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The Business section and other parts of this AnReglort on Form 10-K ("Form 10-K") contain forwaloleking statements that involve risks
and uncertainties. Many of the forward-looking statnts are located in "Management's Discussionfaralysis of Financial Condition and
Results of Operations." Forwa-looking statements provide current expectationfsitafre events based on certain assumptions aridde@ny
statement that does not directly relate to anydnisal or current fact. Forward-looking statemertan also be identified by words such as
"anticipates,” "believes," "estimates," "expect$ritends," "plans,” "predicts,” and similar termSorward-looking statements are not
guarantees of future performance and the Compamisal results may differ significantly from thesuéts discussed in the forwelooking
statements. Factors that might cause such diffe®gimclude, but are not limited to, those discusedbe subsection entitled "Risk Factors"
under Part |, Item 1A of this Form 10-K. The Compassumes no obligation to revise or update amnydiod-looking statements for any
reason, except as required by law.

PART |
Item 1. Business
Company Background

Apple Inc. and its wholly-owned subsidiaries (colieely "Apple" or the "Company") design, manufaetuand market personal computers,
portable digital music players, and mobile commatian devices and sells a variety of related saftwservices, peripherals, and networking
solutions. The Company sells its products worldvifdeugh its online stores, its retail storesditect sales force, and third-party wholesalers,
resellers, and value-added resellers. In additt@Company sells a variety of third-party Maciftg®Mac"), iPod and iPhone compatible
products, including application software, printatorage devices, speakers, headphones, and vatlmrsaccessories and peripherals through
its online and retail stores. The Company sellsdcation, consumer, creative professional, busjraesl government customers. The
Company's fiscal year is the 52 or %8¢k period that ends on the last Saturday of &dme Unless otherwise stated, all information @index

in this Form 10-K is based on the Company's fised¢ndar.

Business Strategy

The Company is committed to bringing the best pesoomputing, portable digital music and mobilencounication experience to students,
educators, creative professionals, businessesrmoeait agencies, and consumers through its inn@vatirdware, software, peripherals,
services, and Internet offerings. The Company'nless strategy leverages its unique ability togteaind develop its own operating system,
hardware, application software, and services t@igeoits customers new products and solutions aitberior ease-afise, seamless integrati
and innovative industrial design. The Company lveliecontinual investment in research and developmemnitical to the development and
enhancement of innovative products and technologrieaddition to evolving its personal computerd aglated solutions, the Company
continues to capitalize on the convergence of gregnal computer, digital consumer electronicsrantile communications by creating and
refining innovations, such as the iPod, iPhonen&aiStore, and Apple TV. The Company's strategyiatdudes expanding its distribution
network to effectively reach more of its targetedtomers and provide them with a high-quality sales post-sales support experience.

Digital Lifestyle

The Company believes that for both professionats@msumers the personal computer has becomertter ©f an evolving digital lifestyle
integrating with and enhancing the utility of adeead digital devices such as the Company's iPotsnés, digital video and still cameras,
televisions, personal digital assistants, and adigital devices. The attributes of the personahpoter that enable this functionality include a
high-quality user interface, easy access to radbtiinexpensive data storage, the ability to rumpkex applications, and the ability to connect
easily to a wide variety of other digital devicesldo the Internet. The Company is the only pgréiot in the personal computer industry that
controls the design




and development of the entire personal computers-ite hardware and operating system to sophisticaiftware applications. This, along
with its products' creative industrial designsuitive ease-of-use, and built-in graphics, multitaeghd networking capabilities, positions the
Company to offer innovative integrated digital $ifgle solutions.

Expanded Distributiol

The Company believes a high-quality buying experewith knowledgeable salespersons who can coteeydlue of the Company's products
and services greatly enhances its ability to dttad retain customers. The Company sells mantg @iroducts and resells certain third-party
products in most of its major markets directly tmsumers, education customers, and businessegthitsuetail and online stores. The
Company has also invested in programs to enhasedieesales, including the Apple Sales Consulangram, which places Apple employees
and contractors at selected third-party reselleations. The Company believes providing direct aohwith its targeted customers is an
efficient way to demonstrate the advantages d¥las computers and other products over those @bitspetitors.

At the end of fiscal 2007, the Company had openexdad of 197 of its own retail stores, including4lstores in the U.S. and a total of 23 stores
in Canada, Japan, U.K. and Italy. The Company yasdlly located its stores at high-traffic locat#oin quality shopping malls and urban
shopping districts.

One of the goals of the retail initiative is to exg the Company's installed base through salesstormers who currently do not already own
the Company's products. By operating its own stargslocating them in desirable high-traffic locat, the Company is better positioned to
control the customer buying experience and attraat customers. The stores are designed to simgolifiyenhance the presentation and
marketing of the Company's products and relategtisols. To that end, retail store configurationgehavolved into various sizes in order to
accommodate market-specific demands. The storebgrapperienced and knowledgeable personnel wheigeqroduct advice and certain
support services. The stores offer a wide seleafdhird-party hardware, software, and variouseothaccessory products and peripherals
selected to complement the Company's own products.

Education

Throughout its history, the Company has focusetheruse of technology in education and has beemitted to delivering tools to help
educators teach and students learn. The Compaigybsgleffective integration of technology into sla®m instruction can result in higher
levels of student achievement, especially when tsedpport collaboration, information access, #irdexpression and representation of
student thoughts and ideas. The Company has delsiggrenge of products and services to addressetdsrof education customers. These
products and services include the Company's Magatens, iPods, iTunes, and Apple TV, in additiowaoious solutions for video creation
and editing, wireless networking, professional depment, and one-to-one (1:1) learning. A 1:1 leagrsolution typically consists of a
portable computer for every student and teachergaldth the installation of a wireless network.

Creative Professionals

Creative professionals constitute one of the Comppanost important markets for both hardware arfthvswe products. This market is also
important to many third-party developers who previdac-compatible hardware and software solutiomsatd/e customers utilize the
Company's products for a variety of activities utlthg digital video and film production and editjrdtigital video and film special effects,
compositing and titling; digital still photograpland workflow management; graphic design, publishamgl print production; music creation
and production; audio production and sound desigd;web design, development, and administration.

The Company designs its high-end hardware solutiockiding servers, desktops, and portable Matesys, to incorporate the power,
expandability, and features desired by creativégsmionals. The Company's operating system, MaX Q&corporates powerful graphics and
audio technologies and




features developer tools to optimize system andicgijpn performance when running creative solwipnovided by the Company or third-
party developers.

Other

In addition to consumer, education and creativégssional markets, the Company provides hardwadlesaftiware products and solutions for
customers in the information technology, sciencsjiess, and government markets.

Business Organization

The Company manages its business primarily on grgebic basis. The Company's reportable operagggents consist of the Americas,
Europe, Japan, and Retail. The Americas, Eurogk,Japan reportable segments do not include aeviglated to the Retail segment. The
Americas segment includes both North and South Araethe Europe segment includes European couratsiegell as the Middle East and
Africa. The Retail segment operates Apple-ownedilrstores in the U.S., Canada, Japan, the U.Klt@hd Each reportable geographic
operating segment and the Retail operating segprexide similar hardware and software productssimdlar services. Further information
regarding the Company's operating segments maguelfin Part Il, Item 7 of this Form 10-K under theading "Segment Operating
Performance," and in Part I, Item 8 of this For@aKLin Notes to Consolidated Financial Statementdate 9, "Segment Information and
Geographic Data."

Products

The Company offers a range of personal computindymts including desktop and portable personal eaenp, related devices and periphe
and various third-party hardware and software petglun addition, the Company offers software patdincluding Mac OS® X, the
Company's proprietary operating system softwarghflerMac®; server software and related solutionsfgssional application software; and
consumer, education and business oriented applicatiftware. The Company also designs, developsramidets to Mac and Windows users
its family of iPod® digital music players and ihione™ mobile communication device, along withtezlaaccessories and services including
the online distribution of third-party content thgh the Company's iTunes Store™. The Company'sapyiproducts are discussed below.

Hardware Product:

The Company offers a range of personal computindyxts including desktop and notebook computersesand storage products, related
devices and peripherals, and various third-partguare products. The Company's Mac desktop andlplersystems feature Intel
microprocessors, the Company's Mac OS X Versioh [LBopard™ ("Mac OS X Leopard") operating systeat iecame available in
October 2007 and iLife® suite of software for creatand management of digital photography, musmyigs, DVDs, and website. The
Company's transition from PowerPC to Intel micragssors for Mac systems was completed in Augush,28 its transition for Xserve®
was completed in November 2006. There are potetigied and uncertainties associated with the ttiamsio Intel microprocessors, which are
further discussed in Item 1A of this Form 10-K unttee heading "Risk Factors."

MacBook® Pro

The MacBook Pro family of notebook computers isigiesd for professionals and advanced consumer.usess introduced in January 2006,
the MacBook Pro includes a 15-inch or 17-inch widesn display, a built-in iSight® video camera,#rBow™ with the Apple Remote, and
the MagSafe® magnetic power adapter. In June 20@7Company updated its MacBook Pro models to delhe latest Intel Core 2 Duo
processors and the Nvidia GeForce 8600M GT gramungoller. MacBook Pro includes up to 4GB of 664MDDR2 main memory with an
800 MHz frontside bus, a Serial ATA hard drive, anslot-loading double-layer SuperDrive®. In adititievery MacBook Pro features a 1-
inch thin aluminum enclosure and includes AirPottrEme® 802.11n wireless networking, Bluetooth EZDR, Gigabit
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Ethernet, USB 2.0 and FireWire® ports, audio imgoud output ports, a DVI video-out port, an ExpressiZ34 slot, scrolling trackpad, and
backlit keyboard.

MacBook®

The MacBook is designed for consumer and educasens. First introduced in May 2006, the MacBoakudes a 13nach widescreen displa
a built-in iSight video camera and the MagSafe nesigrpower adapter. In May 2007, the Company ugbiiseMacBook models with faster
Intel Core 2 Duo processors running at up to 2.18Ghtel integrated graphics, support for up to 48B67MHz DDR2 main memory, a
Serial ATA hard drive, and a slot-loading Comboicgitdrive or double-layer SuperDrive. In additidiacBook models include AirPort
Extreme 802.11n wireless networking, Bluetooth DR, Gigabit Ethernet, USB 2.0 and FireWire poatgjio input and output ports, a mini-
DVI video output port, and scrolling trackpad.

Mac® Pro

The Mac Pro desktop computer is targeted at busiaied professional users and is designed to megiettiormance, expansion, and
networking needs of the most demanding Mac usex.Mac Pro features two Intel Xeon dual-core or go@@ processors running at up to
3.0GHz, with 4MB and 8MB of shared Level 2 cachd amdependent 1.33GHz front-side buses, 667MHy fuliffered memory, and a 256t
wide memory architecture. The Mac Pro also featardect attach storage solution for snap-in ifegtan of up to four 750GB Serial ATA
hard drives for a total of 3TB of internal storageery Mac Pro includes three full-length PCI Exggexpansion slots and one dowvide PC
Express graphics slot to support double-wide gegpbards. The Mac Pro also includes dual Etherorts poptical digital input and output
ports, analog audio input and output ports, andiptelFireWire 400, FireWire 800 and USB 2.0 ports.

iMac®

The iMac desktop computer is targeted at consuetication and business customers. In August 288 7Company updated the iMac to
include 2.0GHz, 2.4GHz or 2.8GHz Intel Core 2 Duogessors, up to 4 GB of 667 MHz DDR2 SDRAM, adagfraphics card using ATI
Radeon HD 2400 XT or ATl Radeon HD 2600 PRO graphand slot-loading double-layer SuperDrive. AlldtMmodels include a built-in
iSight video camera, AirPort Extreme 802.11n wissleetworking, Bluetooth 2.0+EDR, buiift-Gigabit Ethernet, USB 2.0 and Fire Wire pc
and mini-DVI video out.

Mac® mini

In February 2006, the Company introduced the Ibtesdled Mac mini that includes Front Row with the kgRemote. The Mac mini offers 1GB
of 667MHz memory expandable to 2GB and either 8G@&Hz or 2.0GHz Intel processor. Every Mac mini iti#s built-in Gigabit Ethernet,
AirPort Extreme 802.11g wireless networking, Blu#to2.0+EDR, a total of four USB 2.0 ports, and &ireWire 400 port. Mac mini includes
a full-size DVI interface and a VGA-out adapterctimnect to a variety of displays, including telémis, and features both analog and digital
audio outputs.

Xserve® and Xserve RAID Storage System

Xserve is a 1U rack-mount server powered by twd-daee 64-bit Intel Xeon processors running ate@0GHz and features Mac OS® X
Server 10.5, which became available in October 2B8&rve supports up to 32GB of RAM, remote managerand internal serial attached
SCSI ("SAS") or serial ATA ("SATA") storage drive$ up to 2.25TB, with optional internal hardware RAThe Company's Xserve RAID
storage system delivers up to 10.5TB of Fiber Ckhattached hardware RAID storage capacity andetpanded support for Mac OS X and
heterogeneous environments.




Music Products and Servic

The Company offers its iPod® line of portable diginusic players and related accessories to Mad\éndows users. All iPods work with the
Company's iTunes® digital music management softWéfenes software") available for both Mac and \Wmws-based computers.

The Company also provides an online service tailige third-party music, audio books, music videgieort films, television shows, movies,
podcasts and iPod games through its iTunes Stoadition to the Company's own iPod accessotiesisands of third-party iPod compatible
products are available, either through the Comgamyfine and retail stores or from third partiesjuding portable and desktop speaker
systems, headphones, car radio solutions, voiagders, cables and docks, power supplies and asayed carrying cases and armbands.

iPod® shuffle

The iPod shuffle weighs half an ounce and featarealuminum design and a built-in clip. The iPodffib contains 1GB of flash memory
capable of holding up to 240 songs and provide® U hours of battery life. The iPod shuffle irads a shuffle switch feature that allows
users to listen to their music in random ordemathie order of their playlist synced through iTuriBed shuffle works with iTunes' patent-
pending AutoFill option that automatically selestsgs to fill the iPod shuffle from a user's iTulibgary.

iPod® nano

In September 2007, the Company introduced a nesioreof its flash-memory-based iPod nano featuaihgrger two-inch display with 204
pixels per inch and a new user interface featu@inger Flow®. The new iPod nano comes in an all friitaign made with anodized aluminum
and polished stainless steel and has up to 24 ldlattery life. The iPod nano includes the Chtkeel, a smaller and lighter design and
brighter color screen than its predecessor, andiRed games. The iPod nano is available in 4GB8®# configurations and in a variety of
colors.

iPod® classic

In September 2007, the Company introduced the Red classic. The iPod classic is an upgraded verdithe original iPod, the Company's
hard-drive based portable digital music player. IR classic is available in an 80GB model capablsolding up to 20,000 songs or

100 hours of video and a 160GB model capable afihglup to 40,000 songs or 200 hours of video. iPloel classic features up to 40 hours of
battery life and includes a new all-metal enclosanmd a 2.5-inch color screen that can display albrtmork, photos, and video content
including music videos, video and audio podcastsrtdilms, television shows, movies, and games.

iPod® touch

In September 2007, the Company introduced the iBach, a new flash-memory-based iPod that is 8 imand features the Company's
Multi-Touch™ user interface on a 3.5-inch widesardesplay. The iPod touch includes Wi-Fi wirelestworking and additional applications
such as Safari™, Google Search or Yahoo! oneSeanchthe new iTunes Wi-Fi Music Store. The iPocttois available in 8GB and 16 GB
configurations and features up to 22 hours of aptigback and up to five hours of video playbadke TPod touch's user interface is based on
the Multi-Touch™ display allowing users to conttieé device with a touchscreen.

iTunes® 7

iTunes is a digital media player application faayhg, downloading, and organizing digital musid adeo files. iTunes is available for both
Mac and Windows-based computers. Within iTunesuieg can connect to the iTunes Store™, a servateatlows customers to find,
purchase, and download third-party digital musiglia books, music videos, short films, televisiblws and movies, and iPod games. In
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September 2007, the Company introduced the iTuneSiWusic Store offering users the ability to bresy search, preview, purchase, and
download songs and albums from their iPod toudPlbone over a Wi-Fi network. Customers can sedreltontents of the store catalog to
locate works by title, artist, or album, or brovike entire contents of the store by genre. Origyriatroduced in the U.S. in April 2003, the
iTunes Store now serves customers in 22 countries.

iPhone™

In January 2007, the Company announced iPABne& handheld device that combines in a single prioalumobile phone, a widescreen iPod
with touch controls, and an Internet communicatidesgice. iPhone's user interface is based on tH&-Wiouch™ display allowing users to
control the device with a touchscreen. iPhoneusess make calls by tapping on a name or numbtéeinaddress book, a favorites list, or a
call log as well as select and listen to voicenmmagkssages in any order. iPhone also allows usgnsrttase and download songs and albums
from the iTunes Wi-Fi Music Store directly onto ithi®hone and play their iTunes® content, includingvies, television shows, music, photos
and podcasts, with the touch of a finger. iPhom¢uiees desktop-class email, web browsing, searchimdymaps. iPhone is compatible with a
Mac or PC and automatically syncs content froma'sisTunes library, as well as contacts, bookmeaakd email accounts. iPhone is a quad-
band GSM phone featuring EDGE and Wi-Fi wireleshmlogies for data networking, Bluetooth 2.0, dthn 2 megapixel camera, a 3ibeh
touch screen with 480-b320 resolution at 160 pixels per inch, and prowgdip to 8 hours of talk time, 6 hours of Interngé u7 hours of vide
playback or 24 hours of audio playback. AT&T MotyilLLC ("AT&T") is the exclusive U.S. cellular netwk carrier for iPhone. The Compe
began shipping iPhone in the U.S. on June 29, 206 Movember 9, 2007, the Company began shippingn€ in the U.K. and Germany, and
expects to ship the iPhone in France on Novembg2@%7. O2 Limited ("O2"), T-Mobile International®& Co. KG ("T-Mobile"), and

France Telecom ("Orange") are the exclusive celloéawork carriers for iPhone in the U.K., Germaagd France, respectively. The Company
has entered into agreements with each exclusilglaehetwork carrier related to cellular netwosndces and the purchase and sale of iPhone
and iPhone related products. These agreementieghétCompany to receive certain payments frorsefuarriers.

