenced in this research report are available at hiwpspricecharts baml com, or call 1-B00-MERRILL to have them mailed

MLPFES or ome of its affiliates acts as a market maker for the equity securities recommended in the repart: Apple Inc

MLFF&S o an affiliate was a manager of a public offering of securities of this isswer within the last 12 manths: Apple Inc

The issuer is or was, within the last 12 manths, an investment banking dient of MLPFES andfor ane or more of its affiliates: Apple Inc

MLFF&S o an affiliate has received compensation fram the isswer for non-investment banking services or praducts within the past 12 months: Apple Inc

The issuer is or was, within the last 12 maonths, a non-securities business client of BUPFES and/or ane or more of its affiliates: Apple Inc

MLFF&S o an affiliate has received compensation for imvestment banking services from this issuer within the past 12 months: Apple Inc

MLPFES or an affiliate expects to receive or intends to seek compensation for imvestment banking services from this issuer or an affiliate of the issuer within the next three months: Apgle Inc
MLEF&S together with its affiliates beneficially swms one percent ar mare of the common stack of this issuer. IF this regort was issued on or after the 9th day of the manth, it reflects the
ownership position on the last day of the previous month. Reports issued before the 9th day of a month reflect the ownership position 2t the end of the secend menth preceding the date of
the report: Appde Inc

MLPFES or ome of its affiliates i willing to sell ta, ar buy from, dients the common equity of the issuer on a principal basis: Apple Inc

The issuer is ar was, within the last 12 manths, a secrities business dient [non-investrment banking) of MLPFES and/or ane or more of its affiliates: Apple Inc

Bofa, Mearrill Lynch Research Personnel (including the analyst)s) responsible for this report) receive cormnpensation based upon, among other factors, the oeerall profitability of Bank of America
Corporation, including profits derived from investment banking. The analystis) respansible for this report may alsa receive compensation based upan, among other factors, the overall
profitability of the Bank's sales and trading businesses relating to the class of securities or financial instrurments. for which such analyst is responsible
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Other Important Disclosures

Froem tirme ta time research analysts conduct site visits of coverad isswers. BofA Merrill Lynch palicies prohibit research analysts from accepting payment or reimbursement for travel exgenses
from the isswer for such visits

Prices are indicative and for infoermation purposes anly. Except as otherwise stated in the report, for the purpose of any recommendation in relation te (i) an eguity sscurity, the price
referenced is the puilicy traded price of the security as of close of business on the day prior to the date of the report or, if the report is published during intraday trading, the price referenced is
indicative of the traded price as of the date and time of the repart; or (i) & debt secarity (including equity preferrad and C0%), prices are indicative as of the date and tims of the report and are
from varisus sources including Bank of America Merrill Lynch trading desks.

The date and time of comgletion of the producticn of any recommendation in this report shall be the date and time of dissemination of this repart as recorded in the report timestamp

(Hficers of MLPF&S ar ane or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related imestments

Bofa Merrill Lynch Global Research palicies relating to conflicts of intarest are described at http//go bofa.com,/toi.

“BofA Merrill Lynch® includes Merrill Lynch, Pierce, Fenner & Smith Incorporated ("MLPF&S") and its affiliates. Investors should contact their BofA Merrill Lynch representative or
herrill Lynch Glabal Wealth Management financial advisor if they have questions concerning this report. *BofA Merrill Lynch® and “Merrill Lynch® are each global brands for Bofd
herrill Lynch Glabal Research.

Infarmation relating to Mon-US affiliates of Bofl Merrill Lynch and Distribution of Affiliate Research Reports:

