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Changing Consumer Security
Economics: The Rise of Free

Conclusion: The rising importance of distribution plus
the rapid penetration of free solutions into the consumer
security software market is likely to further deteriorate
profitability for paid vendors like MFE and SYMC, which
see 35%-+ of op. income from consumer. Free options
have been available for some time, however our data
points to 3 recent catalysts: 1) low cost/free alternatives
have improved in quality, 2) consumers are more aware
of low cost/free options and give free distribution higher
priority in their purchase decisions, and 3) increasing
saturation within consumer security. While the current
PC cycle may represent a near-term tailwind for
consumer security, the longer-term difficulty in
sustaining the economics of these businesses likely
pressures multiples for both firms. We are now neutral
on both MFE and SYMC (see our separate note
downgrading MFE).

Our survey of 2,500 US consumers revealed:

e 92% use security software on their home PCs, with
46% using free products.

e Overall renewal rates of 77% are solid, but 56% of
non-renewals are moving to free solutions and 27%
are turning off their security software, compared to
just 17% moving to a competitive paid solution.

o 12.6% expect to move to a free solution when their
current subscription expires vs. 5.4% moving to paid,
suggesting a continued migration to free.

o Free trials were cited as the #1 reason for choosing
consumer security software (26% of users),
illustrating the importance and likely increasing
competitiveness of distribution deals.

Where we differ: Renewal and conversion rates are
key drivers of consumer security distribution profitability.
Using our survey to hone our ests, we find that recent
deals like MFE/Dell likely yield mid-20’s contribution
margins today. With their next PC purchase, only 47%
of consumers plan to use their current security vendor,
while 27% will use what ships on the PC, so distribution
deals will likely remain very competitive.
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Changing Consumer Software Economics: The Rise of Free

Our recent survey of 2,500 US consumers highlights the
changing economics within the highly penetrated consumer
security market, changes we believe will continue to pressure
profitability for paid vendors in the space. The rising
importance of free trials for consumer security software is
forcing vendors to compete aggressively for distribution deals.
At the same time, the rapid penetration of free solutions is
slowly shrinking the market of paying customers. Combined,
these trends will likely exert negative margin pressure on the
consumer security vendors for some time. Consumer security
represents 37% and 31% of revs. for MFE and SYMC
respectively, and between 35-40% of operating income for both
firms. The 15%+ YoY unit growth we expect in the current PC
cycle represents a near-term tailwind for consumer security
billings growth, but the longer-term difficulty in sustaining the
economics of these businesses will likely weigh on the
multiples for both firms. Thus, we are taking our rating on MFE
from Overweight to Equal-weight, inline with SYMC.

Survey Key Takeaway

We conducted a survey of 2500 US adults age 18+ using an
Internet methodology in April 2010. The sample is balanced to
be representative of the US adult population in terms of age,
income, gender, and geography. Key takeaways include:

e Consumer market will be largely driven by free
solutions or distribution deals: Free trials were the #1
reason cited for choosing consumer security software and
27% of consumers expect to use “what ships on their
computer” when purchasing their next PC.

o Free already a big factor in a saturated consumer
security market: >92% of consumers are currently using
some security software, of these 46% report using free
products today.

e Migration to free expected to continue: 12.6% of all users
expect to move to a free solution vs. just 5.4% expecting to
move to a paid solution. This implies a net 14% decline in
the paid user base over the next 3 to 4 years.

e Renewals higher than expected, but paid base is
shrinking: Overall industry renewal rates were solid at 77%,
but the majority of non-renewals are moving to free solutions
(56%) or turning off their security solutions (27%) vs. moving
to a competitive paid solutions.

The Rise of Free

A new bread of security vendors have emerged, leveraging
internet marketing and free-to-paid models to garner a large
user bases. We were surprised to find 46% of U.S. consumers
in our survey reporting to use free security software today. This
includes both users of truly free software like avast! or
Microsoft Essentials (23% of users) and consumers using free
trials of paid software programs like McAfee and Norton (18%
of users). Many of these free-to-paid consumer security
vendors originated in Europe and we had assumed their large
user bases were also in international markets. But 67% of US
consumers reported being aware of free consumer security
offerings and 37% had considered using an offering from a free
vendor. This also speaks to the compelling value proposition of
the free offerings as the current free user base at 23% of total
users represents almost 62% of those who have considered
using a free offering.

Exhibit 1
46% of Consumer Security Software Users Report
Currently Using Free Versions — an Additional 13%
Plan to Switch to Free

No plans to
use free Free
software security
41% users
46%
Plan to
switchto —
free
13%

Source: Morgan Stanley Research, Alphawise
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Exhibit 2
37% of Consumers Have Considered Using Software
From Free Security Vendors

Exhibit 3
Rapid Growth of the Avast User-Base is Key in
Driving the Success of the Co’s Free-To-Paid Model
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Source: Morgan Stanley Research, Alphawise. Note: Due to multiple responses, percentages
may total to more than 100%.