In addition to the Company's own iPhone accessdhiés-party iPhone compatible products are abédaeither through the Company's online
and retail stores or from third parties, includhepdsets, cables and docks, power supplies, andngacases.

Peripheral Product:

The Company sells a variety of Apple-branded airdparty Mac-compatible peripheral products diletd end-users through its retail and
online stores, including printers, storage devicespputer memory, digital video and still cameray] various other computing products and
supplies.

Displays

The Company manufactures a family of widescredmfiael displays including the 30-inch Apple Cineidfa Display™, a widescreen active-
matrix LCD with 2560-by-1600 pixel resolution, tB8-inch Apple Cinema HD Display with 1920-by-1208eg resolution and the 20-inch
Apple Cinema Display® with 1680-by-1050 pixel rag@n. These displays feature built-in dual Fires\énd dual USB 2.0 ports and use the
industry standard DVI interface for a pure digitahnection with the Company's latest Mac Pro, Maxt8®ero, Mac mini and MacBook
systems. The Cinema Displays feature an aluminwsigdeavith a thin bezel, suspended by an aluminandsthat allows viewing angle
adjustment.

Apple TV™

In January 2007, the Company announced Apple Tdévice that permits users to wirelessly play iTuc@stent on a widescreen television.
Compatible with a Mac or Windows-based computepl8@V includes either a 40GB or 160GB hard drigpable of storing up to 200 hours
of video, 36,000 songs,




25,000 photos, or a combination of each and istdepa displaying content in high definition restidun up to 720p. Apple TV connects to a
broad range of widescreen televisions and homadhegstems and comes standard with high-definitiottimedia interface, component
video, and both analog and digital optical audidgdJsing high-speed AirPort® 802.11n wirelesswoeking, Apple TV can autsync conter
from one computer or stream content from up to #uditional computers directly to a television. Tempany began shipping Apple TV in
March 2007.

Software Products and Computer Technologies

The Company offers a range of software productedcation, creative professional, consumer, bessiaed government customers, including
Mac OS X, the Company's proprietary operating systeftware for the Mac; server software and relatddtions; professional application
software; and consumer, education, and businessted application software.

Operating System Software

Mac OS® X is built on an open-source UNIX-basedfdation. Mac OS X Leopard is the sixth major redeasMac OS X and became
available in October 2007. Leopard includes 300 features and introduces a new desktop with Stacksw way to easily access files from
the Dock; a redesigned Finder™ that lets usersktubrowse and share files between multiple MaasgicQ Look, a new way to instantly see
files without opening an application; Spaces™, rdnifive new feature used to create groups of appiins and instantly switch between them;
and Time Machine™, an effortless way to automdsidadck up everything on a Mac.

Application Software
iLife® '08

In August 2007, the Company introduced iLife '08 tatest release of its consumer-oriented ditifestyle application suite, which features
iPhoto®, iDVD®, GarageBand®, iWeb™, iTunes® and MWe® '08. All of these applications are Universakaning that they run natively on
both Intel and PowerPC-based Mac computers ("Usaléx.

iPhoto® is the Company's consumer-oriented digitalto software application. iPhoto '08 adds newufes for organizing and
browsing photos, including event-based groupingy peofessional quality image editing tools, andl@es publishing to .Mac Web
Gallery. .Mac Web Gallery, is fully integrated witdhoto '08 and iMovie '08, allowing .Mac usershare photos and movies over the
web. iPhoto '08 features print, photo book, gregtiard, and calendar layout tools and integratdid@ordering services.

iMovie® '08 is a new version of the Company's constroriented digital video editing software applica. iMovie® '08 provides new
tools for quick movie creation and video enhancesiéncluding transitions, titles, music and soefffécts. Projects in iMovie®8 car
also be published to .Mac Web Gallery.

iDVD® is the Company's consumer-oriented softwamgliaation that enables users to turn iMovie fil@siickTime® files, and digital
pictures into interactive DVDs that can be playadmost consumer DVD players. iDVD '08 features &® pple-designed menu
themes in both widescreen (16:9) and standard {drB)ats.

GarageBand® is the Company's consuor@nted music creation software application thiatnes users to play, record and create m
using a simple interface. With GarageBand, softvimsguments, digital audio recordings and loogiagks can be arranged and edited
to create songs. GarageBand '08 allows users turtefipished songs to their iTunes library, or gsbla podcast through iweb and .}
that includes artwork, sound effects, and musigl§s.




iWeb™ allows users to create online photo alburttgdand podcasts, and to customize websites asiitigg tools. iWeb'08 offers
new features to make websites more interactivedolyng live web widgets, which are snippets of bamtent from other websites, such
as Google Maps, targeted ads using Google AdSerkphetos or movies from .Mac Web Galleries.

iLife '08 also includes iTunes®, the Company'stdignusic jukebox software application that allayeers to purchase a variety of digital
content available through the Company's iTuneseStdunes organizes content using searching, brmysind playlists, and provides
integration with the complete family of iPods aRthone.

iWork™ '08

In August 2007, the Company introduced iWork '08ea version of the Company's integrated produgtstite designed to help users create,
present, and publish documents, presentations@eddsheets. iWork '08 includes updates to Pagi&s®r word processing and page layout,
Keynote® '08 for presentations, and introduces NensitD8 for spreadsheets. All of these program$Jaieersal and feature advanced image
tools, including enhanced photo masking, resizplitire frames and edges, and Instant Alpha, waédily removes the background of a
photo.

Final Cut Studio® 2

In April 2007, the Company introduced Final Cut@t® 2, an upgraded version of the Company's vgleoluction suite designed for
professionals. Final Cut Studio 2 features Final Bro® 6 for video editing, DVD Studio Pro® 4 foMD authoring, Motion 3 for real-time
motion graphics, Soundtrack® Pro 2 for audio editimd sound design, Color for color grading anfimg, and Compressor 3 for encoding
media in multiple formats. All of these applicatioare Universal. The Company also offers FinalExgdress HD 3.5, a consumer version of
the Company's movie making software.

Logic® Studio

In September 2007, the Company introduced LogidiSta comprehensive suite of professional tooézlusy musicians and professionals to
create, perform, and record music. Logic Studiduiess Logic® Pro 8, an upgraded version of the Camg[s music creation and audio
production software; MainStage™, a new live perfance application; Soundtrack® Pro 2, a professiandlo post production software;
Studio Instruments, made up of 40 instrument phgg-Studio Effects, with 80 professional effectgplos; and studio Sound Library. In
addition, the Company offers Logic® Express 8,amgalone version of the Logic® Pro 8 applicatioat hrovides an easy entry into
professional music production. All of these apglimas are Universal.

FileMaker® Pro

The FileMaker Pro database software is Universdldadfers relational databases and desktop-to-wélighing capabilities. In July 2007, the
Company introduced FileMaker Pro 9 featuring a ®avick Start screen, which stores users' favoritesgives them access to the new videos
in the FileMaker Learning Center; Conditional Fottimgy, which highlights data based on parametezaer sets; and the ability to email a
link to other FileMaker users to instantly accesmtabase.

Internet Software and Servic

The Company is focused on delivering seamlessiatieg with and access to the Internet throughleeitGompany's products and services.
Company's Internet solutions adhere to many ingdussémdards to provide an optimized user experience

Safari™

In October 2007, the Company made available Sa8fariweb browser compatible with Windows XP, Winddvista and Mac OS X. Safari 3
includes built-in Google search; SnapBack™ to imtdyareturn to




search results; a way to name, organize and prbsekimarks; tabbed browsing; and automatic "popagblocking.
QuickTime®

QuickTime, the Company's multimedia software forcMa Windows-based computers, features streamitigeo&nd stored video and audio
over the Internet and playback of high-quality auaind video on computers. QuickTime 7 features #H&tcoding and can automatically
determine a user's connection speed to ensuratkeyetting the highest-quality content stream iptessQuickTime 7 also delivers multi-
channel audio and supports audio formats, includiti-, WAV, MOV, MP4 (AAC only), CAF, and AAC/ADTS.

The Company offers several other QuickTime produ@tdckTime 7 Pro, a suite of software tools, aboeveation and editing of Internetady
audio and video files. QuickTime 7 Pro allows ugersreate H.264 video, capture audio and videzatermulti-channel audio, and export
multiple files while playing back or editing video.

.Mac®

The Company's .Mac offering is a suite of Intessmwices that for an annual fee provides Mac uséhsa powerful set of Internet tools. .Mac
services include: internet message access profdbbAP") mail, an ad-free email service; websitesting for publishing web sites from iWeb;
iDisk, a virtual hard drive accessible anywherehitternet access; .Mac Sync, which keeps Safatkinarks, iCal® calendars, Address Book
information, Keychain®, and Mac OS X Mail preferesaip-to-date across multiple Mac computers; amdi@ which allows people to use a
group email list and website. The current versibrivac provides combined iDisk and email storagemto 10GB for individuals and 20GB
for families. In August 2007, the Company announgpdates to its .Mac online service, including .Mdeb Gallery, a new service for .Mac
members to share photos and movies on the Inteiat. Web Gallery lets members share photos andesalirectly from iLife '08 with
anyone on a Mac, PC or iPhone.

Wireless Connectivity and Networking
AirPort Extreme®

AirPort Extreme is the Company's wireless netwagkiechnology. AirPort Extreme Base Station inclug8@®.11n Wi-Fi wireless networking
and supports up to 50 users. Air Port Extreme desrat either 2.4 GHz or 5 GHz frequencies, progidiompatibility with most Wi devices
The current AirPort Extreme Base Station works witith Mac and Windows computers, includes multipigabit Ethernet ports and supports
USB printer sharing to allow multiple users to Masesly share USB printers connected directly tobse station. All Macs have either built-in
or optional wireless networking client hardware aonftware that communicates with Airport ExtremeAgport Express Base Stations.

AirPort® Express®

AirPort Express is the first 802.11g standard nm®base station that can be plugged directly irdonthll for wireless Internet connections and
USB printing. Airport Express also features anadad digital audio outputs that can be connecteddiereo and AirTunes™ music network
software that works with iTunes, giving users a wawirelessly stream iTunes music from their Mad\ndows-based computer to any room
in the house. AirPort Express features a singlegpigesign weighing 6.7 ounces.

Product Support and Services

AppleCare®offers a range of support options for the Compaoysomers. These options include assistanceshmiilt into software product
printed and electronic product manuals, online supipcluding comprehensive product informatiomes| as technical assistance, and the
AppleCare




Protection Plan. The AppleCare Protection Planfeeabased service that typically includes thresry®f phone support and hardware repairs,
dedicated web-based support resources, and uggrodigc tools.

Markets and Distribution

The Company's customers are primarily in the edorcatreative professional, consumer, and busimeskets. The Company distributes its
products through wholesalers, resellers, nationdlragional retailers and cataloguers. No individuastomer accounted for more than 10% of
net sales in 2007, 2006, or 2005. The Companysah® many of its products and resells certairdtpiarty products in most of its major
markets directly to consumers, education custonags businesses through its own sales force aaill aatd online stores.

Competition

The Company is confronted by aggressive competitiail areas of its business. The markets for sores electronics, personal computers,
related software and peripheral products, digitasimdevices and related services, and mobile camwation devices are highly competitive.
These markets are characterized by rapid techrealbgdvances in both hardware and software tha balstantially increased the capabilities
and use of personal computers, other digital edaatrdevices, and mobile communication devicestlae resulted in the frequent introduc

of new products with competitive price, featured @erformance characteristics. Over the past skyeaas, price competition in these markets
has been particularly intense. The Company's cdatopetvho sell personal computers based on otheradipg systems have aggressively cut
prices and lowered their product margins to gaimamtain market share. The Company's financiatlitaom and operating results can be
adversely affected by these and other industry-wimlenward pressures on gross margins. The princigrabetitive factors include price,
product features, relative price/performance, povduality and reliability, design innovation, akadility of software and peripherals,
marketing and distribution capability, service aogbport, and corporate reputation. Further, apéinsonal computer industry and its custon
place more reliance on the Internet, an increasimgber of Internet devices that are smaller, simpled less expensive than traditional
personal computers may compete for market shatetindt Company's products.

The Company's music products and services have figaificant competition from other companies patimg their own digital music and
content products and services, including thoseriofffree peer-to-peer music and video services. Tbmpany believes it currently retains a
competitive advantage by offering superior innamatand integration of the entire solution includthg hardware (personal computer and
iPod), software (iTunes), and distribution of conitéTunes Store and iTunes Wi-Fi Music Store). ldoer, the Company expects competition
in this space to intensify as competitors atteropinitate the Company's approach to tightly intégtathese elements within their own
offerings or, alternatively, collaborate with easther to offer solutions that are more integratehtthose they currently offer. Some of these
current and potential competitors have substarggdurces and may be able to provide such produactservices at little or no profit or ever

a loss to compete with the Company's offerings.

The Company is currently focused on market oppdigsrelated to mobile communication devices idahg the iPhone. The mobile
communications industry is highly competitive withveral large, well-funded, and experienced cortgystiThe Company faces competition
from mobile communication device companies that ietégmpt to imitate some of the iPhone's functamd applications within their own
smart phones. This industry is characterized byesgive pricing practices, frequent product intiithins, evolving design approaches and
technologies, rapid adoption of technological armtpct advancements by competitors, and price th@hsbn the part of consumers.

The Company's future financial condition and opetatesults are substantially dependent on the @arylp ability to continue to develop
improvements to the Mac platform and to the Comfgany
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hardware, software and services related to consetaetronic devices, including iPods, and mobilemowunication devices, including iPhone.
Raw Materials

Although most components essential to the Compdmgisiess are generally available from multiplerses, certain key components
including, but not limited to, microprocessors, lesares, certain LCDs, certain optical drives, apglication-specific integrated circuits
("ASICs") are currently obtained by the Companynirsingle or limited sources. Some key componerttdeveurrently available to the
Company from multiple sources, are at times suligestdustry-wide availability constraints and jimig pressures. In addition, the Company
uses some components uncommon to the rest of thergd computer, consumer electronics and mobitencenication industries, and new
products introduced by the Company often initiaitfize custom components obtained from only onere® until the Company has evaluated
whether there is a need for, and subsequentlyfopsladditional suppliers. If the supply of a kaysingle-sourced component to the Company
were to be delayed or curtailed or in the evergyarkanufacturing vendor delayed shipment of coreplgroducts to the Company, the
Company's ability to ship related products in deiguantities and in a timely manner could be axblgraffected. The Company's business
financial performance could also be adversely éfcepending on the time required to obtain sefficquantities from the original source, or
to identify and obtain sufficient quantities from alternative source. Continued availability ofsae€omponents may be affected if suppliers
were to decide to concentrate on the producticcoafmon components instead of components custonozeddet the Company's requireme
The Company attempts to mitigate these potensbrby working closely with these and other keypdieps on product introduction plans,
strategic inventories, coordinated product intrdituns, and internal and external manufacturing dates and levels. Consistent with industry
practice, the Company acquires components througimdbination of formal purchase orders, supplientiaets, and open orders based on
projected demand information. The Company's pulasnmitments typically cover its requirementsgderiods ranging from 30 to 150 days.

The Company believes there are several compongptists and manufacturing vendors whose loss t@rapany could have a material
adverse effect upon the Company's business andcfadacondition. At this time, such vendors incluigere Systems, Inc., Ambit
Microsystems Corporation, Amperex Technology LimjtASUSTeK Corporation, ATI Technologies, Inc., A&tbs Communications Inc., AU
Optronics Corporation, Broadcom Corporation, Chi Kptoelectronics Corporation, Cypress Semiconductwporation, Hitachi Global
Storage Technologies, Hon Hai Precision Industry Cl., Infineon Technologies AG, Intel Corporatjdnventec Appliances Corporation,
LG. Phillips Co., Ltd., Matsushita, Murata Manufagbg Co., Ltd., National Semiconductor CorporatibivVIDIA Corp., Inc., Quanta
Computer, Inc., Renesas Semiconductor Co. Ltd. sBamElectronics, Sony Corporation, Synaptics, [fiexas Instruments, and Toshiba
Corporation. Certain of these vendors are the soleeed supplier of components and manufacturitgooucing for many of the Company's
key products, including but not limited to, asseyndfl most of the Company's portable Mac compui@agls, and iPhones.