MLPFES distributes, or may in the future distribute, research reports of the following non-US affiliates in the WS (short name: legal name, regulator): Merrill Lynch {South Africal: Merrill Lynch
South Africa (Pty) Ltd, repulated by The Financial Service Board, ML UE): BMerrill Lynch Intematicnal, regulated by the Financial Conduct Authority (FCA) and the Predential Regulation Authority
(PR&J; Merrill Lynch {Australial: Merrill Lyrch Equities (Australial Limited, regulated by the Australian Secarities and Investments Commission; Merrill Lynch (Hong Kang): Merrill Lynch (Asia
Pacific) Limited, repulated by the Hong Kong Secwrities and Futwres Cormrmizssion (HESFC; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pre Ltd, repulated by the Manetary fasthority of
Singapare (MAS); Merrill Lynch (Canada): Merrill Lynch Canada Inc, regulated By the Investment Industry Regulatory Organization of Canada; Merrill Lynch (Mexico): Merrill Lynch Mexico, 54 de
(W, Casa de Boka, regulated by the Comisidn Nacional Bancaria v de Valores; kerrill Lynch [Argenting): Merrill Lynch Arpenting 54, regulated by Comisidn Macional de Vabores; Merrill Lynich
{Japan): Merrill Lynch Japan Securities Co, Ltd., regulated by the Financial Services Agency; Merrill Lynch (Secud): Merrill Lynch International Incomgorated |S2oul Branch) regulated by the
Financial Supervisary Service; Merrill Lynch {Tanwan): Merill Lynch Secwnities (Taiwan) Ltd, regulated by the Seowrities and Futeres Bureau, DSP Merrill Lynch ilndial: DSP Meerill Lynch Limited,
regulated by the Securities and Exchange Board of India; Merill Lynch (Indonesia): FT Merrill Lynch Sekuritas indonesia, regulated by Otoritas Jasa Keusngan (QIK); Merrill Lynch flsrasl): Berrill
Lynch lsrzel Limited, repulated by [srael Securities Authority; Meerill Lynch (Russial: 000 Merrill Lynch Securities, Moscow, regulated by the Central Bank of the Russian Federation; Merrill Lynch
(DIFC): Berrill Lynch Internatiznal (DIFC Branch), regulated by the Dubai Finencial Serices Authority (DFSA); Merrill Lynch {Spaink: Merrill Lynich Capital Markets Espana, SAS Y., regulated by
Comisidn Macional del Mercada De Valares; Merrill Lyrch (Brazil): Bank of America Mernill Lynch Banco Multiplo S A, regulated by Comiss3s de Vakeres Mobiliarios, Merrill Lynch BS54 Company,
Merrill Lynch Kingdam of Sauwdi Arabia Company, regulated by the Capital Market Autharity.

This research report: has been spgroved for publication and is distributes in the United Kingdorn (LK) to professional elients and eligible counterpartios (as each is defined in the rules of the
FCA and the PRA) by ML (LK) and Bank of America Merrill Lynch International Limited, which are autharized by the PRA and regudated by the FCA and the PRA, and is distributed in the UK o
retail dienits (a5 defined in the roles of the FCA and the PRA) by Merrill Lynch Intermational Bank Limited, London Branch, which is authorized by the Central Bank of Ireland and subject to
lirnitesd regulation by the FCA and PRA - details about the extent of aur regulation by the FCA and PRA are availsble from us on reguest; has been considered and distritarted in Jagan by Merril
Lymch (Japan), aregistered securities dealer under the Financial Instruments and Exchange Act in Jagan; is issued and distributed in Hong Rong by Merrill Lynch (Hong Kong) which is repulated
by HESFC iresearch reports containing any imfermation in relation to, or advice an, futwres cantracts are not intended for issuance or distrisation in Hong Kong and are met directed to, or
intended for issuance or distribution o, or wse by, amy persoe in Hong kongl. is issued and distributed in Taiwan by Merrill Lynch {Tanwan); is issoed and distribated in India by DSP Merrill Lynch
(Indial; and is isswed and distributed in Singagone toinstitutional investars and/or accredited imvestors (each as defined under the Financial Advisers Regulations) by Merrill Lynch International
Bank Limited (Merchant Bank) (MLUBLME) ancd bMerrill Lynch (Singapore) (Compary Registration Mos F 0687 2E and 1986028820 respactively). MLIELMB and Merrill Lynch [Simgapore) are
regulated by MAS. Bank of America MA, Australian Branch (ARBM 064 74 531), AFS License 412901 (BANA Australia) and Merrill Lynch Equities |Australia) Limited (ABN 65 00& 276 795), AFS
Licenza 235132 (MLEA) distribute this repart in Australia only to 'Wholesale' clients as defined by s 7616 of the Corporations Act 2001 With the exception of BAMA Australia, neithar MLEA nor
ary of its affiliates invalved in preparing this research repart is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the Australian Prudential Regwlation
Authority. Mo approval is reguired for publication or distribution of this report in Brazil and its lacal distribastion is by Meerill Lynch (Brazil) in accordance with applicable regulations. Merrill Lynch
(DIFC) is autharized and regulated by the DFSA. Research reports prepared and isswed by Merrill Lynich {DIFC) are done so in sccordance with the raquirements af the DFSA conduct of business
rules. Bank of Armerica Merrill Lynch International Lirmited, Frankfurt Branch (BAMLI Frankfurt) distributes this regort in Germany and is repulated by BaFin,

This research report has been prepared and issued by MLPFAS and/or one or more of its nan-U% affiliates. MLPFAS is the distributor of this research repart in the US and accepts full
respomsibility for research reports of its non-U% affiliates distributed to MLPFES dients in the US. Any LS persen receiving this research repart and wishing to effect any transaction in any
security discussed in the report showld do so through MLPFES and not such foreign affiliates. Hong Kong recipients of this research report should contact Merrill Lynch (Asia Pacific) Limited in
respact of any matters relating to dealing im securities (and not Futures contracts) or provisien of specific advice on securities (and not futures contracts). Singapore recipients of this reseand
repart shauld eantact Merrill Lynch Intemational Bank Limited (kerchant Bank) and/or Merrill Lynch [Singapore] Pre Lid in respect of any matters arising from, or in connection with, this
research report.