The free-to-paid business model is not a new concept, however
adoption of strategy within the broader software market has
accelerated in recent years. With the help of low-cost online
marketing, the free-to-paid model is being effectively
implemented in new and disruptive ways to drive significant
top-line growth. Free-to-paid security vendors generally offer
entry-level free products, such as anti-virus and anti-spyware
protection with the intention of up-selling and cross-selling paid
product and services. The low-end solutions are offered for
free to lower the barriers to product adoption and cultivate a
user base into which paid products can be marketed. Having
users who are familiar with and actually using the vendor’s
products helps to greatly reduce the sales efforts needed for
the paid products.

Privately held avast!, an exceptionally fast growing security
company, is a good example of the advantages gained from
free-to-paid distribution. avast!'s dramatic growth in the
security space has been primarily driven by its booming and
active user community. By leveraging the benefits of the
free-to-paid model, the company has been able to grow a
110M+ user-base in roughly 6 years, which serves as the basis
for driving adoption of premium, paid products, technical
advancement and community generated marketing.

Source: Company data, Morgan Stanley Research

Slow Bleed of the Paid User Base

8% of current security users reported planning to move to a
free solutions on their current computers and another 5%
planning to switch to free offerings when they buy a new
computer. This compares to 5% of current free users planning
to move to a paid offering and 3% of users planning to begin
using a paid offering when they purchase a new computer.
Looking at this in context of the current paid security base
within our survey (54% of respondents), this would represent a
10% increase in the paid base as users migrate from free to
paid, but a 24% reduction from migration to free products.
Together this implies 14% decline in the paid user base over
the next 3 to 4 years.

Exhibit 4
More Consumers Expecting to Transition From Paid
to Free Offering, Which Results in a Net 14% Decline
in Paid Security Software Users

Transition from Free Transition from Paid
to Paid to Free

10%
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-23.6%

Current Paid
Security Software
Users

Future Paid Security
Software Users

Source: Morgan Stanley Research, Alphawise
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Exhibit 5

77% Renewal Rates Are Positive, but Non-Renewals
Are Going to Free Solutions or Turning off Security
Software versus Moving to another Paid Solution
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it's difficult for the consumer to readily identify a clear winner
that consistently beats peers on performance and functionality
and therefore it's easy for the consumer to go with the default
choice on their PC.

Our survey shows that consumers most often choose to go with
the vendor offered with their PC purchase with 26% of
respondents citing a free trial (either from an OEM, ISP, or
other, such as a bank) as the number one reason for
choosing their current consumer security software.
Richness of features and functionality ranked low, with only 3%
citing it as the number one reason for choosing their software.

Exhibit 7
Free Trials are the Most Often Cited #1 Reason for
Choosing Consumer Security Software

Source: Morgan Stanley Research, Alphawise

Exhibit 6
Vendor Relationship Sustains Through New PC
Purchases Less than 50% of the Time
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Increasing Importance of Distribution

Distribution is now becoming increasingly important as
differentiation in consumer security offerings becomes
less apparent. Our survey results show distribution has come
to trump performance or feature/functionality in consumer
purchasing habits for endpoint security.

Free trials was the most cited number 1 reason for choosing a
consumer security product. At the same time, independent lab
tests fail to show significant differentiation between free and
paid vendors in terms of product performance or effectiveness
— and none of the products are 100% effective. Bottom line,

Source: Morgan Stanley Research, Alphawise. Note: Free trial responses include free trials
from OEMs, ISPs, and others.

Only 47% of consumers plan to continue using their current
security vendor after their next PC purchase, while 27% will
use what ships on the PC, so distribution deals likely remain
very competitive going forward. At the same time our survey
suggests ~5-7% of the market is moving to free solutions
annually, which could pressure renewal rates and conversion
rates going forward.

How PC OEM distribution works

PC OEMs are the primary distribution channel for major
consumer software security vendors like SYMC and MFE,
contributing 60-70% of new customers, by our est. These
partnerships are likely a source of high incremental profit
margin for PC OEM manufacturers and their strategic
importance to software companies gives advantages to PC
OEMs in deal negotiations, which has caused pricing to erode
— impacting consumer margins longer term. While MFE was
more aggressive in 2008 forming partnerships, SYMC has
re-asserted itself recently, announcing new partnerships with
Samsung and Fujitsu on their last earnings call.
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Exhibit 8
Current Landscape of Top 10 PC OEMs Partnership
With Consumer Security Software Companies

Asia, xJ Japan EMEA NoAmer LatAm

HP S S S S S
Acer M M M M M
Packard Bell S S S S S
Gateway S S S S S
Dell M M M M M
Alienware S S S S S
Toshiba [®) [e) M S o
ASUS S S S S S
Lenovo M M M M M
Thinkpad S S S S S
Sony (@) M (@) S o
Samsung S S S S S
Fujitsu S S S S S