Research and Development

Because the personal computer, consumer electr@mdsmobile communication industries are charasdrby rapid technological advances,
the Company's ability to compete successfully svilg dependent upon its ability to ensure a cardlrand timely flow of competitive
products, services, and technologies to the maddexpThe Company continues to develop new produraigechnologies and to enhance
existing products in the areas of computer hardwatkeperipherals, consumer electronics productbjlnoommunication devices, system
software, applications software, networking and eamications software and solutions, and Internetises and solutions. The Company may
expand the range of its product offerings and letthal property through licensing and/or acquisitof third-party business and technology.
The Company's research and development expendtaiedsd $782 million, $712 million, and $535 nolti in 2007, 2006, and 2005,
respectively.
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Patents, Trademarks, Copyrights and License

The Company currently holds rights to patents apydghts relating to certain aspects of its corepsystems, iPods, iPhone, peripherals,
software, and services. In addition, the Comparsyrbgistered, and/or has applied to register, inagles and service marks in the U.S. and a
number of foreign countries for "Apple,” the Appdgo, "Macintosh,” "Mac,” "iPod," "iTunes," "iTun&tore,” "iPhone," and numerous other
trademarks and service marks. Although the Compatigves the ownership of such patents, copyrigtddemarks and service marks is an
important factor in its business and that its sesades depend in part on the ownership theremfC&mpany relies primarily on the innovative
skills, technical competence, and marketing abgitf its personnel.

Many of the Company's products are designed tadecintellectual property obtained from third-pestiWhile it may be necessary in the
future to seek or renew licenses relating to variaspects of its products and business method€dimpany believes, based upon past
experience and industry practice, such licensesrgéiy could be obtained on commercially reasontdries; however, there is no guarantee
that such licenses could be obtained at all. Bexafitechnological changes in the computer industiyrent extensive patent coverage, anc
rapid rate of issuance of new patents, it is pdssibrtain components of the Company's productsasthess methods may unknowingly
infringe existing patents or intellectual propetityhts of others. From time to time, the Companyg been notified that it may be infringing
certain patents or other intellectual property tsgf third-parties.

Foreign and Domestic Operations and Geographic Data

The U.S. represents the Company's largest geograpdrketplace. Approximately 60% of the Compangssales in 2007 came from sales to
customers inside the U.S. Final assembly of pradsatd by the Company is currently performed inGoenpany's manufacturing facility in
Cork, Ireland, and by external vendors in Frem@atijfornia; Fullerton, California; Taiwan; the Rdpic of Korea ("Korea"); the People's
Republic of China ("China"); and the Czech Repuliliarrently, the supply and manufacture of mantjoaii components used in the
Company's products is performed by sole-sourced-fiarty vendors in the U.S., China, Japan, Kaaed, Singapore. Final assembly of
substantially all of the Company's portable produictcluding MacBook Pro, MacBook, iPod, and iPhdag@erformed by sole-sourced third-
party vendors in China. Margins on sales of the @amy's products in foreign countries, and on saflggoducts that include components
obtained from foreign suppliers, can be adversi#gcted by foreign currency exchange rate flucraiand by international trade regulations,
including tariffs and antidumping penalties.

Information regarding financial data by geograpegment is set forth in Part Il, Item 8 of this#at0-K and in Notes to Consolidated
Financial Statements at Note 9, "Segment Informagiod Geographic Data.”

Seasonal Business

The Company has historically experienced increastdales in its first and fourth fiscal quartessnpared to other quarters in its fiscal year
due to seasonal demand related to the holiday seambthe beginning of the school year. This hisébpattern should not be considered a
reliable indicator of the Company's future net saefinancial performance.

Warranty

The Company offers a basic limited parts and latemranty on most of its hardware products, inclgdifec computers, iPods and iPhones.
The basic warranty period is typically one yeanfrthe date of purchase by the end-user. The Comglanyoffers a 90-day basic warranty for
its service parts used to repair the Company'sweel products. In addition, consumers may purchasanded service coverage on most of
Company's hardware products in all of its majorkats.
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Backlog

In the Company's experience, the actual amountarfyct backlog at any particular time is not a niegiul indication of its future business
prospects. In particular, backlog often increaseaniicipation of or immediately following new praet introductions as dealers anticipate
shortages. Backlog is often reduced once dealefrsastomers believe they can obtain sufficient sugpecause of the foregoing, backlog
should not be considered a reliable indicator ef@mmpany's ability to achieve any particular lexfelevenue or financial performance.

Environmental Laws

Compliance with federal, state, local, and fordegus enacted for the protection of the environnierst to date had no material effect on the
Company's capital expenditures, earnings, or cathyeposition. In the future, these laws could @amaterial adverse effect on the
Company.

Production and marketing of products in certaitestand countries may subject the Company to emviemtal and other regulations including,
in some instances, the requirement to provide custs the ability to return product at the end stiseful life, and place responsibility for
environmentally safe disposal or recycling with @@mpany. Such laws and regulations have recerty ipassed in several jurisdictions in
which the Company operates including various coestvithin Europe and Asia, certain Canadian prosgnand certain states within the U.S.
Although the Company does not anticipate any meitadverse effects in the future based on the eatlits operations and the thrust of such
laws, there is no assurance that such existing teMisture laws will not have a material adverde&fon the Company's financial condition or
operating results.

Employees

As of September 29, 2007, the Company had appraglynal,600 fulltime equivalent employees and an additional 2,&@tpbrary equivale
employees and contractors.

Available Information

The Company's Annual Report on Form 10-K, QuartBeyports on Form 10-Q, Current Reports on Form 8¢, amendments to reports filed
pursuant to Sections 13(a) and 15(d) of the Seesiixchange Act of 1934, as amended, are fileld thi2 U.S. Securities and Exchange
Commission ("SEC"). Such reports and other inforamefiled by the Company with the SEC are availadiiehe Company's website at
http://www.apple.com/investor when such reportsaaailable on the SEC website. The public may araticopy any materials filed by the
Company with the SEC at the SEC's Public Refer&umem at 100 F Street, NE, Room 1580, Washington2D®419. The public may obtain
information on the operation of the Public Refee2Room by calling the SEC at 1-800-SEC-0330. Th€ 8tintains an Internet site that
contains reports, proxy, and information statemantsother information regarding issuers thatdlextronically with the SEC at
http://www.sec.gov. The contents of these websitemot incorporated into this filing. Further, empany's references to the URLs for these
websites are intended to be inactive textual refee only.

Iltem 1A. Risk Factors

Because of the following factors, as well as ofhetors affecting the Company's financial conditéord operating results, past financial
performance should not be considered to be a teliaticator of future performance, and investdrsudd not use historical trends to anticipate
results or trends in future periods.

The matters relating to the Company's past stotloopractices and the restatement of the Compagyisolidated financial statements may
result in additional litigation and government erdement actions.

The findings from the Company's investigation iitéopast stock option granting practices and tlseltimg restatement of prior financial
statements in its 2006 Form 10-K have exposed trapgany to greater risks associated with litigatiegulatory proceedings and government
enforcement actions. As
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described in Part |, Iltem 3, "Legal Proceedingsyesal derivative complaints and a class actiongtaimt have been filed in state and federal
courts against the Company and certain currenf@mnaer directors and executive officers pertainiogllegations relating to past stock option
grants. The Company has provided the results @fvesstigation to the SEC and the United StatesrAgy's Office for the Northern District of
California, and the Company has responded to thqirests for documents and additional informafidre Company intends to continue to
provide its full cooperation.

On April 24, 2007, the SEC filed an enforcemenicacagainst two former officers of the Companyatmouncing the lawsuit, the SEC stated
that it would not bring an enforcement action agathe Company based in part on the Company'st;ssifensive, and extraordinary
cooperation in the Commission's investigation." drding to the SEC's statement, the Company's "gatipa consisted of, among other
things, prompt self-reporting, an independent imémvestigation, the sharing of the results aft ihvestigation with the government, and the
implementation of new controls designed to prevkatrecurrence of fraudulent conduct.”

No assurance can be given regarding the outcormeslitigation, regulatory proceedings, or governtremforcement actions relating to 1
Company's past stock option practices. These datbdematters have required, and will continueetquire, the Company to incur substantial
expenses for legal, accounting, tax, and otheregsibnal services, and may divert managementlstiattefrom the Company's business. If the
Company is subject to adverse findings, it coulddzpiired to pay damages and penalties and migatddditional remedies that could harn
financial condition and operating results.

Global markets for personal computers, digital nsudgvices, mobile communication devices, and rélpégipherals and services are highly
competitive and subject to rapid technological ajanlf the Company is unable to compete effectinalyese markets, its financial condition
and operating results could be materially adversdfected.

The Company competes in global markets that at@yhimpmpetitive and characterized by aggressiveepeutting, with its resulting downward

pressure on gross margins, frequent introductiameef products and products, short product life eycévolving industry standards, continual

improvement in product price/performance charasties, rapid adoption of technological and produbtancements by competitors, and price
sensitivity on the part of consumers.

The Company's ability to compete successfully ddpdreavily on its ability to ensure a continuingl éimely introduction of new innovative
products and technologies to the marketplace. Toragany believes it is unique in that it designs dedelops virtually the entire solution for
its personal computers, consumer electronics, astillencommunication devices, including the hardwaperating system, several software
applications, and related services. As a reswdtdbmpany must make significant investments inare$eand development. By contrast, many
of the Company's competitors seek to compete agigedg on price and maintain very low cost strueturlf the Company is unable to contir
to develop and sell innovative new products witheative margins, its financial condition and opigrg results may be materially adversely
affected.

In the market for personal computers and periphethé Company faces a significant number of coitgpst many of which have broader
product lines and larger installed customer baBesre has also been a trend toward consolidatiatniis resulted in larger and potentially
stronger competitors. Price competition has beeticpéarly intense as competitors selling Windoveséd personal computers have
aggressively cut prices and lowered product mardihe Company also faces increased competitioeritain of its key market segments,
including consumer, education, professional andaorer digital video editing, and design and puliighAn increasing number of Internet
devices that include software applications andsaraller and simpler than traditional personal comaucompete for market share with the
Company's existing products.
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The Company is currently the only maker of hardwesieg the Mac OS. The Mac OS has a minority meshate in the personal computer
market, which is dominated by makers of computsisgicompeting operating systems, most notably Wired The Company's financial
condition and operating results substantially depemits ability to continually develop improvememt the Mac platform to maintain
perceived design and functional advantages. Usaadithorized copies of the Mac OS on other comgahadware products may result in
decreased demand for the Company's hardware psydunct materially adversely affect its financiah@dition and operating results.

The Company is currently focused on opportunitéated to digital content distribution, consumescéionic devices, including iPod and Ap
TV, and mobile communication devices, includingaRé. The Company faces substantial competition tompanies that have significant
technical, marketing, distribution, and other reses, as well as established hardware, softwacedgital content supplier relationships, and
also competes with illegitimate ways to obtain @igtontent. The Company expects competition tensify as competitors attempt to imitate
the Company's approach to providing these compersgamlessly within their individual offerings ook collaboratively to offer integrated
solutions. Some current and potential competitarsetsubstantial resources and experience, andrthgype able to provide such products and
services at little or no profit or even at a IoBsere can be no assurance the Company will betalgientinue to provide products and services
that effectively compete.

To remain competitive and stimulate customer demémredCompany must successfully manage frequeduptdntroductions and transitions.

Due to the highly volatile and competitive natufet@ personal computer, consumer electronics aslgileicommunication industries, the
Company must continually introduce new products teetinologies, enhance existing products, and taffdg stimulate customer demand for
new and upgraded products. The success of new grodroductions depends on a number of factoduding timely and successful
completion of development efforts, market accepatite Company's ability to manage the risks aatstiwith new products and production
ramp issues, the availability of application softevéor new products, the effective management offpase commitments and inventory levels
in line with anticipated product demand, the a\ality of products in appropriate quantities andtsato meet anticipated demand, and the risk
that new products may have quality or other defectie early stages of introduction. Accordinglye Company cannot determine in advance
the ultimate effect new product introductions arahsitions will have on financial condition and ogténg results.

The Company faces substantial inventory and othsetarisk.

The Company records a write-down for product andmanent inventories that have become obsoleteeonaxcess of anticipated demand or
net realizable value and accrues necessary redenesncellation fees for orders of products aochponents that have been cancelled. The
Company also reviews its long-lived assets for iimpant whenever events or changed circumstancésaiedthe carrying amount of an asset
may not be recoverable. If the Company determinasitpairment exists, it records a write-down éqoidghe amount by which the carrying
value of the assets exceeds its fair market vallirough the Company believes its inventory, assed, related provisions are currently
adequate, given the rapid and unpredictable papeodiuct obsolescence in the global personal coenpabnsumer electronics, and mobile
communication industries, no assurance can be ghairthe Company will not incur additional invent@r asset related charges. Such che
have had, and may have, a material adverse effiettteoCompany's financial condition and operate®gphts.

The Company must order components for its prodamdisbuild inventory in advance of product annoureeisiand shipments. Because the
Company's markets are volatile, competitive andesitlto rapid technology and price changes, thegerisk the Company will forecast
incorrectly and order or produce excess or insigfficinventories of components or products. Coaststvith industry practice, components are
normally acquired through a combination of purchaskers, supplier contracts, and open orders basgulojected demand. Such purchase
commitments typically cover forecasted componendt an
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manufacturing requirements for 30 to 150 days. Company's financial condition and operating resudtge been in the past and may in the
future be materially adversely affected by the Camys ability to manage its inventory levels argpnd to short-term shifts in customer
demand patterns.

Future operating results depend upon the Compaatyilgty to obtain key components, including micrepessors and NAND flash memory
favorable prices and in sufficient quantiti

Because the Company currently obtains certain keyponents, including microprocessors, enclosuestaio LCDs, certain optical drives, ¢
application-specific integrated circuits ("ASICsfipm single or limited sources, the Company isjecito significant supply and pricing risks.
Many of these and other key components that aréallefrom multiple sources, including NAND flagiemory, DRAM memory, and certain
LCDs, are subject at times to industry-wide shartagnd significant commaodity pricing fluctuatioifie Company has entered into certain
agreements for the supply of critical componenfaabrable pricing, but there is no guarantee thatCompany will be able to extend or rer
these agreements on favorable terms upon expiratiotherwise obtain favorable pricing in the fetutherefore, the Company remains sul

to significant risks of supply shortages and/oc@iincreases that can have a material adverse efféts financial condition and operating
results. The Company expects to experience de@@a#s gross margin percentage in fiscal yeai82@8 compared to levels achieved during
fiscal year 2007, due in part to current and exgebéiliture price increases for certain componers."$1anagement's Discussion and Analysis
of Financial Condition and Results of Operations-e€arMargin.”

The Company's new products often use custom conmg®frem only one source until the Company hasuatad whether there is a need for,
and subsequently qualifies, additional supplierbeYeg a component or product uses new technoldgiéal capacity constraints may exist

until the suppliers' yields have matured. The Camyand other producers in the personal computaswoer electronics and mobile
communication industries also compete for variausgonents with other industries that have expeedriccreased demand for their products.
The Company uses some custom components that acemamon to the rest of the personal computer, wmes electronics or mobile
communication industries. Continued availabilitytloése components at acceptable prices may beeadfdégroducers decide to concentrate
the production of components other than those auiggr to meet the Company's requirements. If tipplsiof a key component for a new or
existing product were delayed or constrained, sudh components were available only at signifigamigher prices, the Company's financial
condition and operating results could be materiatlyersely affected.

The Company depends on component and product ncdnrifey and logistics services provided by thirdtps, many of whom are located
outside of the U.S.

Most of the Company's components and products araifactured in whole or in part by third-party méoturers, most of which are located
outside of the U.S. A significant concentratiortitis outsourced manufacturing is currently perfadrbg only a few third-party manufacturers,
often in single locations. The Company has alssamuted much of its transportation and logisticeaggment. While these arrangements may
lower operating costs, they also reduce the Comnipatinect control over production and distributittris uncertain what effect such diminist
control will have on the quality or quantity of piacts or services, or the Company's flexibilityeéspond to changing conditions. In addition,
the Company relies on third-party manufactureradbere to the Company's supplier code of conduttioAgh arrangements with such
manufacturers may contain provisions for warranyemse reimbursement, the Company may remain regperno the consumer for warranty
service in the event of product defects. Any urapdited product defect or warranty liability, whetlpursuant to arrangements with contract
manufacturers or otherwise, could have a matediatise effect on the Company's reputation, findrciadition and operating results.

