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Apple  (AAPL)
Drumroll Into Friday's iPhone 11 Launch; China Could Be Star
of the Show
 

 
We are seeing delivery times extend for iPhone 11 pre-orders across a range
of colors and models this week, with our expectations now that iPhone launch
units could exceed 75 million (original Street expectations were ~70 million) given
underlying demand especially in China. The base model iPhone 11 currently we
estimate is seeing pre-order activity in the all-important China region that is
"roughly double" from a year ago with XR as it appears the lower price points, dual
camera functionality, and added colors is hitting the sweet spot for consumers that
have been waiting to upgrade. To put numbers around this, with our estimation
that 60 million to 70 million iPhones in China are currently in the "window of an
upgrade opportunity" this is a integral time for Cook & Co. to be successful in China
and capture these upgrades. Especially with lower priced competition across the
board, the price cut this time around was a smart strategy for Cupertino that is
already paying dividends with many Chinese consumers looking at iPhone 11 as the
right phone/price points/specs to upgrade which is key as Huawei and others look
to capitalize on the current environment and convert Apple consumers to domestic
Chinese smartphones in light of trade tensions. With the official launch this Friday
with phones hitting the shelves around the world, we expect lines at the flagship
stores to exceed the last two releases as roughly 1/3 of the 900 million iPhone users
globally have not upgraded their smartphones in more than 3 years and we are
modeling many will upgrade to iPhone 11/iPhone 11 Pro this time around. To this
point, we now estimate iPhone units could exceed 185 million for FY20 based on
the initial demand trajectory out of the gates and show modest YoY growth which is
major fuel in the tank as Apple looks to further monetize these customers through
services (streaming service launching November 1) as its next leg of growth. In
the US, pre-order activity continues to look robust thus far with particular order
strength on some variants of the 256G iPhone 11 Pro as well as Space Gray and Gold
colors with certain models/carriers. With Cook ready to kick off the launch Friday,
despite all the perceived black clouds from being the poster child of the current US/
China trade tensions, Apple is seeing a very strong iPhone 11 launch trajectory and
defying many skeptics that have been yelling fire in a crowded theater over the past
few months. While services represents the next leg of growth, iPhones continue to
be the hearts and lungs of Cupertino with the combination of this year's iPhone 11/
iPhone 11 Pro launch and next year's 5G smartphones representing the 1-2 punch
to cement Apple's next chapter of growth. We maintain our OUTPERFORM rating
and $245 price target.

Wedbush Securities does and seeks to do business with companies covered in its
research reports. Thus, investors should be aware that the firm may have a
conflict of interest that could affect the objectivity of this report. Investors should
consider this report as only a single factor in making their investment decision.
Please see pages 2–4 of this report for analyst certification and important
disclosure information.
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Valuation
Our $245 price target represents our SOTP valuation: we assign an 8x multiple on the Services business at $425B and the rest of Apple's
iconic iPhone/Hardware ecosystem at $700B with a 3.3x multiple.

Risks to the Attainment of Our Price Target and Rating:
● Increasing competition, pricing, technology shifts, and macroeconomic conditions.
● The success of the iPhone product cycle remains key to the company's growth prospects
● Apple's ability to successfully ramp its software/services business is dependent on further penetration of its installed base
● Success of Apple's product strategy in China, which remains a key growth driver for the coming years and could be impaired by lower

priced smartphones and competition. China macro/tariffs issue remain a long-term risk.

Analyst Certification
We, Daniel Ives and Strecker Backe, certify that the views expressed in this report accurately reflect our personal opinions and that we
have not and will not, directly or indirectly, receive compensation or other payments in connection with our specific recommendations
or views contained in this report.

Investment Rating System:
OUTPERFORM: Expect the total return of the stock to outperform relative to the median total return of the analyst's (or the analyst's
team) coverage universe over the next 6-12 months.

NEUTRAL: Expect the total return of the stock to perform in-line with the median total return of the analyst's (or the analyst's team)
coverage universe over the next 6-12 months.

UNDERPERFORM: Expect the total return of the stock to underperform relative to the median total return of the analyst's (or the
analyst's team) coverage universe of the next 6-12 months.

The Investment Ratings are based on the expected performance of a stock (based on anticipated total return to price target) relative
to the other stocks in the analyst's coverage universe (or the analyst's team coverage).*
 
Rating distribution
(as of September 18, 2019)

Investment Banking Relationships
(as of September 18, 2019)

OUTPERFORM: 60.06% OUTPERFORM: 13.11%
NEUTRAL: 38.78% NEUTRAL: 1.50%
UNDERPERFORM: 1.17% UNDERPERFORM: 0.00%

 
The Distribution of Ratings is required by FINRA rules; however, WS' stock ratings of Outperform, Neutral, and Underperform most
closely conform to Buy, Hold, and Sell, respectively. Please note, however, the definitions are not the same as WS' stock ratings are
on a relative basis.

The analysts responsible for preparing research reports do not receive compensation based on specific investment banking activity.
The analysts receive compensation that is based upon various factors including WS' total revenues, a portion of which are generated
by WS' investment banking activities.