Source: Company data, IDC, Gartner, Morgan Stanley Research. Note: 1) S = Symantec, M=
McAfee, O = Others such as Trend Micro, 2) Apple has been excluded from the list. 3)
Partnerships span desktops, laptops, and netbooks in most cases. 4) Symantec’s partnership
with ASUS is for netbooks only 5) Symantec’s partnership with Samsung is for notebooks and
netbooks only

PC OEM manufacturers pre-install software like security
software for trial use on each PC (desktops, laptops, and
netbooks) shipped. For these software packages, OEMs tend
to partner with companies that offer the OEM not only good
economics but also help differentiate their PCs in the market.
When consumers buy new PCs they may elect to use these
software packages for a limited period, typically 30-90 days,
before they are enticed into purchasing the software. The
economics of these partnerships are dependent on several
variables and can be a combination of an upfront payment,
payment for every shipment, payment for every registration or
activation of trial software, or a revenue share arrangement
based of the actual purchase price.

MFE typically pays OEMs upfront for deals, which means
activations are quickly profitable. SYMC, on the other hand,
bears expenses associated with units shipped in advance of
activation — which means they may see margins pressured as
the PC market accelerates. As PC volumes improve, the
structure of the deals becomes more important — and MFE may
see an earlier benefit from a PC recovery than SYMC.

HP’s contract with SYMC is estimated to be up for renewal in
2011 and SYMC’s management has stressed that the
company will only do deals that make economic sense for
SYMC. We think both SYMC and MFE will be rational about
pricing, but will compete aggressively — and we could see the
deal renew in CY10.

MORGAN STANLEY RESEARCH

May 17, 2010
Software

Profitability Framework for PC OEM Distribution Deals
While we do not know all the details of the large PC OEM
distribution deals that MFE or Dell have signed, we have put
together a profitability framework based on our best estimates
to try to understand the sensitivities of key variables and give
our best effort in assessing the economics of these deals. The
key variables in our view include; average price, renewal rate,
conversion rate, average customer life and of course the cost
of the distribution deals. The survey results suggest average
pricing around $45 for paid consumer security, renewal rates of
~77%, conversion rates from free trials to paid offerings
between 6-8% and an average lifetime for subscriptions
between 3.5to 4 years. These assumptions are included in the
profitability framework below, sensitivity analysis follows in
exhibit 4.

Exhibit 9
Estimated Economics of the MFE/Dell OEM Deal
Awerage Price $45
Average Renewal Price $45
Renewal Rate 77%
PC Units/Year (M) 10
Conwersion Rate 7%
Contract Cost (3 Yr, $M) $150
Awg. Customer Life (yrs) 4

Year 1l Year2 Year3 Year4 Year5 Year 6 Total
PC Units Shipped (M) 13.0 137 143 41.0
Conversion Rate 7% 7% 7% 7% 7% 7% %
Renewal Rates 7% 7% 7% 7% 7%  77%
Year 1 Subscribers 0.9 0.7 0.5 0.4 2.6
Year 2 Subscribers 1.0 0.7 0.6 0.4 2.7
Year 3 Subscribers 1.0 0.8 0.6 0.5 2.8
[Total Subscribers 0.9 17 23 1.8 10 05 81
Average Price $45 $45 $45 $45 $45 $45  $45
Total Billings $41 $75  $103 $79 $46 $21  $364
Gross Margin 85% 85% 85% 85% 85% 85%
R&D/G&A as % of Revs 20% 20% 20% 20% 20%  20%
Contract Cost $150 $0 $0 $0 $0 $0  $150
COR / Opex $14 $26 $36 $28 $16 $7 127
Cash Contribution ($123) $48 $67 $51 $30 $13 $87

Cash Contribution Margin -301% 65% 65% 65% 65% 65% 24%

Source: Company data, Morgan Stanley Research
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Exhibit 10
OEM Profitability — Sensitivity Analysis

Assumptions: $150 million contract cost, 13 million annual units
shipped, 35% COGs / Opex and 3 year average life

Renewal Rate

65% 70% 75% 80%
4%| -28.1% -22.8% -17.9% -13.3%
5%| -85% -4.3% -0.3% 3.3%
6%| 4.6% 8.1% 11.4% 14.4%
7%| 13.9% 16.9% 19.8% 22.4%
8%| 20.9% 23.6% 26.0% 28.3%
9%| 26.4% 28.7% 30.9% 33.0%
10%| 30.8% 32.9% 34.8% 36.7%

Conversion Rate

Assumptions: $150 million contract cost, 13 million annual units
shipped, 35% COGs / Opex and 4 year average life
Renewal Rate
65% 70% 75% 80%
4%)|-21.6% -15.3% -9.4% -3.9%
5%| -4.3% 0.8% 55% 9.9%
6%| 7.2% 11.5% 15.4% 19.1%
7%| 15.5% 19.1% 22.5% 25.6%
8%| 21.7% 24.9% 27.8% 30.6%
9%| 26.5% 29.3% 31.9% 34.4%
10%] 30.3% 32.9% 35.3% 37.4%