Final assembly of the Company's products is cugrgrerformed in the Company's manufacturing fagilit Cork, Ireland, and by external
vendors in California, Korea, China and the Czeepublic. Currently,

16




the supply and manufacture of many critical comptsiés performed by sole-sourced third-party veadiothe U.S., China, Japan, Korea, and
Singapore. Sole-sourced third- party vendors im&lpierform final assembly of substantially all fed tCompany's portable products, including
MacBook Pros, MacBooks, iPods and iPhones. If netufing or logistics in these locations is disegptor any reason, including natural
disasters, information technology system failuretlifary actions or economic, business, labor, Bsrwinental, public health, or political issues,
the Company's financial condition and operatingiitesould be materially adversely affected.

The Company relies on third-party digital contemhich may not be available to the Company on coroialér reasonable terms or at all.

The Company contracts with third parties to offeeit digital content through the Company's iTuntse& The Company pays substantial fees
to obtain the rights to this content. The Compaligé&nsing arrangements with these third partiesshort-term and do not guarantee the
continuation or renewal of these arrangements asoreable terms, if at all. Some third-party conggoviders currently or may in the future
offer competing products and services, and coldd &tion to make it more difficult or impossible the Company to license their content in
the future. Other content owners, providers orritistors may seek to limit the Company's acceserticrease the total cost of, such content.
If the Company is unable to continue to offer aewdriety of content at reasonable prices with pizd#e usage rules, or continue to expan
geographic reach, the Company's financial condgioth operating results may be materially adveratgcted.

Many third-party content providers require that @@mpany provide certain digital rights managenfddRM") and other security solutions. If
these requirements change, the Company may halev&op or license new technology to provide trsedetions. There is no assurance the
Company will be able to develop or license suchtimhs at a reasonable cost and in a timely mahm@ddition, certain countries have passed
or may propose legislation that would force the @any to license its DRM, which could lessen thegution of content and subject it to
piracy and could also affect arrangements withGbepany's content providers.

The Company relies on access to third-party patentsintellectual property, and the Company's fattesults could be materially adversely
affected if it is alleged or found to have infridgiatellectual property rights.

Many of the Company's products are designed tadecthird-party intellectual property, and it mayrecessary in the future to seek or renew
licenses relating to various aspects of its praglaod business methods. Although the Company leslithat, based on past experience and
industry practice, such licenses generally couldlitained on commercially reasonable terms, theen® iassurance that the necessary licenses
would be available on acceptable terms or at all.

Because of technological changes in the globalopatscomputer, consumer electronics and mobile comication industries, current extens
patent coverage, and the rapid issuance of newmtgaieis possible that certain components ofGbenpany's products and business methods
may unknowingly infringe the patents or other ilgetfual property rights of third parties. From titoetime, the Company has been notified

it may be infringing such rights. Responding totsalaims, regardless of their merit, can consurgeifitant time and expense, and several
pending claims are in various stages of evaluatiooertain cases, the Company may consider theathdlgy of entering into licensing
agreements, although no assurance can be givesutiaticenses can be obtained on acceptable tarthat litigation will not occur. If there

a temporary or permanent injunction prohibiting @@mpany from marketing or selling certain produmts successful claim of infringement
against the Company requires it to pay royalties tioird party, the Company's financial conditiowd @perating results could be materially
adversely affected. Information regarding certad&ines and litigation related to alleged patentimfement and other matters is set forth in
Part I, Item 3, "Legal Proceedings." In managersaiinion, the Company does not have a potenhilliy for damages or royalties from any
known current legal proceedings or claims relatethé infringement of patent or other intellectpedperty rights that would individually or in
the
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aggregate have a material adverse effect on @ dial condition and operating results. Howeveg,rigsults of such legal proceedings cann
predicted with certainty. Should the Company faiptevail in any of the matters related to infringgnt of patent or other intellectual property
rights of others described in Part |, Item 3, "Lie@aceedings," or should several of these maltenesolved against the Company in the same
reporting period, the Company's financial conditaomd operating results could be materially advgraected.

With the June 2007 introduction of iPhone, the Camphas begun to compete with mobile communicat®rice companies that hold
significant patent portfolios. Regardless of thepgcor validity of such patents or the merits of potential patent claims by competitors, the
Company may have to engage in protracted litigagoer into expensive agreements or settlement®amodify its products. Any of these
events could have a material adverse impact o@timepany's financial condition and operating results

The Company's products experience quality probkeams time to time that can result in decreased saled operating margin.

The Company sells highly complex hardware and soivproducts that can contain defects in desigmaamifacture. Sophisticated operating
system software and applications, such as thoskebyathe Company, often contain "bugs"” that carxpaetedly interfere with the software's
operation. Defects may also occur in componentspaoducts the Company purchases from third parfiesre can be no assurance that the
Company will be able to detect and fix all defeéntshe hardware and software it sells. Failuredesd could result in lost revenue, harm to
reputation, and significant warranty and other eggs, and could have a material adverse impadteo@dmpany's financial condition and
operating results.

The Company expects its quarterly revenue and tipgreesults to fluctuate for a variety of reasons.

The Company's profit margins vary among its proslaetd its distribution channels. The Company's\soft, accessories, and service and
support contracts generally have higher gross marian certain of the Company's other productsyding third-party content from the
iTunes Store. Gross margins on the Company's haedgraducts vary across product lines and can @awngr time as a result of product
transitions, pricing and configuration changes, emthponent, warranty, and other cost fluctuatidiie Company's direct sales generally have
higher associated gross margins than its indiesghrough its channel partners. In addition Ghenpany's gross margin and operating
margin percentages, as well as overall profitahilitay be materially adversely impacted as a regwdtshift in product, geographic or channel
mix, or new product announcements. The Companyrgéiyneells more products during the third montreath quarter than it does during
either of the first two months. This sales pattan produce pressure on the Company's internalsimércture during the third month of a
quarter and may adversely affect the Company'satil predict its financial results accurately réaermore, the Company has typically
experienced greater net sales in the first andHdigcal quarters compared to other quarterseénfiftal year due to seasonal demand related tc
the holiday season and the beginning of the scyeel. Developments late in a quarter, such as ldaer-anticipated demand for the
Company's products, an internal systems failuréitrre of one of the Company's key logistics, gmments supply, or manufacturing partn
could have a material adverse impact on the Conipdingncial condition and operating results.

The Company currently relies on a single cellulatwork carrier for iPhone in each of the U.S., U.&ermany and France.

AT&T, 02, T-Mobile and Orange are the Company's cellular ndtwarriers for iPhone in the U.S., U.K., Germany &nance, respectively.
these carriers cannot successfully compete witarathrriers in their markets for any reason, inicigdut not limited to the quality and
coverage of wireless voice and data services, peeince and timely build-out of advanced wirelegsvneks, and pricing and terms of
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end-user contracts, iPhone sales may be adverf$etyeal. Because the Company's agreements reqaihecarrier to make revenue-generating
payments to the Company, a carrier's non-performander or termination of an agreement, or itsilitato attract and retain iPhone
customers, could have a material adverse effeth@@ompany's future financial condition and opgagatesults. If, contrary to the Company's
license agreements or product specifications, hanP is "unlocked" from an authorized carrier'sueek, the Company would not receive
payments related to that iPhone from such camibich could have a material adverse effect on the@any's future financial condition and
operating results. The Company may choose to @rttearrangements with carriers in other countoiesegions, and the same risks described
above would also apply to those arrangements.

The Company is subject to risks associated witls laggulations and industry-imposed standards egldb mobile communications devices.

Laws and regulations related to mobile communicegtidevices in the many jurisdictions in which tren®any operates are extensive and
subject to change. Such changes, which could iedud are not limited to restrictions on productioranufacture, distribution, and use of the
device, locking the device to a carrier's networkmandating the use of the device on more tharcanger's network, may have a material
adverse effect on the Company's financial conditind operating results.

Mobile communication devices, such as iPhone, @lbgest to certification and regulation by governita¢iand standardization bodies, as well
as by cellular network carriers for use on thetsweks. These certification processes are exteraigetime consuming, and could result in
additional testing requirements, product modificasi or delays in product shipment dates, which hazaxe a material adverse effect on the
Company's financial condition and operating results

Failure of information technology systems and bhesscin data security could adversely affect the @amy's financial condition and operatii
results.

Information technology system failures and breadfefata security could disrupt the Company's dp@ra by causing delays or cancellation
of customer orders, impeding the manufacture gymsbnt of products, or resulting in the unintentiatiaclosure of customer or Company
information. Management has taken steps to addlness concerns by implementing sophisticated né&taecurity and internal control
measures. There can be no assurance, howevea, skistem failure or data security breach will reotdha material adverse effect on the
Company's financial condition and operating results

The Company's stock price may be volatile.

The Company's stock has at times experienced suladtarice volatility as a result of variationsti¥een its actual and anticipated financial
results and as a result of announcements by thep@ayrand its competitors. The stock market as dentas also experienced extreme price
and volume fluctuations that have affected the eitgpkice of many technology companies in ways i@y have been unrelated to these
companies' operating performance. FurthermoreCtrapany believes its stock price reflects highfeitgrowth and profitability expectations.
If the Company fails to meet these expectationstdsk price may significantly decline.

Economic conditions, political events, war, tersmm, public health issues, natural disasters anéotircumstances could materially advers
affect the Company.

The Company's operations and performance depenisémntly on worldwide economic conditions. Wagrrorism, geopolitical uncertainties,
public health issues, and other business inteonpthave caused and could cause damage or disrdptioternational commerce and the
global economy, and thus may have a strong negetiget on the Company, its suppliers, logistiosviters, manufacturing vendors and
customers. The Company's business operations bjecsto interruption by natural disasters, fireywmer shortages, terrorist attacks, and other
hostile acts, labor disputes, public health issaed,other events beyond its control. Such evemtklalecrease demand for the Company's
products, make it difficult or
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impossible for the Company to make and deliver petito its customers or to receive components ftersuppliers, and create delays and
inefficiencies in the Company's supply chain. Sdauhjor public health issues, including pandemacise, the Company could be negatively
affected by more stringent employee travel restnc, additional limitations in freight servicegvgrnmental actions limiting the movement of
products between regions, delays in production eaaimew products, and disruptions in the operatmfrthe Company's manufacturing
vendors and component suppliers. The majority @Gbmpany's research and development activitespiporate headquarters, information
technology systems, and other critical businessatipas, including certain component suppliers arahufacturing vendors, are located near
major seismic faults. Because the Company doesarof earthquake insurance for direct quake-rellteses and significant recovery time
could be required to resume operations, the Conipdingncial condition and operating results cduddmaterially adversely affected in the
event of a major earthquake.

The Company's success depends largely on itsyatul@ttract and retain key personnel.

Much of the Company's future success depends otothtinued service and availability of skilled pareel, including its CEO, its executive
team and key employees in technical, marketingséaidl positions. Experienced personnel in the tetdigy industry are in high demand and
competition for their talents is intense, espegiallthe Silicon Valley, where the majority of tR@mpany's key employees are located. The
Company has relied on equity awards as one meamsdaiting and retaining this highly skilled tateRecent accounting regulations requi
the expensing of stock options have resulted ireged stock-based compensation expense, whidabasd the Company to reduce the
number of stock-based awards issued to employéeseTan be no assurance that the Company wilincento successfully attract and retain
key personnel.

Unfavorable results of legal proceedings could matly adversely affect the Company.

The Company is subject to various legal proceedamgisclaims that are discussed in Part I, ItenL.8gal Proceedings." The Company is also
subject to other legal proceedings and claimstihaé arisen in the ordinary course of businesshand not been fully adjudicated. Results of
legal proceedings cannot be predicted with cegtaRegardless of its merit, litigation may be bbithe-consuming and disruptive to the
Company's operations and cause significant expems$eiversion of management attention. Should tmgany fail to prevail in certain
matters, or should several of these matters bévestagainst the Company in the same reportingogethe Company's financial condition and
operating results could be materially adverselgctéd.

The Company's business is subject to the riskst@friational operations.

The Company derives a large portion of its revefnoim its international operations. As a resultfitgncial condition and operating results
could be significantly affected by risks associatéith international activities, including econonaind labor conditions, political instability, tax
laws (including U.S. taxes on foreign subsidiaries) changes in the value of the U.S. dollar \@lscal currencies. Margins on sales of the
Company's products in foreign countries, and oessaf products that include components obtained fiareign suppliers, can be materially
adversely affected by foreign currency exchange ftattuations and by international trade regutatidncluding tariffs and antidumping
penalties.

The Company's primary exposure to movements irigoreurrency exchange rates relate to non-U.Saddinominated sales in Europe,
Japan, Australia, Canada, and certain parts of &sibnon-dollar denominated operating expensesriedthroughout the world. Weaknesses
in foreign currencies, particularly the Japanese &d the Euro, can adversely affect demand fo€tmapany's products and the U.S. dollar
value of the Company's foreign currency-denominatdds. Conversely, a strengthening in these dret &dreign currencies can cause the
Company to modify international pricing and afféet value of the Company's foreign denominatedssatel may also increase the cost of
product components.
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The Company has used derivative instruments, ssiébraign exchange forward and option positiondiedge exposures to fluctuations in
foreign currency exchange rates. The use of sudbihg activities may not offset more than a portidhe adverse financial effect resulting
from unfavorable movements in foreign exchangestate

Further information related to the Company's glabatket risks may be found in Part Il, Item 7A, ‘@ititative and Qualitative Disclosures
About Market Risk," under the subheading "Foreigmré€ncy Risk," and in Part I, ltem 8, "Financigh®ments and Supplementary Data," at
Note 1, "Summary of Significant Accounting Policesid Note 2, "Financial Instruments" of Notes ton€alidated Financial Statemer

The Company's retail initiative has required andl wéntinue to require a substantial investment aoedhmitment of resources and is subject to
numerous risks and uncertainties.

Through September 29, 2007, the Company had ofESiedetail stores. The Company's retail initiatiees required substantial fixed
investment in equipment and leasehold improveménftmation systems, inventory, and personnel. Thenpany has also entered into
substantial operating lease commitments for retake with terms ranging from 5 to 20 years, thpritya of which are for 10 years. Certain
stores have been designed and built to serve hsphajile venues to promote brand awareness ame servehicles for corporate sales and
marketing activities. Because of their unique desilpments, locations and size, these stores eegubrstantially more investment than the
Company's more typical retail stores. A substawigaline in sales, the closure or poor performaridedividual or multiple stores, or the
termination of the retail initiative could resutt significant lease termination costs, write-offequipment and leasehold improvements, and
severance costs that could have a material adirapsaet on the Company's financial condition andratieg results.

Many factors unique to retail operations, some biclv are beyond the Company's control, pose risksuacertainties that could have a
material adverse effect on the Retail segmentisdutesults, cause its actual results to diffemfamticipated results and have a material ad
effect on the Company's financial condition andrafieg results. These risks and uncertainties teslamong other things, macro-economic
factors that have a negative effect on generail mattivity, inability to manage costs associateithvgtore construction and operation, inability
to sell third-party products at adequate margiaidyfe to manage relationships with existing retaénnel partners; lack of experience in
managing retail operations outside the U.S., castociated with unanticipated fluctuations in thkig of retail inventory, and inability to
obtain and renew leases in quality retail locatiaha reasonable cost.

The Company's future performance depends on sufrpantthird-party software developers. If third-pasoftware applications cease to be
developed and maintained for the Company's hardwasducts, customers may choose not to buy the @oyrgproducts.

The Company believes decisions by customers tchpsecthe Company's hardware products are oftewl loastine availability of third-party
application software, such as Microsoft Office. iéhis no assurance that third-party developersawsifitinue to develop and maintain
applications for the Company's hardware producta timely basis or at all, and discontinuance daylef these applications could have a
material adverse effect on the Company's finarmgablition and operating results. The Company betdte availability of third-party
applications depends in part on the developersgption and analysis of the relative benefits afedigping, maintaining, and upgrading such
software for the Company's products versus Windbased products. This analysis may be based orréastich as the perceived strength of
the Company and its products, the anticipated new¢hat may be generated, continued acceptancedbgreers of Mac OS X, and the costs of
developing such applications. If the Company's minshare of the global personal computer marketses developers to question the
Company's prospects, developers could be lessi@tttio develop or upgrade software for the Compgamrgducts and more inclined to devote
their resources to developing and upgrading soéiviarthe larger Windows market. The Company's kigreent of its own software
applications may also negatively affect
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the decisions of third-party developers, such azrddioft and Adobe, to develop, maintain, and upgsdhilar or competitive software for the
Company's products. Mac OS X Leopard, which becavadable in October 2007, includes a new feathia¢ ¢nables Intdbased Mac systen
to run Windows XP and Windows Vista. This featurayndeter developers from creating software apptinatfor Mac OS X if such
applications are already available for the Windgledform.

During calendar year 2006, the Company transitiatsemac line of computers from PowerPC to Intetroprocessors. The Company depends
on third-party developers to timely develop currand future Universal applications. A Universalsten of Microsoft Office and certain other
important applications are currently not availaflee lack of Universal applications that run orelftiased Mac systems could have a material
adverse effect on the Company's financial conditiod operating results.