General Investrment Related Disclosures:

Taiwan Readers: Neither the information nor any aginion expressed berein constitutes an offer or a solicitation of an offer to transact in any securities or other financial instrurment. Mo part of
this regart may be used or reproduced ar guated inany manner whatsoever in Taiwan by the press ar any other person without the express written cansent of BofA errill Lynch.

This research report provides general infarmation enly. Meither the infermation nor any epimion expressed constitutes an offer or an invitztion te make an offer, w buy or sell any securities or
other financial instrument or any derivative related to such seowrnities or instrurmnents (e g, options, futures, warrants, and contracts for differences). This report is not intended to provide
personal investmeant advice and it does not take inte account the specific investment objectives, financial situation and the particular needs of any specific persen. Investors should seek
financial advice regarding the appropriateness of imesting in financial instrurments and implementing investment strategies discussad or recommended in this report and should understand
that statemants regarding future prospects may not be realized Any decision to purchase or subscribe for securities in amy offering must be based salely an existing public imformation on such
security or the infarrmation in the prospectus or other offering docurment isswed in connection with such offering, and not on this repart

Securities and other financial imstrurments disoussed im this report, o recormmended, offered or seld by Merrill Lynch, are not insured by the Federal Deposit Insurance Corporation and are not
deposits or ather abligations of any insuwred depository institution (including, Bank of America, WAL Investments in general and, derivatives, in particular, imvolee numensws risks, imcduding,
amang othars, market risk, counterparty default risk and liquidity risk. Mo security, financial instrument or derivative is suitable for all imvestors. In some cases, securities and other financial
instruments may b2 difficult tovalue or selland relisble infermation about the value o risks related to the seowrity o financial instrument may b2 difficult to otain. nvestors should note that
incarme from such securities and ather financial instrements, if any, may flucteate and that price or value of such secorities and instrements may rise or fall and, in some cases, investors may
lose their entire principal investment. Past garformance is not necessarily a guide to futwre performance. Levels and basis for tasation may change

This report rmay contain 2 shart-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the issuer ar the market that is anticipated to have a
short-termn price imgact an the equity securities of the issuer. Short-term trading ideas and recormmendations are different from and do not affect a stock's fundamental equity rating, which
reflects both a ksnger term total return expectation and attractivenass for imeestrment relative to other stocks within its Coverage Custer. Short-term trading ideas and recommendations may
be marne or less pasitive than a stock's fundamental equity rating

Bofa, Marrill Lynch is aware that the implementation of the ideas expressad in this repart may depend upon an investor's ability to "short” securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting “shortselling” in rmany jurisdictions. lnvestors are urged to seek advice regarding the applicability of such regulstions prior to
execuling any short idea contained in this report.

Faraign curmency rates of exchange may adversely affect the value, price or incorme of any security or financial instrement mentioned in this report. Investars in such securities and instruments,
including ADRs, effectively asswmes currancy risk.
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LUK Readers: The protections provided by the UK. regulatery regime, incheding the Financial Services Scheme, do not apedy in general ta business coordinated by BolA Merrill Lynch entities
located outside of the United Kingdam. BofA Merrill Lynch Global Research paolicies relating to conflicts of interest are described at httpo! pobofa comyos

MLPFES ar ane af its affiliates is a regular isswer of traded financial instruments linked Lo securnities that may have been recammended in this report. MLPFAS ar one af its afiliates may, at any
timne, hold a trading position (long or short) in the securities and financial instruments discussed in this report.

Bafs, Merrill Lynch, through business units other than BalA Memill Lynch Glabal Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent
with, and reach different conclusions from, the infarmation presented in this repart. Swch ideas or recommendations reflect the different time frames, assumptions, views and anabytical
miethods of the persons who pregared them, and Bafa Merrill Lynch is under na obligation to ensure that such ether trading ideas or recommendations are braught 1o the attention of amy
recipient af this report.