Conversion Rate

Assumptions: $150 million contract cost, 13 million annual units

shipped, 35% COGs / Opex and 5 year average life
Renewal Rate

65% 70% 75% 80%

4%| -15.5% -8.3% -1.7% 4.5%

5% 0.6% 6.3% 11.7% 16.6%

6%| 11.3% 16.1% 20.6% 24.7%

7%]| 19.0% 23.1% 26.9% 30.4%

8%| 24.7% 28.3% 31.7% 34.8%

9%| 29.2% 32.4% 35.4% 38.1%

10%| 32.8% 35.7% 38.3% 40.8%

Conversion Rate
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mortar retail stores like Best Buy or e-tailers like Amazon.
However, this trend seems to have changed with more
consumers now acquiring their security software either 1)
directly from security vendors online stores, 2) activating trial
version of pre-installed software that ships with new PCs, or 3)
downloading software from business partners such as ISPs
(AT&T, Comcast) and banks (Bank of America). As such, retail
exposure has been on the decline. The retail channel
contributes ~20% of consumer revenue for Symantec today
down from ~35% 4 years ago, while McAfee garners <10% of
consumer revenues from traditional retail channels. This shift
also increases the relative importance of the PC OEM, ISP and
other business partner distribution deals.

Exhibit 11
Retail Exposure For Symantec Has Declined To
~20% of Consumer Revenue from ~35%

Source: Company data, Morgan Stanley Research

Retail exposure has been declining.

We have seen a marked shift in the consumer purchasing
behavior over the last several years in terms of where they
acquire security software. In the past, consumers typically
bought security software products from traditional brick and
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Source: Company data, Morgan Stanley Research

Partnerships with top 10 PC OEMs are increasingly
important for market share, but eroding margins.

The top 7 PC OEMSs shipped roughly 60% of the 159M
consumer PCs (desktops, laptops, and netbooks) that were
shipped worldwide during 2009, according to IDC. Three years
ago Symantec enjoyed both ~50% market share within the paid
consumer security market and contribution margins in that
business in excess of 55%. Atthe same time McAfee garnered
<20% market share with contribution margins of ~30%. In our
view, the rising influence of distribution deals in consumer’s
security purchase decisions made Symantec’s positioning
difficult to defend. McAfee recognized this opportunity and
became increasingly aggressive in striking OEM distribution
deals, effectively doubling the percentage of PCs which ship
with a trial version of their software from ~20% to ~45% within
the top 10 PC OEMs. In order to defend their market share
Symantec has had to get more aggressive with distribution
deals, which was a large contributor to the nearly 14% point
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decline in contribution margins seen during this period. In Q4,
SYMC announced new deals with Samsung and Fujitsu which
should further weigh on margins in the short-term, as SYMC
tends takes an upfront expense on OEM PC sales while
revenue benefit comes 6-9 months as new users upgrade from
trial to paid Norton products.

Exhibit 12
SYMC Consumer Margins Have Been Eroding For
the Past 6 Quarters
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developed markets. Our estimate of the consumer user bases
for the top 15 vendors at ~120% of the total consumer installed
PC base further highlights this saturation. With an equal
number of consumers intending to turn off security software
(8%) and to begin using security software (8%) with the
purchase of their next PC, further penetration of the base
appears limited.

14% 60%
12% A T 58%
10% A T 56%
£ 8% 154%Q
E El
° =
5 6% +52% 8
] f
E
§ 4% - T 50% =
I 2
© 2%y 1 48%'S
0% T T T T T T T T T T T 46%
3/07 6/07 9/07 12/07 3/08 6/08 9/08 12/08 9 6/09 9/09 \12/09
-2% 4 + 44%
-4% 4 + 42%
-6% 40%
=O=Y[Y Consumer Revenues ={=Consumer Contribution Margin

Exhibit 14
92% of Respondents Report Using Consumer
Security Software

Source: Company data, Morgan Stanley Research

Exhibit 13
IDC Paid Consumer Security Software Market Share

20 8%
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W Norton
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Panda Software,
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F-Secure, 2.4%
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Trend Micro,
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Source: Morgan Stanley Research, Alphawise

Exhibit 15
Consumer Security Seems to Be Oversaturated

Source: IDC, Morgan Stanley Research

Consumer security is a saturated market

Our survey shows that 92% of respondents currently use some
security software today, illustrating little room remaining for
green field expansion in the consumer base, particularly within

Users (millions) Est. Corporate Endpoints Est. Consumer Endpoints

Symantec 101 45 56
McAfee 57 30 27
Trend Micro 80 38 42
Kaspersky 300 111 189
Sophos 100 100 0
AVG 110 11 99
F-Secure Corp. 16 6 10
BitDefender 69 12 57
Panda Software 15 8 7
ESET 14 6 8
Webroot 7 2 5
Avast 110 11 99
CA 10 8 2
AVIRA 100 10 90
Microsoft 12 0 12
Total Endpoints 1100 397 703
2009 Est. PC Installed Base (M) 633 588
Endpoint Penetration 63% 120%

Source: Company data, Morgan Stanley Research. PC data from IDC, May 2009. Does not
include smaller endpoint vendors and therefore is underestimating penetration.
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Exhibit 16
Consumer Security Landscape