Investment in new business strategies and inigattould disrupt the Company's ongoing businesgaegent risks not originall
contemplated.

The Company has invested, and may in the futuresinin new business strategies or acquisitionsh 8andeavors may involve significant ri
and uncertainties, including distraction of managetiirom current operations, insufficient revenaieffset liabilities assumed and expenses
associated with the strategy, inadequate retugapital, and unidentified issues not discoverethénCompany's due diligence. Because these
new ventures are inherently risky, no assurancéeagiven that such strategies and initiatives élisuccessful and will not have a material
adverse effect on the Company's financial conditiod operating results.

The Company's future operating performance dependbe performance of distributors and other re=sll

The Company distributes its products through wladégs, resellers, national and regional retaileaje-added resellers, and cataloguers, n
of whom distribute products from competing manufeets. The Company also sells many of its prodactsresells third-party products in
most of its major markets directly to end-userstaie education customers, and certain reselleoaith its online and retail stores. iPhone is
distributed through the Company and its excluseléutar network carriers' distribution channels.

Many resellers operate on narrow product marginksteve been negatively affected in the past by veeakomic conditions. Some resellers
have perceived the expansion of the Company'stdiedes as conflicting with their business intesest distributors and resellers of the
Company's products. Such a perception could disgauresellers from investing resources in theiligion and sale of the Company's
products or lead them to limit or cease distributad those products. The Company's financial céoridnd operating results could be
materially adversely affected if the financial cdimh of these resellers weakens, if resellersgadpdistributing the Company's products, or if
uncertainty regarding demand for the Company'symrtsdcaused resellers to reduce their orderinghaariteting of the Company's products.
The Company has invested and will continue to ihireprograms to enhance reseller sales, includiatjing selected resellers' stores with
Company employees and contractors and improvindymtoplacement displays. These programs could regusubstantial investment while
providing no assurance of return or incrementatnese.

The Company is exposed to credit risk on its actsoreteivable and prepayments related to long-teupply agreements. This risk is
heightened during periods when economic conditwoisen.

A substantial majority of the Company's outstandiagle receivables are not covered by collateratedit insurance. The Company also has
unsecured non-trade receivables resulting fronséhe by the Company of components to vendors whafaature sutassemblies or assem
final products for the Company. In addition, then@@any has entered into long-term supply agreemersgscure supply of NAND flash-
memory and has prepaid a total of $1.25 billionarttiese agreements, of which $208 million had hesedl as of September 29, 2007. While
the Company has procedures to monitor and
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limit exposure to credit risk on its trade and ricade receivables as well as long-term prepaymémse can be no assurance such procedures
will effectively limit its credit risk and avoid kses.

The Company is subject to risks associated witls lamd regulations related to health, safety andrenmental protection.

The Company's products and services, and the ptioduend distribution of those goods and serviees,subject to a variety of laws and
regulations. These may require the Company to afistomers the ability to return a product at the ef its useful life and place responsibility
for environmentally safe disposal or recycling wiite Company. Such laws and regulations have rgdeetn passed in several jurisdiction:
which the Company operates, including various adesitvithin Europe and Asia, certain Canadian pross and certain states within the U.S.
Although the Company does not anticipate any meitadverse effects based on the nature of its tipasaand the thrust of such laws, there is
no assurance such existing laws or future lawsneillhave a material adverse effect on the Compdimgncial condition and operating rest

Changes in the Company's tax rates could affedtiitse results.

The Company's future effective tax rates couldffected by changes in the mix of earnings in cdestwith differing statutory tax rates,
changes in the valuation of deferred tax assetdialbitities, or by changes in tax laws or theiteirpretation. The Company is subject to the
continuous examination of its income tax returngh®yInternal Revenue Service and other tax autesriThe Company regularly assesses the
likelihood of adverse outcomes resulting from thesaminations to determine the adequacy of itsipiav for taxes. There can be no
assurance that the outcomes from these examinatiinet have a material adverse effect on the @any's financial condition and operating
results.

The Company is subject to risks associated wittatladability and coverage of insurance.

For certain risks, the Company does not maintaorance coverage because of cost and/or avaijatBitcause the Company retains some
portion of its insurable risks, and in some cag#fsissures completely, unforeseen or catastrofgsses in excess of insured limits may have a
material adverse effect on the Company's finaregablition and operating results.

Iltem 1B. Unresolved Staff Comments

None.

Item 2. Properties

The Company's headquarters are located in Cupe@adornia. The Company has a manufacturing itgaih Cork, Ireland. As of

September 29, 2007, the Company leased approxyraemillion square feet of space, primarily ietd.S., and to a lesser extent, in Europe,
Japan, Canada, and the Asia Pacific region. Thenfegility leases are generally for terms of 3%oyears and generally provide renewal
options for terms of 3 to 7 additional years. Lebspgace includes approximately 1.5 million squasg bf retail space, a majority of which is in
the U.S. Lease terms for retail space range fram2® years, the majority of which are for 10 yearsd often contain multi-year renewal
options.

The Company owns a 367,000 square-foot manufagtdaicility in Cork, Ireland that also houses a oastr support call center. The Company
also owns 805,000 square feet of facilities in &a@nto, California that include warehousing andtithistion operations, as well as a customer
support call center. In addition, the Company oapgroximately 2.4 million square feet of facilities research and development and
corporate functions in Cupertino, California, irdilug approximately 1.0 million square feet purclibise2007 and 2006 for the future
development of the Company's second corporate caimpDupertino, California, and approximately 1@0D&quare feet for a data center in
Newark, California. Outside the U.S., the Compamwn® additional facilities totaling approximately2000 square feet. Tt
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Company believes its existing facilities and equgpinare well maintained and in good operating camdi

The Company has invested in internal capacity amadegjic relationships with outside manufacturiegdors, and therefore believes it has
adequate manufacturing capacity for the foresedahlee. The Compangontinues to make investments in capital equiprasmteeded to me
anticipated demand for its products.

Item 3. Legal Proceedings

The Company is subject to various legal proceedamgisclaims as of September 29, 2007, the encecdithual period covered by this report,
that are discussed below. The Company is also cufgjeertain other legal proceedings and clairas lave arisen in the ordinary course of
business and which have not been fully adjudicdtethe opinion of management, the Company doesaet a potential liability related to
any current legal proceedings and claims that windividually or in the aggregate have a materthiase effect on its financial condition or
operating results. However, the results of legatpedings cannot be predicted with certainty. Shtheé Company fail to prevail in any of
these legal matters or should several of thesé tegtiers be resolved against the Company in theegaporting period, the operating result
a particular reporting period could be materialiiyersely affected. The Company settled certainermatturing the fourth quarter of 2007 that
did not individually or in the aggregate have aenal impact on the Company's results of operations

Apple Computer, Inc. v. Burst.com, |i

The Company filed an action for declaratory judgtregainst defendant Burst.com, Inc. on January)@62n the United States District Court
for the Northern District of California. The Compaseeks declaratory judgment that U.S. Patent 8l863,995, 5,164,839, 5,057,932 and
5,995,705 ("Burst patents") are invalid and notiitgfed by the Company. Burst filed an answer anchtrclaim on April 17, 2006 adding
infringement allegations relating to U.S. Patent Bl@95,705. Apple counterclaimed for declaratogment that each of these patents is
invalid, not infringed and unenforceable. Bursegés that the following Apple products and servio&inge the four patents at issue: iTunes
Store, iPod devices, iTunes software, iLife sofev@BarageBand, iMovie, iWeb) separately and inwoetion with the .Mac service and Apj
computers sold with or running iTunes or iLife. TBerst patents allegedly relate to methods andcgewviised for faster-than-real-time
transmission of compressed audio and/or video.filbge court issued its claim construction rulinghday 8, 2007. The Company filed motions
for summary judgment of invalidity on January 402G@nd July 13, 2007. The court held a hearinghore pending motions on September 18,
2007 and has not issued a decision. The Compa/rilotions for summary judgment and partial summatgment relating to enablement,
indefiniteness and laches on October 29, 20071 i6riget for February 26, 2008.

Bader v. Anderson, et ¢

Plaintiff filed this purported shareholder derivatiaction against the Company and each of its ¢hernt executive officers and members ¢
Board of Directors on May 19, 2005 in Santa Clacay Superior Court asserting claims for breacfichfciary duty, material misstatements
and omissions and violations of California Busin@93rofessions Code §17200 (unfair competition)e Tbmplaint alleged that the Compar
March 14, 2005, proxy statement was false and adétg for failure to disclose certain informatiaiating to the Apple Computer, Inc.
Performance Bonus Plan, which was approved by Bbhters at the annual meeting held on April 21,2®laintiff, who ostensibly brings s
on the Company's behalf, made no demand on thedRddirectors and alleged that such demand wagsext The complaint sought
injunctive and other relief for purported injuryttee Company. On July 27, 2005, plaintiff fledamended complaint alleging that, in addition
to the purported derivative claims, adoption ofleaus plan and distribution of the proxy statentkssicribing that plan also inflicted injury on
her directly as an individual shareholder. On Jand8, 2006, the Court sustained defendants' demtor
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the amended complaint, with leave to amend. Pf&iildd a second amended complaint on FebruaB0D6, and the Company filed a
demurrer. After a hearing on June 13, 2006, thertGustained the demurrer without leave to amertd #s non-director officers and with
leave to amend as to the directors. On July 246 2faintiff filed a third amended complaint, whiphrported to bring claims derivatively as
well as directly on behalf of a class of commorcklmlders who have been or will be harmed by vidfithe allegedly misleading proxy
statement. In addition to reasserting prior caw$estion, the third amended complaint includediaént that the Company violated the terms of
the plan, and a claim for waste related to restictock unit grants to certain officers in 200d 2004 and an option grant to the Company's
CEO in January 2000. The Company filed a demuardné third amended complaint. On January 30, 20@7Court sustained the Company's
demurrer with leave to amend. On May 8, 2007, pifafiled a fourth amended complaint. The Compdihgd a demurrer to the fourth
amended complaint, which the court sustained, witfeave to amend, on October 12, 2007. On Oct®5e2007, the Court entered a final
judgment in favor of defendant and ordered the désmissed with prejudic

Birdsong v. Apple Computer, Ir

This action alleges that the Company's iPod musigeps, and the ear bud headphones sold with thesrinherently defective in design and
sold without adequate warnings concerning theafskoise-induced hearing loss by iPod users. Th@sBing action was initially filed on
January 30, 2006 in the United States District Cnurthe Western District of Louisiana assertinguisiana causes of action on behalf of a
purported Louisiana class of iPod purchasers. Alairaction(Patterson v. Apple Computer, Inevas filed on January 31, 2006 in the United
States District Court for the Northern District@élifornia asserting California causes of actiorbehalf of a purported class of all iPod
purchasers within the four-year period before Jan84, 2006. The Birdsong action was transferretthéoNorthern District of California, and
the Patterson action was dismissed. An amendedlaorhpas subsequently filed in Birdsong, droppihg Louisiana law-based claims and
adding California law-based claims equivalent tsthin Patterson. After the Company filed a mot@dismiss on November 3, 2006,
plaintiffs agreed not to oppose the motion andifdesecond amended complaint on January 16, 20@Z.complaint alleges California law-
based claims for breaches of implied and expressawides, violations of California Business & Preg@ons Code §17200 (unfair competition),
California Business & Professions Code §17500 éfaldvertising), the Consumer Legal Remedies Actreegligent misrepresentation on
behalf of a putative nationwide class and a Lonsiw-based claim for redhibition for a Louisiand-class. On March 1, 2007, the Compi
filed a motion to dismiss the California law bastaims. The court held a hearing on the motionismiks on June 4, 2007 but has not yet
issued a ruling.

A similar complaintRoyer-Brennan v. Apple Computer, Inc. and Applea@aninc.was filed in Montreal, Quebec, Canada, on Febrdary
2006, seeking authorization to institute a clas®a®n behalf of iPod purchasers in Quebec. Atrdwpiest of plaintiffs' counsel, the court has
postponed class certification proceedings in thtoa indefinitely.

Branning et al. v. Apple Computer, It

Plaintiffs originally filed this purported classtam in San Francisco County Superior Court on Baky 17, 2005. The initial complaint alleged
violations of California Business & Professions €d1.7200 (unfair competition) and violation of thensumer Legal Remedies Act
("CLRA") regarding a variety of purportedly unfaind unlawful conduct including, but not limited &dlegedly selling used computers as new
and failing to honor warranties. Plaintiffs als@bght causes of action for misappropriation ofeéradcrets, breach of contract and violation of
the Song-Beverly Consumer Warranty Act. Plaintifiquested unspecified damages and other relief&@n9, 2005, the Court granted the
Company's motion to transfer the case to Santea@aunty Superior Court. On May 2, 2005, plaintifisd an amended complaint adding two
new named plaintiffs and three new causes of adticdnding a claim for treble damages under thev@@ght Act (California Business &
Professions Code §
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16700 et seq.) and a claim for false advertisirige Tompany filed a demurrer to the amended complahiich the Court sustained in its
entirety on November 10, 2005. The Court granteihfiffs leave to amend and they filed an amendaedpdaint on December 29, 2005.
Plaintiffs' amended complaint added three plaisi#ffid alleged many of the same factual claimseapréavious complaints, such as alleged
selling of used equipment as new, alleged failarednor warranties and service contracts for tisemer plaintiffs, and alleged fraud related
to the opening of the Apple retail stores. Plaiatifontinued to assert causes of action for umf@inpetition (817200), violations of the CLRA,
breach of contract, misappropriation of trade gsckgolations of the Cartwright Act, and allegeslsncauses of action for fraud, conversion,
and breach of the implied covenant of good faitth &air dealing. The Company filed a demurrer toadhgended complaint on January 31, 2
which the Court sustained on March 3, 2006 on sixi& seventeen causes of action. Plaintiffs #ledamended complaint adding one new
plaintiff. The Company filed a demurrer, which wgranted in part on September 9, 2006. Plaintiféifa further amended complaint on
September 21, 2006. On October 2, 2006, the Comfiladyan answer denying all allegations and assgriumerous affirmative defenses.

European Commission Investigati

The European Commission is investigating certaittersarelating to the iTunes Stores in Europe. Eampean Commission had previously
notified the Company that it was investigating miaimade by Which?, a United Kingdom ("U.K.") congurassociation, that the Company is
violating EU competition law by charging more farlime music in the U.K. than in Eurozone countdesl preventing U.K. consumers from
purchasing online music from the iTunes StoreEiaozone countries. The Which? claims were origyriablged with the U.K. Office of Fair
Trading, which subsequently referred them to theopean Commission.

On March 30, 2007, the European Commission issteéi8ents of Objections to the major record lab¥pgle Inc. and iTunes S.a.r.l. In the
Statements of Objections, the Commission challepgagsions in the agreements pursuant to which eaa&jor record company authorizes
iTunes S.a.r.l. to distribute digital music dowrdsahrough the iTunes Store. The Commission costémat, because of these provisions,
residents of the European Economic Area are onimitied to buy music from the iTunes Store for tlo@ntry that issued the customer's credit
card. The Commission contends that these provigiomserritorial sales restrictions which violateiéle 81 of the European Community
Treaty. The Commission seeks fines and behavieliafr The Company filed its responses to the &tatds of Objections on June 20, 2007. A
hearing on the Statements of Objections took pla&russels, Belgium on September 19, 2007.

Gordon v. Apple Computer, Inc.

Plaintiff filed this purported class action on Aggd1, 2006 in the United States District Courttf@ Northern District of California, San Jose
Division, on behalf of a purported nationwide clasonsumers who purchased 65W Power Adapteii8tmwks and Powerbooks between
November 2002 and the present. The complaint algggous problems with the 65W Adapter, includiraying, sparking, and prematt
failure. Plaintiffs allege violations of CalifornBusiness & Professions Code 817200 (unfair cortipe}j the Consumer Legal Remedies Act,
the Song-Beverly Consumer Warranty Act and bredetaoranties. The complaint seeks damages andadggitelief. The Company filed an
answer on October 20, 2006 denying the materiajations and asserting numerous affirmative deense

Harvey v. Apple Inc

Plaintiff filed this action on August 6, 2007 iretfunited States District Court for the Eastern fisof Texas, Marshall Division, alleging
infringement by the Company of U.S. Patent No. 8,831 entitled "Recharger for use with a portatéeteonic device and which includes a
proximally located light emitting
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device" and U.S. Patent No. 6,762,584 entitled *aeger for use with a portable electronic devica which includes a connector terminus for
communicating with rechargeable batteries contawmigtiin the device.” The complaint seeks unspeditlamages and other relief. The
Company filed an answer on October 12, 2007 dengihmaterial allegations and asserting numerofisradtive defenses. The Company also
asserted counterclaims for declaratory judgmemnboinfringement and invalidity.