I the avent that the recipient receved this report pursusant to a contract between the recipient and MUPFES for the provision of ressarch services for 2 separate fee, and in connection
therewith MLPFE&S may be deemed to be scting as an investment adviser, such statos relates, if at all, solely to the person with whom MLPFAS has contracted directhy and does nat extend
beyond the delivery of this repart (unless otherwise agreed specifically in writing by MLPFRS). MLPFLS is and contimees to act salely as a broker-deaaler in connection with the execution of any
tramsactions, including transactions in amy securities mentioned in this report

Capyright and General Infarmation regarding Research Reports:

Copyright 2017 Bank of America Corporation. Al rights reserved. i0method, imethod 2.0, idprofile, iQtoolkit, iQworks are service marks of Bank of America Corparation. iCanalytics®,
iQemstom®, idatabase® are registered service marks of Bank of America Carparation. This research report is prepared for the use of BolA Merrill Lynch clients and may not be redistribated,
retransmitted or disclosed, inwhole or in part, or in any farm or manner, without the express written consent of Bofs Merrill Lynch BofA Merrill Lynch Global Research reports are distritasted
sirmultanesasshy ta internal and client websites and ather portals by BofA Merrill Lyrich and are not publichy-available materials. Any wnautherized wse or dischosurns is prohibited. Receipt and
review of this research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or infermation contained in this report
(including ary investment recemmendations, estimates or price targets) without first abtaining exprassed permission from an authorized officer of BofA Merrill Lyrich

Materials pregared by Bofh Mermill Lynch Global Research personnel are based an putdic information. Facts and views presented in this material have not been reviewed by, and may not reflect
infermation kngwn Lo, professionals in other business sreas of Bof& Merrill Lynch, incheding investrment banking personnel. Bofs Merrill Lynch has established information barriers between
Bafa, Merrill Lynch Global Research and certain busimess groups. As a result, Bafa Merrill Lynch does not disclose certain dient relationships with, or compensation recenved from, such issuers in
research reports. To the extent this report discusses any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, apinion or advice. Investors
should consult their own legal advisers as to issues of law relating to the subgect matter of this report. Bofa Merrill Lynch Gobal Research personnel’s knowledge of legal proceedings in which
ary BofA Merrill Lynch entity and/or its directors, officers and employees may be plantiffs, defendants, co-defendants ar co-plaintiffs with ar invobing isswers mantioned in this repart is based
on public imformation. Facts and views presented in this material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect imformation known ta,
professionals in other business areas of BafA Mernill Lynch in connection with the legal proceedings or matters relevant to such proceedings

This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any procosed offering of securities or as agent of any isswer of any
securities. None of MUPFES, ary of its affilistes or their ressanch analysts has any autharily whatssever to make any representation or warranty an behall of the issuerls). Bal& Merrill Lynch
(hsbal Research policy prohibits research personnel from disdosing a recommendation, investment rating, or imestment thesis for review by an issuer prios to the publication of a reseanch
report containing such rating, recommendation or investment thesis

Ay infarmation relating to the tax status of financial instrements discussed hergin is not imtended to provide tax advice or to be used by anyone to provide tax advice. Investars are wrged to
seek Lax advice based on their particular circurmstances from an indegendent tax professiona

The information herein (other than disclosure information relating to Bof Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantes its sccuracy. This report
gy contain links to third-party websites, Baf Merrill Lynch is net responsible for the content of amy third-party website or any linked content contained in a third-party website, Content
contained on such third-party websites is not part of this repart and is not incorporated by reference into this repart. The inchesion of a link in this report does nat imphy any endorssament by or
anty affiliation with BofA Merrill Lynch. Access ta amy third-party weabsite is at your own risk, and you should ahways review the terms and privacy pelicies at third-party websites befors
subrmitting any persoral information to them BofA Merrill Lynch is not responsible for such terms and privacy policies and expressly disclaimes any liability for thern,

Subject ta the guiet period applicable under lawes of the various perisdictions in which we distribute research reports and other legal and Bafa Merrnill Lynch policy-related restrictions on the
publication of research reports, fundamental equity reports are produced an a regular basis as necessary to keep the investment recommendation current.

Certain oulstanding reparts may contain discussions and'or investment oginions relating to securities, fimancial instrements and/or issweers that are no longer cerment. Always refer to the mast
recent ressarch report relating toan isswver prior to making an investment decision.

I sermie cases, an issuer may be classified as Restricted ar may be Under Review or Extended Review. In each case, investors should consider any imvestment opinian relating to swsch issuer (or
its sacurity andror financial instruments) te be suspended or withdrawn and should not rely on the anatyses and investment opinion(s) pertaining to such issuer (or its securities and/or
finantial instruments) nar shewkd the analyses or apinion|s) be considerad a selicitation af army kind. Sales persens and financial advisars affiliated with MUPFES or any of its affiliates may not
solicit purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review im accordance with firm palicies.

Meither BalA Merrill Lynch nor any officer ar employee of BofA Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequentia damages or losses arising fram any use of
this report or its contents.
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