Products Anti-Virus

Rootkit Identity Secure PC World 2010

Firewall List Price

Spyware  Anti-Spam

Detection Protection Backup Review

AVG Anti-Virus Free Edition / / Free Not Rated
E):':ep ° avast! Free Home Edition / / / Free Not Rated
Offeri
e FortiClient Standard Free Not Rated
AR AR AR AR
Microsoft Security Essentials / / Free Not Rated
PC Tools Internet Security 2010 / / / / / $49.95- 3 PCs 4 stars
AVG Internet Security 9.0 J / / / / / $54.99- 1 PC 4 stars
Webroot Internet Security / / / / / / / $59.95- 3 PCs 3.5 stars
Example BitDefender Internet Security / / / / / $49.95- 3PCs 3.5 stars
S;:i:jity F-Secure Internet Security 2010 / / / / / / $59.99- 3 PCs 3 stars
Suites Norton Internet Security 2010 / / / / / / $69.99- 3 PCs 4.5 stars
McAfee Internet Security 2010 / / / / l / $34.99- 3 PCs 3.5 stars
Trend Micro Internet Security Pro / / / / / / / $69.95- 1 PC 3.5 stars
Kaspersky Internet Security 2010 / / / / / / $79.95- 3 PCs 4.5 stars

Source: Company data, PCworld.com

Increasingly competitive distribution deals + rising
penetration of free = declining economics

When asked what is their most likely consumer security
purchase when they acquire their next computer, 27% of
respondents reported they will use the software which ships on
the new machine and 48% will continue to use their current
vendor. With essentially a quarter of their user base up for
grabs as consumers refresh their PCs, competition for OEM
distribution deals will remain competitive. At the same time,
free offerings continue to shrink the paid opportunity within this
heavily saturated market. Bottom-line in our view, economics
in the consumer security business are likely to continue
deteriorating. McAfee and Symantec’s consumer businesses
make up ~37% and ~30% of total revenue, respectively and
between 35-40% of operating income for both vendors. While
the current PC cycle represents a near-term tailwind for both
vendors, in the medium to longer-term, the deteriorating
economics likely pressures both businesses and, in our view,
suppresses potential multiple expansion for both stocks.

How do the traditional AV vendors win?

Forge relationships that go beyond the PC. The most often
cited reasons for staying with a paid vendor were “better
security” and “performance”. However, these rationales are
not particularly well supported by independent lab tests which

show limited differentiation in terms of the effectiveness of
anti-virus solutions from most of the major vendors (free or
paid) and actually report better performance from some free
solutions (Microsoft and avast!) than McAfee or Symantec. In
our view, traditional AV vendors must aggressively transition
their customer bases towards product suites which extend
beyond security and move their relationship from vendor-to-PC
more fully toward vendor-to-user.

Exhibit 17
Two Most Often Cited Reasons for Staying With Paid
Security Software Are Security and Performance...

0% 5% 10% 15% 20% 25%

Better security

Performance

Vendor trust

Ease of Use

Better feature/functionality
Too difficult to switch
Other

Mandated by work

Source: Morgan Stanley Research, Alphawise
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Exhibit 18
... Which Is Not Supported By Independent Lab

Tests
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Proactive detection

Source: Virus Bulletin

Exhibit 19
Performance of Free Solutions May Be “Good
Enough” for Many Consumers

AV Comparatives Performance Test Results
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which clean up the PC for faster performance. Products such
as online backup create a relationship between the vendor and
the end customers which actually transcends the PC itself. In
the case of online backup, the vendor holds your information
and can actually facilitate the movement of your information
from one device to the next. Symantec management has
recently noted better renewal rates when the consumers uses
online backup with its Norton 360 product.

Vendors need to leverage technology across platforms.
Consumer security software was once traditionally deployed on
desktop but has now expanded to use on laptops, netbooks,
and even smartphones. The rising use of mobile devices and
the proliferation of apps has increased the threat of mobile
malware, driving this adoption of mobile security functions. For
example, MFE recently announced VirusScan Mobile
Technology, which provides mobile security for Android and
Windows-based smartphones. Offering deployment on
multiple platforms gives security vendors up-sell and cross-sell
opportunities and it leads to increased customer’s brand
affiliation and loyalty.

Alphawise Survey Methodology: We conducted a survey of
2500 US adults age 18+ using an Internet methodology in April
2010. The sample is balanced to be representative of the US
adult population in terms of age, income, gender, and

geography.

Exhibit 20
Survey Demographics

Source: www.av-comparatives.org, 12/09. Score results are for specific AV versions and are
not indicative of vendor performance across all security products.