Honeywell International, Inc., et al. v. Apple Cautgr, Inc., et al

Plaintiffs Honeywell International, Inc. and Honestintellectual Properties, Inc. filed this action October 6, 2004 in the United States
District Court in Delaware alleging infringement the Company and other defendants of U.S. PatBB0R71 entitled "Directional Diffuser
for a Liquid Crystal Display." Plaintiffs seek uresgified damages and other relief. The Company fileénswer on December 21, 2004
denying all material allegations and asserting mone affirmative defenses. The Company has tendbredase to several liquid crystal
display manufacturer suppliers. On May 18, 2005Cbart stayed the case against the Company armthiee non-manufacturer defendants.
Plaintiffs filed an amended complaint on Novembge2@05 adding additional defendants and expandiiegtope of the accused products.
Given the stay, the Company's response to the asdezwmplaint is not yet due.

In re Apple Computer, Inc. Derivative Litigatiom(fnerly Karant v. Jobs, et al. and Related Actigf#®deral Action’

On June 30, 2006, a putative derivative actionioaptiKarant v. Jobs, et. al.was filed in the United States District Court fbe Northern
District of California, San Jose Division. A numlzdrelated actions were filed in the subsequergksend have been consolidated into a
single action captionelsh re Apple Computer, Inc. Derivative Litigatioiaster File No. C-06-04128-JF before the Honedsr Fogel. The
actions were filed after the Company's announcemedune 29, 2006 that an internal investigatiahdiacovered irregularities related to the
issuance of certain stock option grants made beti8687 and 2001, that a special committee of thm@2amy's outside directors had retained
independent counsel to perform an investigationthatithe Company had informed the Securities amh&hge Commission. The action
purports to assert claims on behalf of the Compayainst several current and former executive aieed members of the Board of Directors
alleging improper backdating of stock option grantsaximize certain defendants' profits, failiogoroperly account for and take tax
deductions for those grants, insider trading, @asding false financial statements. The Compansgisaud as a nominal defendant. The
consolidated complaint alleges various causestafraander federal and California law, includingiohs for unjust enrichment, breach of
fiduciary duty, violation of the California Corpdians Code, abuse of control, gross mismanagemestission, constructive fraud and waste
of corporate assets, as well as claims under $ecii6(b), 14(a) and 20(a) of the Securities Exchakg. Plaintiffs seek damages,
disgorgement, restitution and imposition of a cardive trust. A Consolidated Shareholder Deriva@omplaint was filed on December 18,
2006, and a First Amended Shareholder Derivativen@aint was filed on March 6, 2007. Defendantsdfi'iemotion to dismiss on April 20,
2007, which was heard on September 7, 2007.

On June 12, 2007, the Company's Board of Dire@ppsoved a resolution appointing a Special LitiyatCommittee to make all decisions
relating to options litigation.

In re Apple Computer, Inc. Derivative Litigatiomifnerly Plumbers and Pipefitters v. Jobs, et all &elated Actions) (State Action); Bos
Retirement Board v. Apple Computer, |

On July 5, 2006, a putative derivative action camdPlumbers and Pipefitters v. Jobs, et.,akas filed in California Superior Court for the
County of Santa Clara. A number of related actiwase filed in the subsequent weeks, and have bemsotidated into a single action
captionedn re Apple Computer, Inc. Derivative LitigatioiNo. 1:06CV066692, assigned to the Hon. JosepleHUihese actions purport to
assert claims on behalf of the Company againstrabeerrent and former executive officers and memioé the Board of Directors alleging
improper backdating of stock option grants to mazencertain
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defendants' profits, failing to properly accountdnd take tax deductions for those grants andnigdalse financial statements. The Company
is named as a nhominal defendant. A consolidatecbt@m was filed on October 5, 2006, alleging aetgrof causes of action under California
law, including claims for unjust enrichment, breadHiduciary duty, violation of the California Cporations Code, abuse of control,
accounting, constructive trust, rescission, degedss mismanagement and waste of corporate a€se8ecember 7, 2006, the Court granted
the Company's motion to stay these actions.

On November 3, 2006, the Boston Retirement Boapiirported shareholder, filed a petition for wifiheandate against the Company in
California Superior Court for the County of Sanfar@ County Boston Retirement Board v. Apple Computer JnThe petition sought to
compel the Company to allow inspection of certarporate records relating to the Company's optiagctres and the Special Committee's
investigation. On January 16, 2007, the Compasy fl demurrer to the petition. The Court enteredrdar overruling the demurrer on

March 13, 2007. The Company filed its answer topétition on April 5, 2007. The trial took place S8eptember 24, 2007. The Court granted
the petition for inspection but narrowed the scopthe records to be produced.

In re Apple iPod Nano Products Liability Litigatigformerly Wimmer v. Apple Computer, Inc.; Moschedt al., v. Apple Computer, Ir;
Calado, et al. v. Apple Computer, Indahan, et al., v. Apple Computer, Indennings, et al., v. Apple Computer, InRappel v. Apple
Computer, Inc; Mayo v. Apple Computer, IncValencia v. Apple Computer, IncWilliamson v. Apple Computer, IncSioson v. Apple
Computer, Inc.

Beginning on October 19, 2005, eight complaintserféed in various United States District Courtsglawo complaints were filed in California
State Court alleging that the Company's iPod naa® defectively designed so that it scratches ekadgsiuring normal use, rendering the
screen unreadable.

The federal actions were coordinated in the Un8&ades District Court for the Northern District@élifornia and assigned to the Hon. Ronald
Whyte pursuant to an April 17, 2006 order of thdidial Panel on Multidistrict Litigation. Plaintiffiled a First Consolidated and Amended
Master Complaint on September 21, 2006, allegintations of California and other states' consunmetgetion and warranty laws and claim
unjust enrichment. The Master Complaint alleges wiative plaintiff classes: (1) all U.S. residefg=cluding California residents) who
purchased an iPod nano that was not manufacturdesigned using processes necessary to ensurelmesistéance to scratching of the scre
and (2) all iPod nano purchasers other than Ustdeats who purchased an iPod nano that was natfaxgored or designed using processes
necessary to ensure normal resistance to scratohihg screen. The Company answered the Mastep@amhon November 20, 2006.

The two California State Court actions were coaatkd on May 4, 2006, and assigned to the Hon.\@asdt in Los Angeles Superior Court.
Plaintiffs filed a Consolidated Amended Class Act@omplaint on June 8, 2006, alleging violation€afifornia state consumer protection,
unfair competition, false advertising and warralatys and claiming unjust enrichment. The Consodida€omplaint alleges a putative plaintiff
class of all California residents who own an iPadm containing a manufacturing defect that resualtee nano being susceptible to excessive
scratching. The Company answered the Consolidateendled Complaint on October 6, 2006.

Two similar complaintsCarpentier v. Apple Canada, IncandRoyer-Brennan v. Apple Computer, Inc. and Appleg@aninc. were filed in
Montreal, Quebec, Canada on October 27, 2005 aneNber 9, 2005, respectively, seeking authorizatianstitute class actions on behalf of
iPod nano purchasers in Quebec. The Royer-Brenlgawds stayed in May 2006 in favor of the Carpantile. A similar complaintMund v.
Apple Canada Inc. and Apple Computer, |, was filed in Ontario, Canada on January 9, 2@@king authorization to institute a class action
on behalf of iPod nano purchasers in Canada. Appleada Inc. and Apple Computer, Inc. have servaitté®of Intent to Defend.
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Individual Networks, LLC v. Apple, In

Plaintiff filed this action against the CompanyAypril 24, 2007 in the United States District Cofat the Eastern District of Texas, Marshall
Division, alleging infringement of U.S. Patent Ng117,516, entitled "Method and System for ProwgdinCustomized Media List." Plaintiff
alleges certain features of the iTunes store igé&ithe patent. The complaint seeks unspecified dasnand other relief. The Company filed an
answer on July 2, 2007, denying all material allegs and asserting numerous affirmative deferBes.Company also asserted counterclaims
for declaratory judgment of noninfringement andailidity, as well as a counterclaim against IndiatiNetworks LLC for infringement of U.S.
Patent No. 5,724,567. The Markman hearing is seDfitober 8, 2008, and trial is scheduled for Nolen®, 2009.

Intertainer, Inc. v. Apple Computer, Inc., et

Plaintiff filed this action on December 29, 2008l United States District Court for the Easterstiixt of Texas, Marshall Division, alleging
infringement by the Company and others of U.S. Ratember 6,925,469 entitled "Digital Entertainm8&etvice Platform." The complaint
seeks unspecified damages and other relief. Thep@oynfiled an answer on February 21, 2007 denylingaterial allegations and asserting
numerous affirmative defenses. The Company alsert@sscounterclaims for declaratory judgment ofinfsingement and invalidity.

Lenzi v. Apple Canada, Inc.; Wolfe v. Apple Compuike. and Apple Canada, Inc.; Hirst v. Apple Cdaalnc.; Hamilton v. Appl
Computer, Inc. and Apple Canada, Inc.

Plaintiff filed a purported class action on Jun€d0Q5, in Superior Court, in Montreal, Quebec, Ganallegedly on behalf of Quebec custon
claiming false advertising and breach of warraetating to iPod battery life. Plaintiff sought aatlzation to institute a class action on behalf
of Generations 1, 2 and 3 iPod owners in Quebed-&muary 2, 2006, the Court dismissed plaintiffigtion for authorization to institute a
class action. Plaintiff has appealed this ruling.

Two similar complaints relative to iPod batteneli¥Volfe v. ApplendHirst v. Apple, were filed in Toronto, Ontario, Canada on Audlit
2005 and September 12, 2005, respectively. Cosnbslequently amended the complaint, now caMeadidell vs. AppleThe Waddell lawsuit
is brought on behalf of all Canadian purchasersratian Quebec purchasers. On January 17, 2006 ctmpany filed its statement of defence
to the Waddell complaint. In addition, a similangalaint regarding iPod battery lifelamilton v. Apple Computer, Inc. and Apple Candda,
was filed in Calgary, Alberta, Canada on Octobet()5, purportedly on behalf of all purchaserdRafds in Alberta, Canada. The complaint
was served on September 27, 2006. The Companyheked a settlement of this matter and the pdréies requested preliminary court
approval for the settlement. Settlement of thisteratill not have a material effect on the Compatiiylancial condition or operating results.

Macadam v. Apple Computer, Inc.; Santos v. Apple@der, Inc(Santa Clara County Superior Court)

The Macadam action was filed in late 2002 asserargus causes of action including breach of @wttrfraud, negligent and intentional
interference with economic relationship, negligendrepresentation, trade libel, unfair competitionl false advertising. The complaint
requested unspecified damages and other reliefCbhnepany filed an answer on December 3, 2004 dgrglirallegations and asserting
numerous defenses.

On October 1, 2003, Macadam was deauthorized Apple reseller. Macadam filed a motion for a tengpgrorder to reinstate it as a reseller,
which the Court denied. The Court denied Macadamoson for a preliminary injunction on December 2003. On December 6, 2004,
Macadam filed for Chapter 11 bankruptcy in the Rerh District of California, which placed a staytbe litigation as to Macadam. The
Company filed a claim in the bankruptcy proceediogs-ebruary 16, 2005. The Macadam bankruptcy waseconverted to Chapter 7
(liguidation) on April 29, 2005. The Company haadleed a settlement of Macadam's claims again&dnepany with the Chapter 7
Bankruptcy Trustee. The Bankruptcy Court

29




approved the settlement on July 17, 2006 over liection of Tom Santos, Macadam's principal. Saapealed the ruling approving the
settlement, but the district court denied the api&antos has appealed to the Ninth Circuit ColiAppeals.

On December 19, 2005, Tom Santos filed a Fifth AteeihComplaint on his own behalf (hot on behalf @dsldam) alleging fraud, violations
of California Business & Professions Code §17200gw competition), California Business & ProfessdCode §17500 (false advertising) and
the Consumer Legal Remedies Act. The Company éildémurrer to Santos' amended complaint and aadpeotion to strike the defamation
cause of action on January 20, 2006. The Courasest the demurrer in part but denied the specidian to strike. Santos filed a Sixth
Amended Complaint on July 14, 2006. The Compargfd demurrer, which was granted on September0®. Zantos filed a Seventh
Amended Complaint in late September, 2006. The Gmyfiled a motion to strike, which was granteghart and denied in part on

December 15, 2006. Santos filed an Eighth Amendsdlaint on January 29, 2007. The Company fileémutrer, which was heard on

May 7, 2007. The court sustained the demurrer,Sardos filed a Ninth Amended Complaint on July20Q7. The Company filed a demurrer,
which was overruled. The Company also filed a comsaplaint against Santos on January 20, 2006iaedolations of California Business
Professions Code 817200 and California Penal C662,8raud and deceit and breach of contract.

Mediostream, Inc. v. Acer America Corp. et

Plaintiff filed this action against the Company,ek@merica Corp., Dell, Inc. and Gateway, Inc. amglst 28, 2007 in the United States
District Court for the Eastern District of Texasalhall Division, alleging infringement of U.S. Pat No. 7,009,655, entitled "Method and
System for Direct Recording of Video Informationtem Disk Medium." The complaint seeks unspecifiathages and other relief. The
Company's response to the complaint is not yet due.

OPTi Inc. v. Apple Inc.

Plaintiff filed this action against the Companydanuary 16, 2007 in the United States District Cfmrrthe Eastern District of Texas, Marshall
Division, alleging infringement of U.S. Patent N&s710,906, 5,813,036 and 6,405,291, all entitadictive Snooping of Cache Memory for
Master-Initiated Accesses." The complaint seekpecified damages and other relief. The Company file answer on April 17, 2007 denying
all material allegations and asserting numerousmadtive defenses. The Company also asserted aolaitas for declaratory judgment of
noninfringement and invalidity.

Premier International Associates LLC v. Apple Cotapunc.

Plaintiff filed this action on November 3, 2005tire United States District Court for the Easterstiit of Texas, Marshall Division, alleging
infringement by the Company of U.S. Patent Nos48,225 and 6,763,345 both entitled "List Buildings&m." The complaint sought
unspecified damages and other relief. The Compidety én answer on January 13, 2006 denying all natlegations and asserting numet
affirmative defenses. The Company also assertedtemiaims for a declaratory judgment of noninfengent and invalidity. A Markman
hearing was held on May 17, 2007 and the couresis claim construction ruling on May 23, 2007iaTwas scheduled for December 3,
2007. The parties have reached a settlement anddtter is concluded. Settlement of this matterditihave a material effect on the
Company's financial condition or operating results.

Quantum Technology Management, Ltd. v. Apple Caenpluic.

Plaintiff filed this action on December 21, 200%le United States District Court for the DistiétMaryland against the Company and
Fingerworks, Ltd., alleging infringement of U.S.t&at No. 5,730,165 entitled "Time Domain Capacifiield Detector.” The complaint seeks
unspecified damages and other relief. On May 1062Quantum filed an amended complaint adding Ggore
Semiconductor/MicroSystems, Inc. as a defendanti®n31, 2006, the Company filed an answer dengihmaterial
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allegations and asserting numerous affirmativertsfe and also filed counterclaims for non-infringatrand invalidity. On November 30,
2006, plaintiff filed a reply to the Company's ctenclaims and a More Definite Statement. A Markrhaaring was held on May 16, 2007. On
June 7, 2007, the court issued a claim constructibing, and also issued an order invalidatingddiplaintiff's asserted patent claims in
response to the Company's motion for partial surgrjuatgment of invalidity.

Saito Shigeru Kenchiku Kenkyusho (Shigeru Saitbifecture Institute) v. iPod; Apple Japan Inc. hidgeru Saito Architecture Institute

Plaintiff Saito filed a petition in the Japan CuaOffice in Tokyo on January 23, 2007 alleginginfement by the Company of Japanese
Patent No. 3852854, entitled "Touch Operation Iripeice and Electronic Parts Thereof." The petiSonght an order barring the importation
into Japan of fifth generation iPods and seconeggion iPod nanos. The Customs Office held a hgam March 22, 2007. The Customs
Office rejected the petition to bar importation afisinissed plaintiff's case.

Apple Japan, Inc. filed a Declaratory Judgmentactigainst Saito on February 6, 2007, seeking dgion that the '854 patent is invalid and
not infringed. Saito filed a Counter Complaint fofringement seeking damages.

SP Technologies LLC v. Apple Inc.

Plaintiff filed this action against the Company/Amgust 2, 2007 in the United States District Cdartthe Eastern District of Texas, Marshall
Division, alleging infringement of U.S. Patent Nig784,873 entitled "Method and Medium for CompwReadable Keyboard Display Incapz
of User Termination." The complaint seeks unspediflamages and other relief. The Company's resporise complaint is not yet due.

St-Germain v. Apple Canada, Inc.

Plaintiff filed this case in Montreal, Quebec, Cdaaon August 5, 2005, seeking authorization tttirte a class action for the refund by the
Company of the Canadian Private Copying Levy thas applied to the iPod purchase price in Quebeedsst December 12, 2003 and
December 14, 2004 but later declared invalid byGheadian Court. The Company has completed a rgftogtam for this levy. A class
certification hearing took place January 13, 2006 .February 24, 2006, the Court granted classfication and notice was published during
the last week of March 2006. The trial was conduicte October 15 and 16, 2007. The Court has ndsgaed a decision.