Company Specific Disclosures
1. WS makes a market in the securities of Apple.

Price Charts
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Apple Rating History as of 09-17-2019
powered by: BlueMatrix
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Closing Price Price Target

Outperform (OP); Neutral (N); Underperform (UP); Not Rated (NR)

Wedbush disclosure price charts are updated within the first fifteen days of each new calendar quarter per FINRA regulations. Price
charts for companies intiated upon in the current quarter, and rating and target price changes occurring in the current quarter, will not
be displayed until the following quarter. Additional information on recommended securities is available on request.
Disclosure information regarding historical ratings and price targets is available: Research Disclosures

*WS changed its rating system from (Strong Buy/ Buy/ Hold/ Sell) to (Outperform/ Neutral/ Underperform) on July 14, 2009.

Applicable disclosure information is also available upon request by contacting Leslie Lippai in the Research Department at (212)
833-1375, by email to leslie.lippai@wedbush.com, or the Business Conduct Department (213) 688-8090. You may also submit a written
request to the following: Business Conduct Department, 1000 Wilshire Blvd., Los Angeles, CA 90017.

OTHER DISCLOSURES

The information herein is based on sources that we consider reliable, but its accuracy is not guaranteed. The information contained
herein is not a representation by this corporation, nor is any recommendation made herein based on any privileged information. This
information is not intended to be nor should it be relied upon as a complete record or analysis: neither is it an offer nor a solicitation
of an offer to sell or buy any security mentioned herein. This firm, Wedbush Securities, its officers, employees, and members of their
families, or any one or more of them, and its discretionary and advisory accounts, may have a position in any security discussed herein
or in related securities and may make, from time to time, purchases or sales thereof in the open market or otherwise. The information
and expressions of opinion contained herein are subject to change without further notice. The herein mentioned securities may be
sold to or bought from customers on a principal basis by this firm. Additional information with respect to the information contained
herein may be obtained upon request.

Wedbush Securities does and seeks to do business with companies covered in its research reports. Thus, investors should be aware
that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as
only a single factor in making their investment decision. Please see pages 3–7 of this report for analyst certification and important
disclosure information.
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https://www.wedbush.com/wp-content/uploads/2019/07/19Q2-Disclosure-Charts.pdf?
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Jen Redding  (212) 344‐2386 jen.redding@wedbush.com Dan Ives (212) 344‐2073 dan.ives@wedbush.com

Footwear & Apparel Enterprise Software

Christopher Svezia (212) 938‐9922 christopher.svezia@wedbush.com Steve Koenig (415) 274‐6801 steve.koenig@wedbush.com

Hardlines Retail Digital Media

Seth Basham (212) 938‐9954 seth.basham@wedbush.com Michael Pachter (213) 688‐4474 michael.pachter@wedbush.com

Homebuilders/Building Products Digital Media

Jay McCanless (212) 833‐1381 jay.mccanless@wedbush.com Nick McKay (213) 688‐4343 nick.mckay@wedbush.com

Leisure Payments/IT Services

James Hardiman (212) 833‐1362 james.hardiman@wedbush.com Moshe Katri (212) 938‐9947 moshe.katri@wedbush.com

Restaurants SMID Internet

Nick Setyan (213) 688‐4519 nick.setyan@wedbush.com Ygal Arounian  (212) 938‐9929 ygal.arounian@wedbush.com

Hardware

Matt Bryson (617) 695‐6302 matthew.bryson@wedbush.com

Biotechnology

David Nierengarten, Ph.D. (415) 274‐6862 david.nierengarten@wedbush.com

Biotechnology Mid‐Cap Banks

Robert Driscoll, Ph.D. (415) 274‐6863 robert.driscoll@wedbush.com David Chiaverini (212) 938‐9934 david.chiaverini@wedbush.com

Emerging Pharmaceuticals Regional Banks

Liana Moussatos, Ph.D. (415) 263‐6626 liana.moussatos@wedbush.com Peter Winter (212) 938‐9941 peter.winter@wedbush.com

Biotechnology Specialty Finance

Laura Chico, Ph.D. (212) 668‐9868 laura.chico@wedbush.com Henry Coffey (212) 833‐1382 henry.coffey@wedbush.com

Consumer/Industrials TMT

Tyler Pasley (213) 688‐4466 tyler.pasley@wedbush.com Joel Kulina (212) 938‐2056 joel.kulina@wedbush.com

Healthcare Financials

Sahak Manualian (213) 688‐4533 sahak.manuelian@wedbush.com Bryan Lonsinger (212) 938‐9925 bryan.lonsinger@wedbush.com

WEDBUSH OFFICES

CORPORATE ACCESS

Anita Minassian Phylicia Gray

VP, Corporate Access VP, Corporate Access

equitycorporateaccess@wedbush.com equitycorporateaccess@wedbush.com

(213) 688‐4404

FIXED INCOME FUTURE & RATES RESEARCH

(213) 688‐4419 (213) 688‐4455

TRADING

Al Kluis

info@kluiscommodityadvisors.com 

(888) 345‐2855
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Arthur.Bass@Wedbush.com  

 (212) 259‐6582
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