Vendors are transitioning from the traditional AV security

solutions towards more full protection suites that offer a
full breadth of features/functionality. The breadth of
security functionality within consumer security suites has
greatly expanded — with most vendors offering antivirus,
antispyware, anti-spam, and personal firewall as a single
high-end solution. Perhaps more interesting, is the expanded

functionality which goes beyond traditional malware defense —

this includes online backup, which stores PC data in a secure
remote location, parental controls, which allows users to
manage children’s online usage, and PC performance tools

Total Respondents: 2500

Male
50%

Female
50%

Source: Morgan Stanley Research, Alphawise
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Exhibit 21
Survey Demographics: Geographic Distribution

Exhibit 23
Survey Demographics: Age Distribution

West
23%
S

outh
36%

North
Central
22%
Northeast
19%

60+
24% Under 30
22%

30to 39
50 to 59 17%

18%

40 to 49
19%

Source: Morgan Stanley Research, Alphawise

Exhibit 22
Survey Demographics: Income Distribution

Under
$30K
23%

$75K +
39%

$30K -
L ga0K
19%

$50K -
$74K g

19%

Source: Morgan Stanley Research, Alphawise

Source: Morgan Stanley Research, Alphawise

Morgan Stanley AlphawiseS"

Research for this report was conducted with Morgan
Stanley’s AlphaWise, which conducts proprietary
evidence-based investment research.
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Disclosure Section

The information and opinions in Morgan Stanley Research were prepared by Morgan Stanley & Co. Incorporated, and/or Morgan Stanley C.T.V.M. S.A.
As used in this disclosure section, "Morgan Stanley" includes Morgan Stanley & Co. Incorporated, Morgan Stanley C.T.V.M. S.A. and their affiliates as
necessary.

For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan
Stanley Research Disclosure Website at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan Stanley
Research at 1585 Broadway, (Attention: Research Management), New York, NY, 10036 USA.

Anal?/st Certification

The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this
report: Keith Weiss.

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.

Global Research Conflict Management Policy
Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at
www.morganstanley.com/institutional/research/conflictpolicies.

Important US Regulatory Disclosures on Subject Companies

The following analyst or strategist (or a household member) owns securities (or related derivatives) in a company that he or she covers or recommends
in Morgan Stanley Research: Munish Jain - Symantec (common or preferred stock). Morgan Stanley policy prohibits research analysts, strategists and
research associates from investing in securities in their sub industry as defined by the Global Industry Classification Standard ("GICS," which was
developed by and is the exclusive property of MSCI and S&P). Analysts may nevertheless own such securities to the extent acquired under a prior
policy or in a merger, fund distribution or other involuntary acquisition.

As of April 30, 2010, Morgan Stanley beneficially owned 1% or more of a class of common equity securities of the following companies covered in
Morgan Stanley Research: Adobe Systems, Autodesk, McAfee, NetSuite, Salesforce.com, Symantec, VMware Inc, Websense Inc..

As of April 30, 2010, Mor%an Stanley held a net long or short position of US$1 million or more of the debt securities of the following issuers covered in
Morgan Stanley Research (including where guarantor of the securities): Adobe Systems, Autodesk, Intuit, McAfee, Microsoft, Oracle Corporation,
Symantec, VMware Inc.

Within the last 12 months, Morgan Stanley managed or co-managed a public offering (or 144A offering) of securities of Adobe Systems, Fortinet Inc.,
Oracle Corporation, SolarWinds, Inc., SuccessFactors.

Within the last 12 months, Morgan Stanley has received compensation for investment banking services from Adobe Systems, ArcSight Inc, Autodesk,
Fortinet Inc., Intuit, McAfee, Microsoft, Oracle Corporation, Red Hat, Inc., SolarWinds, Inc., SuccessFactors, Symantec.

In the next 3 months, Morgan Stanley expects to receive or intends to seek compensation for investment banking services from Adobe Systems,
ArcSight Inc, Autodesk, Check Point Software Technologies Ltd., Citrix Systems Inc, DemandTec, Fortinet Inc., Guidance Software Inc., Intuit, McAfee,
Microsoft, NetSuite, Oracle Corporation, Red Hat, Inc., RightNow Technologies, Inc., Salesforce.com, SolarWinds, Inc., Sourcefire, SuccessFactors,
Symantec, Taleo Corporation, VMware Inc, Websense Inc..

Within the last 12 months, Morgan Stanley has received compensation for products and services other than investment banking services from
Microsoft, Oracle Corporation.

Within the last 12 months, Morgan Stanley has provided or is providing investment banking services to, or has an investment banking client
relationship with, the following company: Adobe Systems, ArcSight Inc, Autodesk, Check Point Software Technologies Ltd., Citrix Systems Inc,
DemandTec, Fortinet Inc., Guidance Software Inc., Intuit, McAfee, Microsoft, NetSuite, Oracle Corporation, Red Hat, Inc., RightNow Technologies,
Inc., Salesforce.com, SolarWinds, Inc., Sourcefire, SuccessFactors, Symantec, Taleo Corporation, VMware Inc, Websense Inc..

Within the last 12 months, Morgan Stanley has either provided or is providing non-investment banking, securities-related services to and/or in the past
has entered into an agreement to provide services or has a client relationship with the following company: Adobe Systems, Autodesk, Citrix Systems
Inc, Intuit, Microsoft, Oracle Corporation, Red Hat, Inc., Symantec, Websense Inc..