Texas MP3 Technologies Ltd v. Apple Inc. et al.

Plaintiff filed this action against the Company atber defendants on February 16, 2007 in the diStates District Court for the Eastern
District of Texas, Marshall Division, alleging iiMigement of U.S. Patent No. 7,065,417 entitled "NdFFortable Sound Reproducing System
and A Reproducing Method Thereof." The complairmtkseunspecified damages and other relief. On Y007, the Company filed a petiti
for reexamination of the patent, which the U.SeRaind Trademark Office granted. Plaintiff filada@mended complaint on August 1, 2007,
adding the iPhone as an accused device. On Aug@8i0Z, the Company filed a motion to stay thgédition pending the outcome of the
reexamination, which the Court denied. The Comgdaegt an answer on August 20, 2007, denying alleriat allegations and asserting
numerous affirmative defenses. The Company alsertesscounterclaims for declaratory judgment ofinfsingement and invalidity.

The Apple iPod iTunes Antitrust Litigation (forme@haroensak v. Apple Computer, Inc. and Tucképple Computer, Inc.); Black v.
Apple Inc.

The first-listed action is a consolidated case doimb two cases previously pending under the naGtesoensak v. Apple Computer Inc.
(formerly Slattery v. Apple Computer Inc.) and Tack. Apple Computer, Inc. The original plaintilattery) in the Charoensak case filed a
purported class action on
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January 3, 2005 in the United States District Céurthe Northern District of California allegingsious claims including alleged unlawful
tying of music purchased on the iTunes Store withgurchase of iPods and unlawful acquisition cinteaance of monopoly market power.
Plaintiff's complaint alleged violations of 881 ah@f the Sherman Act (15 U.S.C. 881 and 2), CalitoBusiness & Professions Code §16700
et seq. (the Cartwright Act), California Busines$&fessions Code §17200 (unfair competition), cemaw unjust enrichment and common
law monopolization. Plaintiff sought unspecifiechtieges and other relief. The Company filed a matodismiss on February 10, 2005. On
September 9, 2005, the Court denied the motiomihgnd granted it in part. Plaintiff filed an arded complaint on September 23, 2005 and
the Company filed an answer on October 18, 2008wuigust 2006, the court dismissed Slattery withpmejudice and allowed plaintiffs to file
an amended complaint naming two new plaintiffs (©beasak and Rosen). On November 2, 2006, the Coyrfpjad an answer to the amended
complaint denying all material allegations and g&sg¢ numerous affirmative defenses.

The Tucker case was filed as a purported classraoti July 21, 2006 in the United States Distrigti® for the Northern District of California
alleging various claims including alleged unlawtiging of music and videos purchased on the iTurteseSvith the purchase of iPods and vice
versa and unlawful acquisition or maintenance ofiapmly market power. The complaint alleges violasiof §81 and 2 of the Sherman Act
(15 U.S.C. 881 and 2), California Business & Prsi@ss Code 816700 et seq. (the Cartwright Act)if@alia Business & Professions Code
817200 (unfair competition) and the California Cemgr Legal Remedies Act. Plaintiff sought unspedifiamages and other relief. On
November 3, 2006, the Company filed a motion teniis the complaint. On December 20, 2006, the Gtented the motion to dismiss. (
January 11, 2007, The Company filed an answer dgrafi material allegations and asserting numedsmisnses.

On March 20, 2007, the Court consolidated the tases. Plaintiffs filed a consolidated complaintégmil 19, 2007. On June 6, 2007, the
Company filed an answer to the consolidated comptiénying all material allegations and assertingarous affirmative defenses.

A related class action complaimlack v. Apple Inc, was filed on August 27, 2007 in the Circuit CtaarBroward County, Florida, alleging
that the Company is attempting to maintain a mohopyp precluding customers from using non-iTunewd@ads on iPods and from using
iTunes music on non-iPod MP3 players. Plaintifégéls that the Company's alleged monopolizatiorateslthe Florida Antitrust Act and the
Florida Deceptive and Unfair Trade Practices AtirRiff seeks unspecified damages and other relieé Company removed the case to the
United States District Court for the Southern Déstof Florida on September 28, 2007, and filedatiaon to transfer the case to the Northern
District of California on October 12, 2007. The Quany's motion to transfer was granted on OctobePQ@7.

Tse v. Apple Computer, Inc. et al.

Plaintiff Ho Keung Tse filed this action againsé tBompany and other defendants on August 5, 200%iknited States District Court for the
District of Maryland alleging infringement of U.Batent No. 6,665,797 entitled "Protection of Sofevagain [sic] Against Unauthorized Us
The complaint seeks unspecified damages and athef. The Company filed an answer on October 8D52denying all material allegations
and asserting numerous affirmative defenses. Oal@ct28, 2005, the Company and the other defenfiladsa motion to transfer the case to
the Northern District of California, which was gtad on August 31, 2006. On July 24, 2007, the Comided a petition for reexamination of
the patent, which the U.S. Patent and Trademark®ffranted. On July 25, 2007, the Company filedogion to stay the litigation pending the
outcome of the reexamination, which the court grdran October 4, 2007.

Union Fédérale des Consummateurs—Que Choisir vieAppmputer France S.a.r.l. and iTunes S.a.r.l.

Plaintiff, a consumer association in France, fileid complaint on February 9, 2005 alleging thatabovelisted entities are violating consun
law by (1) omitting to mention that the iPod iseglédly not

32




compatible with music from online music serviceisestthan the iTunes Store and that the music ff@rTtunes Store is only compatible with
the iPod and (2) allegedly tying the sales of iPmdfie iTunes Store and vice versa. Plaintiff seddkmages, injunctive relief and other relief.
The first hearing on the case took place on May?R85. The Company's response to the complainseagd on November 8, 2005. Plainti
responsive pleading was filed on February 10, 200&. Company filed a reply on June 6, 2006 and file@ a response on September 19,
2006.

Vitt v. Apple Computer, Inc.

Plaintiff filed this purported class action on Navieer 7, 2006 in the United States District Courttfee Central District of California on behalf
of a purported nationwide class of all purchaséth®iBook G4 alleging that the computer's logiatd fails at an abnormally high rate. The
complaint alleges violations of California Busin&s®rofessions Code §17200 (unfair competition) @adifornia Business & Professions
Code 817500 (false advertising). Plaintiff seekspatified damages and other relief. The Compaag il motion to dismiss on January 19,
2007, which the court granted on March 13, 200&irfiffs filed an amended complaint on March 26020The Company filed a motion to
dismiss on August 16, 2007, which was heard on liértd, 2007.

Vogel v. Jobs et al.

Plaintiff filed this purported class action on Agg@4, 2006, in the United States District Courttfee Northern District of California against

the Company and certain of the Company's curreshf@mer officers and directors alleging impropeackdating of stock option grants to
maximize certain defendants' profits, failing tojperly account for those grants and issuing fatential statements. On January 19, 2007, the
Court appointed the New York City Employees' Ratieat System as lead plaintiff. On March 23, 200&infiffs filed a Consolidated Class
Action Complaint. The Consolidated Complaint putpdo be brought on behalf of several classes lofene of the Company's stock and as:
claims under Section 14(a) and 20(a) of the Seeariixchange Act as well as state law. The CorstailComplaint seeks rescission of
amendments to various stock option and other ingeebmpensation plans, an accounting and damagas iinspecified amount. Defendants
filed a motion to dismiss on June 8, 2007, whicls Wwaard on September 7, 2007.

Item 4. Submission of Matters to a Vote of SecurityHolders
No matters were submitted to a vote of securitgérs during the fourth quarter of the Companysaligear ended September 29, 2(
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PART Il
Item 5. Market for Registrant's Common Equity, Relaed Stockholder Matters and Issuer Purchases of Edty Securities

The Company's common stock is traded on the owectlunter market and is quoted on the NASDAQ Gl&=déct Market under the symbol
AAPL and on the Frankfurt Stock Exchange undersymabol APCD.

Price Range of Common Stock

The price range per share of common stock presdriesv represents the highest and lowest salesgfar the Company's common stock on
the NASDAQ Global Select Market during each quanfethe two most recent fiscal years.

Fourth Quarter Third Quarter Second Quarter First Quarter
Fiscal 2007 price range p
common shar $ 155.00- $111.6: $ 127.61- $89.6( $ 97.80-$81.9( $ 93.16- $72.6(
Fiscal 2006 price range p
common shar $ 77.78-% 50.1¢ $ 73.80-$55.4. $ 86.40- $57.6° $ 75.46- $47.8°
Holders

As of November 2, 2007, there were 30,336 sharehnsldf record.
Dividends

The Company did not declare or pay cash dividenasther fiscal 2007 or 2006. The Company antigpdhat, for the foreseeable future, it
will retain any earnings for use in the operatiéit®business.

Purchases of Equity Securities by the Issuer and fiiated Purchasers
None.
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Company Stock Performance

The following graph shows a five-year comparisorchulative total shareholder return, calculatecdalividend reinvested basis, for the
Company, the S&P 500 Composite Index (the "S&P b@at the S&P Computers (Hardware) Index (the "stiguindex™). The graph assurn
$100 was invested in each of the Company's commoak,she S&P 500, and the Industry Index on Septar80, 2002. Data points on the
graph are annual. Note that historic stock priaégpeance is not necessarily indicative of futui@ck price performance.
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Item 6. Selected Financial Data

The information set forth below is not necessdrijicative of results of future operations, andudtide read in conjunction with Item 7,
"Management's Discussion and Analysis of FinanC@tdition and Results of Operations” and the cadatdd financial statements and rele
notes thereto included in Item 8 of this Form 1@sKully understand factors that may affect the panability of the information presented
below.

Five fiscal years ended September 29, 2007

(In millions, except share and per share amounts) 2007 2006 2005 2004 2003
Net sales $ 24,00¢ $ 19,31 $ 1393 $ 8,27¢ $ 6,201
Net income $ 3,49 $ 1,98¢ $ 1,32¢ $ 26€ $ 57
Earnings per common sha
Basic $ 404 $ 236 $ 164 $ 03¢ $ 0.0¢
Diluted $ 39: % 221 $ 158 $ 034 $ 0.0¢
Cash dividends declared per common s $ — 3 — 3 — $ — $ —

Shares used in computing earnings per shai

thousands)

Basic 864,59¢ 844,05¢ 808,43¢ 743,18( 721,26:.

Diluted 889,29: 877,52¢ 856,87¢ T74,77¢ 723,35
Cash, cash equivalents, and s-term investment ~ $ 15,38t $ 10,11C $ 8,261 $ 546/ $ 4,56¢
Total asset $ 25347 % 17,208 % 11,51¢ $ 8,03¢ $ 6,81
Long-term debt (including current maturitie $ — 3 $ — $ — 3 304
Total liabilities $ 10,81 $ 7221 % 4,08¢ $ 297¢ $ 2,594
Shareholders' equi $ 1453. $ 9,98 % 7428 $ 5,06: $ 4,22:
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations

This section and other parts of this Form 10-K eimforward-looking statements that involve riskslaincertainties. Forward-looking
statements can also be identified by words suclamticipates,” "expects,” "believes,” "plans," "pliets,” and similar terms. Forward-looking
statements are not guarantees of future performamcethe Company's actual results may differ sigaiftly from the results discussed in the
forward-looking statements. Factors that might cause sliifarences include, but are not limited to, thdgEussed in the subsection entitled
"Risk Factors" above. The following discussion stidae read in conjunction with the consolidatedfinial statements and notes thereto
included in Item 8 of this Form 10-K. All informati presented herein is based on the Company'd fiatendar. Unless otherwise stated,
references in this report to particular years oragters refer to the Company's fiscal years endefdptember and the associated quarters of
those fiscal years. The Company assumes no oldiggdirevise or update any forwaloeking statements for any reason, except as requis
law.

Executive Overview

The Company designs, manufactures, and marketsrgdrsomputers, portable digital music players, mnotile communication devices and
sells a variety of related software, services,geials, and networking solutions. The Companyslyets and services include the Mac® line
of desktop and portable computers, the iPod lingoofable digital music players, iPhone, Apple Réerve®,and Xserve RAID, a portfolio ¢
consumer and professional software applicatiorsMbhc OS® X operating system, thipdsty digital content through the iTunes Store™ a
variety of accessory, service and support offerifidge Company sells its products worldwide throitgtonline stores, its retail stores, its dir
sales force, and third-party wholesalers, reselird value-added resellers. In addition, the Comgalls a variety of third-party Mac, iPod
and iPhone compatible products, including applicatoftware, printers, storage devices, speakeegjghones, and various other accessories
and peripherals through its online and retail stoféne Company sells to education, consumer, geeptbfessional, business, and government
customers. Further discussion of the Company'systsdnay be found in Part |, Item 1 of this FormKLQnder the heading "Business."

The Company believes that for both professionats@msumers the personal computer has becomertter ©f an evolving digital lifestyle
integrating with and enhancing the utility of adead digital devices such as the Company's iPotien€s, digital video and still cameras,
televisions, personal digital assistants, and affigital devices. The attributes of the personahpoter that enable this functionality include a
high-quality user interface, easy access to rabtiinexpensive data storage, the ability to rumplex applications, and the ability to connect
easily to a wide variety of other digital devicesldo the Internet. The Company is the only pastiot in the personal computer industry that
controls the design and development of the engregnal computer—from the hardware and operatistesyto sophisticated applications.
This, along with its products’ creative industdakigns, intuitive ease-of-use, and built-in graphinultimedia and networking capabilities,
uniquely positions the Company to offer innovatimegrated digital lifestyle solutions.

The Company's business strategy leverages it$yaltiirough the design and development of its operating system, hardware, and many
software applications and technologies, to briniit@ustomers around the world compelling new potsi and solutions with superior ease-of-
use, seamless integration, and innovative induisteisign.

The Company participates in several highly competitnarkets, including personal computers withiMec line of computers, consumer
electronics with its iPod product family of portaldigital music players, and distribution of thjpdrty digital content through its online iTunes
Store. With the introduction of iPhone, the Comphlag also begun to compete with mobile communioatevice companies that have
substantial experience and technological and fimanesources. While the Company is widely recogdias a leading innovator in the personal
computer and consumer electronics markets as wellleader in the emerging market for distributbdigital content, these markets are
highly competitive and subject to
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aggressive pricing. To remain competitive, the Canypbelieves that increased investment in researdidevelopment ("R&D") and
marketing and advertising is necessary to mairgagxpand its position in the markets where it cetap. The Company's R&D spending is
focused on further developing its existing lingpefsonal computers, operating systems, applicatiftware, and portable digital music play
developing new digital lifestyle consumer and pssfenal software applications; and investing in peaduct areas such as iPhone and
wireless technologies. The Company also believagased investment in marketing and advertisingnaras is critical to increasing product
and brand awareness.

The Company utilizes a variety of direct and indirdistribution channels. The Company believes sh#s of its innovative and differentiated
products are enhanced by knowledgeable salespardansan convey the value of the hardware, softweamd peripheral integration,
demonstrate the unique digital lifestyle solutitimst are available only on Mac computers, and destnate the compatibility of the Mac with
the Windows platform and networks. The Companyhierrelieves providing a high-quality sales andrasales support experience is critical
to attracting and retaining customers. To ensurigla-quality buying experience for its products in whggrvice and education are emphasi
the Company has expanded and improved its distoibegpabilities by opening its own retail stonestie U.S. and internationally. The
Company had 197 stores open as of September 29, 200

The Company also staffs selected third-party staitsthe Company's own employees to improve thgrguexperience through reseller
channels. The Company has deployed Apple emplamesontractors in reseller locations around thedaacluding the U.S., Canada,
Europe, Japan, Asia, Latin America and Australl®e Tompany also sells to customers directly thratggbnline stores around the world.

To improve access to the iPod product family, tkenfany has significantly expanded the number dfidigion points where iPods are sold.
iPods can be purchased in certain department stoeaber-only warehouse stores, large retail chaimd specialty retail stores, as well as
through the channels for Mac distribution listedad

The Company began shipping iPhone in the U.S. ae 29, 2007, in the U.K. and Germany on Novemb@097 and expects to begin
shipping the iPhone in France on November 29, 2B0&T Mobility LLC ("AT&T"), O2 Limited ("O2"), T-M obile International AG & Co.
KG ("T-Mobile"), and France Telecom ("Orange") are thdwsige cellular network carriers for iPhone in thes., U.K., Germany, and Fran
respectively. iPhone is distributed through the @any and its exclusive cellular network carrierstribution channels.