Within the last 12 months, Morgan Stanley has either provided or is providing non-securities related services to and/or in the past has entered into an
agreement to provide services or has a client relationship with the following company: Rié;htNow Technologies, Inc..

Within the last 12 months, an affiliate of Morgan Stanley & Co. Incorporated has received compensation for products and services other than
investment banking services from RightNow Technologies, Inc..

An employee, director or consultant of Morgan Stanley is a director of Oracle Corporation.

Morgan Stanley & Co. Incorporated makes a market in the securities of Adobe Systems, ArcSight Inc, Autodesk, Check Point Software Technologies
Ltd., Citrix Systems Inc, DemandTec, Fortinet Inc., Guidance Software Inc., Intuit, McAfee, Microsoft, Oracle Corporation, Red Hat, Inc., RightNow
Technologies, Inc., Salesforce.com, SolarWinds, Inc., Sourcefire, SuccessFactors, Symantec, Taleo Corporation, VMware Inc, Websense Inc..

The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based
upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment
banking revenues.

Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making,
providing liquidity and specialized trading, risk arbitrage and other proprietary trading, fund management, commercial banking, extension of credit,
Investment services and investment banking. Morgan Stanley sells to and buys from customers the securities/instruments of companies covered in
Morgan Stanley Research on a principal basis. Morgan Stanley may have a position in the debt of the Company or instruments discussed in this report.
Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.

STOCK RATINGS

Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below).
Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the
equivalent of buy, hold and sell. Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since
Morgan Stanley Research contains more complete information concerning the analyst's views, investors should carefully read Morgan Stanley
Research, in its entirety, and not infer the contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as
investment advice. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings)
and other considerations.

Global Stock Ratings Distribution

(as of April 30, 2010)

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside
our ratings of Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we
cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative

weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy
recommendation; we correspond Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively.
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Coverage Universe Investment Banking Clients (IBC)

% of % of % of Rating
Stock Rating Category Count Total Count Total IBC Category
Overweight/Buy 1065 42% 328 42% 31%
Equal-weight/Hold 1118 44% 357 46% 32%
Not-Rated/Hold 14 1% 4 1% 29%
Underweight/Sell 366 14% 88 11% 24%
Total 2,563 777

Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan
Stanley received investment banking compensation in the last 12 months.

Analyst Stock Ratings

Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage universe,
on a risk-adjusted basis, over the next 12-18 months.

Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.

Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock’s total return relative to the average total return of the
analyst's industry (or industry team’s) coverage universe, on a risk-adjusted basis, over the next 12-18 months.

Underweight (U). The stock’s total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.

Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views

Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the
relevant broad market benchmark, as indicated below.

In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant
broad market benchmark, as indicated below.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant
broad market benchmark, as indicated below.

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index;
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers

Citi Investment Research & Analysis (CIRA) research reports may be available about the companies or topics that are the subject of Morgan Stanley Research. Ask your
Financial Advisor or use Research Center to view any available CIRA research reports in addition to Morgan Stanley research reports.

Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith Barney LLC, Morgan
Stanley and Citigroup Global Markets Inc. or any of their affiliates, are available on the Morgan Stanley Smith Barney disclosure website at
www.morganstanleysmithbarney.com/researchdisclosures.

For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html.

Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval is conducted by the
same person who reviews the Equity Research report on behalf of Morgan Stanley. This could create a conflict of interest.

Other Important Disclosures

Morgan Stanley produces an equity research product called a "Tactical Idea.” Views contained in a "Tactical [dea" on a particular stock may be contrary to the
recommendations or views expressed in research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For
all research available on a particular stock, please contact your sales representative or go to Client Link at www.morganstanley.com.

For a discussion, if applicable, of the valuation methods and the risks related to any price targets, please refer to the latest relevant published research on these stocks.

Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the individual financial
circumstances and objectives of persons who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and
encourages investors to seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will depend on an investor's individual
circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley Research may not be suitable for all investors, and certain investors
may not be eligible to purchase or participate in some or all of them.

The fixed income research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon various
factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading and capital markets profitability or revenues),
client feedback and competitive factors. Fixed Income Research analysts' or strategists' compensation is not linked to investment banking or capital markets transactions
performed by Morgan Stanley or the profitability or revenues of particular trading desks.

Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy.
The "Important US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or
more of a class of common equity securities of the companies. For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment
of less than 1% in securities/instruments or derivatives of securities/instruments of companies and may trade them in ways different from those discussed in Morgan Stanley
Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley Research may have investments in securities/instruments or derivatives of
securities/instruments of companies mentioned and may trade them in ways different from those discussed in Morgan Stanley Research. Derivatives may be issued by
Morgan Stanley or associated persons.

With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to use reliable,
comprehensive information, but we make no representation that it is accurate or complete. We have no obligation to tell you when opinions or information in Morgan Stanley
Research change apart from when we intend to discontinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley Research have
not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking personnel.

Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of
associated expenses unless pre-approved by authorized members of Research management.

The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates,
securities/instruments prices, market indexes, operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options or
other rights in securities/instruments transactions. Past performance is not necessarily a guide to future performance. Estimates of future performance are based on
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assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the primary exchange for the subject company's
securities/instruments.

Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

To our readers in Taiwan: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your
reference only. Information on any securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock Exchange
of Hong Kong ("SEHK"), namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise
Index; or any securities/instruments issued by a company that is 30% or more directly- or indirectly-owned by the government of or a company incorporated in the PRC and
traded on an exchange in Hong Kong or Macau, namely SEHK's Red Chip shares, including the component company of the SEHK's China-affiliated Corp Index is
distributed only to Taiwan Securities Investment Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely responsible for
their investment decisions. Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the express written consent
of Morgan Stanley. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation or
a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments.

To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated
activities in Hong Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives.

Morgan Stanley Research is disseminated in Japan by Morgan Stanley MUFG Securities, Co., Ltd.; in Hong Kong by Morgan Stanley Asia Limited (which accepts
responsibility for its contents); in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore)
Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in Australia to
"wholesale clients" within the meaning of the Australian Corporations Act by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services
license No. 233742, which accepts responsibility for its contents; in Australia to "wholesale clients" and "retail clients" within the meaning of the Australian Corporations Act
by Morgan Stanley Smith Barney Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts responsibility for its
contents; in Korea by Morgan Stanley & Co International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited; in Canada by Morgan Stanley
Canada Limited, which has approved of, and has agreed to take responsibility for, the contents of Morgan Stanley Research in Canada; in Germany by Morgan Stanley
Bank AG, Frankfurt am Main and Morgan Stanley Private Wealth Management Limited, Niederlassung Deutschland, regulated by Bundesanstalt fuer
Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish Securities Markets
Commission (CNMV) and states that Morgan Stanley Research has been written and distributed in accordance with the rules of conduct applicable to financial research as
established under Spanish regulations; in the United States by Morgan Stanley & Co. Incorporated, which accepts responsibility for its contents. Morgan Stanley & Co.
International plc, authorized and regulated by the Financial Services Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes
of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates. Morgan Stanley Private Wealth Management
Limited, authorized and regulated by the Financial Services Authority, also disseminates Morgan Stanley Research in the UK. Private U.K. investors should obtain the
advice of their Morgan Stanley & Co. International plc or Morgan Stanley Private Wealth Management representative about the investments concerned. RMB Morgan
Stanley (Proprietary) Limited is a member of the JSE Limited and regulated by the Financial Services Board in South Africa. RMB Morgan Stanley (Proprietary) Limited is
a joint venture owned equally by Morgan Stanley International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand
Limited.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services
Authority (the DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial services to which this research relates will only
be made available to a customer who we are satisfied meets the regulatory criteria to be a Professional Client.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre
Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the
QFC

As reqwred by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory
activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio
management companies, non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these
comments and recommendations. These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying
solely to this information stated here may not bring about outcomes that fit your expectations.

The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to
such data. The Global Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P.

Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.

Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form.

Additional information on recommended securities/instruments is available on request.
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Industry Coverage:Software

Company (Ticker) Rating (as of)Price* (05/14/2010)
Adam Holt

Adobe Systems (ADBE.O) O (10/29/2009) $33.72
Citrix Systems Inc (CTXS.O) U (09/08/2009) $46.51
Fortinet Inc. (FTNT.O) O (01/06/2010) $16.14
Guidance Software Inc. (GUID.O) U (10/02/2008) $5.8
Intuit (INTU.O) O (05/03/2010) $35.53
McAfee (MFE.N) E (05/17/2010) $33.68
Microsoft (MSFT.O) O (04/24/2009) $28.93
NetSuite (N.N) E (01/14/2010) $15.41
Oracle Corporation (ORCL.O) O (06/23/2008) $23.78
Red Hat, Inc. (RHT.N) E (12/19/2008) $30.4
Salesforce.com (CRM.N) E (08/12/2009) $84.72
SolarWinds, Inc. (SWI.N) O (06/29/2009) $20.09
Sourcefire (FIRE.O) E (01/14/2010) $19.39
SuccessFactors (SFSF.O) E (12/16/2008) $22.04
Symantec (SYMC.O) E (05/07/2009) $16.12
Taleo Corporation (TLEO.O) O (01/14/2010) $25.53
VMware Inc (VMW.N) E (06/23/2008) $60.2
Keith Weiss, CFA

ArcSight Inc (ARST.O) O (03/26/2008) $23.48
Autodesk (ADSK.O) U (09/08/2009) $30.77
Check Point Software Technologies E (04/15/2010) $32.63
Ltd. (CHKP.O)

DemandTec (DMAN.O) U (01/08/2010) $6.11
RightNow Technologies, Inc. E (04/06/2006) $15.05
(RNOW.0)

Websense Inc. (WBSN.O) O (01/29/2010) $22.2

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