Critical Accounting Policies and Estimates

The preparation of financial statements and reldiedosures in conformity with U.S. generally guieel accounting principles and the
Company's discussion and analysis of its finarmaldition and operating results require the Comsamanagement to make judgments,
assumptions, and estimates that affect the amogpdsted in its consolidated financial statements @acompanying notes. Note 1 "Summary
of Significant Accounting Policies" of Notes to Gatidated Financial Statements in this Form 10-Ecdées the significant accounting
policies and methods used in the preparation o€Cibrapany's consolidated financial statements. Mamagt bases its estimates on historical
experience and on various other assumptions iWedito be reasonable under the circumstanceseshks of which form the basis for making
judgments about the carrying values of assetsiahiiies. Actual results may differ from thesdiesmtes and such differences may be mat

Management believes the Company's critical accogngolicies and estimates are those related toteveecognition, allowance for doubtful
accounts, inventory valuation and inventory pureha@mmitments, warranty costs, stock-based compiensancome taxes, and legal and
other contingencies. Management considers theeatpolicies because they are both importanhéogortrayal of the Company's financial
condition and operating results, and they requia@agement to make judgments
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and estimates about inherently uncertain mattdre.Jompany's senior management has reviewed thigsal @ccounting policies and related
disclosures with the Audit and Finance CommittethefCompany's Board of Directors.

Revenue Recognitic

Net sales consist primarily of revenue from the sdlhardware, software, music products, digitaitent, peripherals, and service and sup
contracts. The Company recognizes revenue for aoftywroducts (operating system software and apjglitesoftware), or any product that is
considered to be software-related in accordande thé guidance in Emerging Issues Task Force ("BITNB. 03-5,Applicability of AICPA
Statement of Position 97-2 to Non-software Delifsra in an Arrangement Containing More-Than-Incigésoftware, (e.g., Mac computers,
iPod portable digital music players and iPhoneypant to American Institute of Certified Public Acaitants ("AICPA") Statement of Positi
("SOP™) No. 97-2Software Revenue Recognitioss amended. For products that are not softwaseftware-related, (e.g., digital content sold
on the iTunes Store and certain Mac, iPod and iPlsoipplies and accessories) the Company recogmizesue pursuant to SEC Staff
Accounting Bulletin ("SAB") No. 104Revenue Recognition.

The Company recognizes revenue when persuasiveregdf an arrangement exists, delivery has oatutine sales price is fixed or
determinable, and collection is probable. Prodsicbinsidered delivered to the customer once ibkas shipped, and title and risk of loss have
been transferred. For most of the Company's proshles, these criteria are met at the time theymtad shipped. For online sales to
individuals, for some sales to education custoriretise U.S., and for certain other sales, the Comukefers revenue until the customer
receives the product because the Company retgiogian of the risk of loss on these sales duriaggit. If at the outset of an arrangement the
Company determines the arrangement fee is nos, eisumed not to be, fixed or determinable, rezéndeferred and subsequently
recognized as amounts become due and payablelatexl criteria for revenue recognition have beest.

During 2007, the Company began shipping Apple T i#&hone. For both Apple TV and iPhone, the Comgadicated it may provide future
unspecified features and additional software prtslfree of charge to customers. Therefore, salégppfe TV and iPhone handsets are
recognized under subscription accounting in aceureavith SOP No. 97-2. The Company recognizes shedated revenue and cost of goods
sold on a straight-line basis over the currenttjnested 24-month economic lives of these produdtl any loss recognized at the time of sale.
Costs incurred by the Company for engineeringssat@rketing and warranty are expensed as incurred.

The Company records reductions to revenue for estidhcommitments related to price protection amddistomer incentive programs,
including reseller and end-user rebates, and stlles programs and volume-based incentives. Fesactions involving price protection, the
Company recognizes revenue net of the estimatedisinto be refunded, provided the refund amountiEmareasonably and reliably estimated
and the other conditions for revenue recognitiovelizeen met. If refunds cannot be reliably estichatevenue is not recognized until reliable
estimates can be made or the price protection $afpse customer incentive programs, the estimatstiaf these programs is recognized at the
later of the date at which the Company has solgthduct or the date at which the program is offefiethe Company also records reductions to
revenue for expected future product returns baseti®@ Company's historical experience. Future ntarieditions and product transitions may
require the Company to increase customer inceptivgrams and incur incremental price protectiongaiions that could result in additional
reductions to revenue at the time such programsféeeed. Additionally, certain customer incentim@grams require management to estimate
the number of customers who will actually redeemitftentive based on historical experience andpleeific terms and conditions of
particular incentive programs. If a greater thatmested proportion of customers redeem such ineestithe Company
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would be required to record additional reductiansetvenue, which would have a negative impact erbmpany's results of operations.
Allowance for Doubtful Accoun

The Company distributes its products through tipiadty distributors and resellers and directly tdaie education, consumer, and commercial
customers. The Company generally does not reqalfateral from its customers; however, the Compaillyrequire collateral in certain
instances to limit credit risk. In addition, wheosgible the Company does attempt to limit credk dn trade receivables with credit insurance
for certain customers in Latin America, Europe,@sind Australia by arranging with third-party ficéng companies to provide flooring
arrangements and other loan and lease prograrne todmpany's direct customers. These credit-fimgnairangements are directly between
the third-party financing company and the end austo As such, the Company generally does not asamyeacourse or credit risk sharing
related to any of these arrangements. Howeverjderable trade receivables that are not coveretbbgteral, third-party flooring
arrangements, or credit insurance are outstanditigtihe Company's distribution and retail chanreetipers.

The allowance for doubtful accounts is based onagament's assessment of the collectibility of weciistomer accounts and includes
consideration of the credit worthiness and finanoiedition of those specific customers. The Comypatords an allowance to reduce the
specific receivables to the amount that is reasgrizddieved to be collectible. The Company alswrds an allowance for all other trade
receivables based on multiple factors includingdnisal experience with bad debt, the general ecvo@nvironment, the financial condition
the Company's distribution channels, and the agfragich receivables. If there is a deterioratioa afiajor customer's financial condition, if the
Company becomes aware of additional informatioated to the credit worthiness of a major customeif, future actual default rates on trade
receivables in general differ from those curreattyicipated, the Company may have to adjust itselhce for doubtful accounts, which would
affect earnings in the period the adjustments weade.

Inventory Valuation and Inventory Purchase Committs

The Company must order components for its prodaretisbuild inventory in advance of product shipmeitee Company records a write-down
for inventories of components and products, inelgahird-party products held for resale, which heeeome obsolete or are in excess of
anticipated demand or net realizable value. The 2o performs a detailed review of inventory easbdl quarter that considers multiple
factors including demand forecasts, product lifeleystatus, product development plans, currensdelels, and component cost trends. The
personal computer, consumer electronics and mobitemunications industries are subject to a rapduapredictable pace of product and
component obsolescence and demand changes. i fdgmnand or market conditions for the Company'dymts are less favorable than
forecasted or if unforeseen technological changgstively impact the utility of component inventptiye Company may be required to record
additional write-downs which would negatively affgeoss margins in the period when the write-dowesge recorded.

The Company accrues reserves for estimated caticelfaes related to component orders that hava baecelled or are expected to be
cancelled. Consistent with industry practice, tlienpany acquires components through a combinatiguiechase orders, supplier contracts,
and open orders based on projected demand infa@mdadthese commitments typically cover the Comparegsiirements for periods ranging
from 30 to 150 days. If there is an abrupt and suttgl decline in demand for one or more of thenPany's products or an unanticipated
change in technological requirements for any ofGoenpany's products, the Company may be requireectard additional reserves for
cancellation fees that would negatively affect grogrgins in the period when the cancellation &eddentified and recorded.
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Warranty Costs

The Company provides for the estimated cost fodware and software warranties at the time theedletvenue is recognized based on
historical and projected warranty claim rates,drisal and projected cost-per-claim, and knowledfygpecific product failures that are outside
of the Company's typical experience. Each quattterCompany reevaluates its estimates to assesasl¢iggiacy of its recorded warranty
liabilities considering the size of the installeasb of products subject to warranty protectionadjdsts the amounts as necessary. For product:
accounted for under subscription accounting pursiee8OP No. 97-2, the Company recognizes warrarpense as incurred. If actual product
failure rates or repair costs differ from estimatesisions to the estimated warranty liability udbe required and could negatively affect the
Company's results of operations.

The Company periodically provides updates to ifgiaptions and system software to maintain theveafé's compliance with specifications.
The estimated cost to develop such updates is atabfor as warranty cost that is recognized atithe related software revenue is
recognized. Factors considered in determining gpjate accruals related to such updates includethger of units delivered, the number of
updates expected to occur, and the historicalandtestimated future cost of the resources negessdevelop these updates.

Stock-Based Compensation

The Company accounts for stock-based compensatiaocciordance with Statement of Financial Accoun8tandards ("SFAS") No. 123
(revised 2004) ("SFAS No. 123R'Share-Based Paymentnder the provisions of SFAS No. 123R, stock-Hasmmpensation cost is
estimated at the grant date based on the awandisafae as calculated by the Black-Scholes-Met@SM") option-pricing model and is
recognized as expense ratably on a strdightbasis over the requisite service period. TB&Bnodel requires various judgmental assump
including expected volatility, forfeiture rates,ca@xpected option life. If any of the assumptiossdiin the BSM model change significantly,
stock-based compensation expense may differ miyerighe future from that recorded in the currgetiod.

Income Taxe

The Company records a tax provision for the anditeig tax consequences of the reported resultsestipns. In accordance with SFAS

No. 109,Accounting for Income Taxeshe provision for income taxes is computed usiregasset and liability method, under which defirre
tax assets and liabilities are recognized for ttpeeted future tax consequences of temporary difiss between the financial reporting anc
bases of assets and liabilities, and for operadtiages and tax credit carryforwards. Deferred &pets and liabilities are measured using the
currently enacted tax rates that apply to taxaitere in effect for the years in which those tesetsare expected to be realized or settled. The
Company records a valuation allowance to reducerck tax assets to the amount that is believee fitlaly than not to be realized.

Management believes it is more likely than not foa¢casted income, including income that may breegeted as a result of certain tax plan
strategies, together with the tax effects of thiewled tax liabilities, will be sufficient to fullyecover the remaining deferred tax assets. In the
event that all or part of the net deferred tax @sare determined not to be realizable in the &tan adjustment to the valuation allowance
would be charged to earnings in the period sucérdenation is made. In addition, the calculatioria liabilities involves significant judgme
in estimating the impact of uncertainties in thelegation of complex tax laws. Resolution of theseertainties in a manner inconsistent with
management's expectations could have a materia@dngm the Company's financial condition and opegatsults.

Legal and Other Contingenci

As discussed in Part |, Item 3 of this Form 10-Kleinthe heading "Legal Proceedings" and in Not€@imitments and Contingencies" in
Notes to Consolidated Financial Statements, thegaomis
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subject to various legal proceedings and claimsatige in the ordinary course of business. The @y records a contingent liability when it
is probable that a loss has been incurred andntioeiat is reasonably estimable in accordance withSSNRo. 5,Accounting for Contingencies
There is significant judgment required in both piebability determination and as to whether an syp® can be reasonably estimated. In
management's opinion, the Company does not haeéeatial liability related to any current legal peedings and claims that would
individually or in the aggregate have a materialeade effect on its financial condition or opergtiesults. However, the outcomes of legal
proceedings and claims brought against the Compemgubject to significant uncertainty. Should @empany fail to prevail in any of these
legal matters or should several of these legalermtie resolved against the Company in the saneetirgp period, the operating results of a
particular reporting period could be materially exbely affected.
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Net Sales

Fiscal years 2007 and 2005 spanned 52 weeks vigtlal fyear 2006 spanned 53 weeks. This additioeakvis added to the first fiscal quarter

approximately every six years to realign fiscal iz with calendar quarters.

Net sales and Mac unit sales by operating segnmehbet sales and unit sales by product follow §aéts in millions and unit sales

thousands):
September 29 September 30 September 24
2007 Change 2006 Change 2005
Net Sales by Operating Segment (a
Americas net sale $ 11,59¢ 23% $ 9,41° 41% $ 6,65¢
Europe net sale 5,46( 33% 4,09¢ 33% 3,07:
Japan net sal¢ 1,082 (11)% 1,211 31% 924
Retail net sale 4,11¢ 27% 3,24¢ 42% 2,27¢
Other Segments net sales 1,752 30% 1,347 35% 99¢
Total net sale $ 24,00¢ 24% $ 19,31¢ 39% $ 13,93:
— — —
Unit Sales by Operating Segment
Americas Mac unit sale 3,01¢ 24% 2,43z 11% 2,18¢
Europe Mac unit sale 1,81¢ 35% 1,34¢ 18% 1,13¢
Japan Mac unit sale 30z (1)% 304 (3)% il
Retail Mac unit sale 1,38¢ 56% 88€ 45% 60¢
Other Segments Mac unit sales 52¢ 58% g3s 16% 29(C
Total Mac unit sale 7,051 33% 5,302 17% 4,53¢
— — —
Net Sales by Product:
Desktops (c $ 4,02( 21% $ 3,31¢ )% $ 3,43¢
Portables (d 6,294 55% 4,05¢ 43% 2,83¢
Total Mac net sale 10,31« 4C% 7,37 18% 6,27¢
iPod 8,30¢ 8% 7,67¢ 69% 4,54(
Other music related products and service! 2,49¢ 32% 1,88t 11C% 89¢
iPhone and related products and service 122 NM — NM —
Peripherals and other hardware 1,26( 15% 1,10C 2% 1,12¢
Software, service, and other sales 1,50¢ 18% 1,27¢ 17% 1,091
Total net sale $ 24,00¢ 2% $ 19,31¢ 39% $ 13,93:
— — —
Unit Sales by Product:
Desktops (c 2,714 12% 2,43¢ (3)% 2,52(
Portables (d 4,331 51% 2,86¢ 42% 2,01«
Total Mac unit sale 7,051 33% 5,302 17% 4,53¢
| |
Net sales per Mac unit sold $ 1,46: 5% $ 1,391 1% $ 1,38¢
| |
iPod unit sale: 51,63( 31% 39,40¢ 7% 22,49;
— — —
Net sales per iPod unit sold $ 161 177% $ 195 (3% $ 20z
— — —
iPhone unit sale 1,38¢ NM — NM —
| | |

Notes:

(a) During 2007, the Company revised the way it meastire Retail Segment's operating results to a mmahaeis generally consistent with the Compantf®ooperating segments.
Prior period results have been reclassified teoefhis change to the Retail Segment's operagisgits along with the corresponding offsets todfier operating segments. Further
information regarding the Company's operating segsmay be found in Notes to Consolidated Finargfatements at Note 9, "Segment Information andy@egic Data.”

(b) Other Segments include Asia Pacific and FileMaker.

(c) Includes iMac, eMac, Mac mini, Mac Pro, Power Maegd Xserve product lines.

(d) Includes MacBook, iBook, MacBook Pro, and PowerBpabduct lines.

(e) Consists of iTunes Store sales, iPod servicesAppte-branded and third-party iPod accessories.



) Derived from handset sales, carrier agreementsAapte-branded and third-party iPhone accessories.

(9) Includes sales of Apple-branded and third-partpldigs, wireless connectivity and networking solngipand other hardware accessories.
(h) Includes sales of Apple-branded operating syst@mpljcation software, third-party software, Apple€aand Internet services.

0] Derived by dividing total Mac net sales by total danit sales.

0) Derived by dividing total iPod net sales by tofbd unit sales.

NM = Not Meaningful
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Fiscal Year 2007 versus 20(

Net sales during 2007 increased 24% or $4.7 bifiiom 2006 even though the fiscal year of 2007 spdrb2 weeks while the fiscal year
2006 spanned 53 weeks. Several factors contritiatétese increases including the following:

. Mac net sales increased $3 billion or 40% during72€ompared to 2006, while Mac unit sales incred&setl. 75 million units o
33%. The 33% Mac unit sales growth rate is sigaifity greater than the estimated growth rate obtrexall personal computer
industry during that timeframe. Unit sales of thenpany's portable products accounted for 62% o€Cwmpany's personal
computer shipments in 2007, up from 54% in 2006.9dées and unit sales of the Company's portaloléyats increased 55%
and 51%, respectively, during 2007 compared to 208& growth was due to strong demand for the M8 which increased
in each of the Company's operating segments, dsag/éhe MacBook Pro, which increased in each dimgraegment except
Japan. Mac desktop net sales and unit sales iratdys21% and 12%, respectively, during 2007 dwrtinger sales of the
iMac in each of the Company's operating segmethts.Mac desktop net sales growth was greater tleaartt sales growth
primarily due to a shift in desktop product mix awieom the lowerprice Mac Mini and discontinued eMac and towardiMac.

. Net sales of iPods increased $629 million or 8%mdu2007 compared to 2006. Unit sales of iPodseiased 31% compared to
2006. The iPod growth was primarily driven by irased sales of the iPod shuffle and iPod nano péatly in international
markets. iPod unit sales growth was significantlyager than iPod net sales due to a shift in olvigtatl product mix, as well as
due to lower selling prices for the iPod clasdingd nano and iPod shuffle in 2007 compared to 2006.

. Net sales of iPhone and related products and ssrviere $123 million in 2007. iPhone net salequihelthe portion of iPhor
handset revenue recognized in accordance with epben accounting over the product's 24-monthreated economic life, as
well as sales of iPhone accessory products anduevieom carrier agreements. iPhone unit sales w&@million in 2007.

. Net sales of other music related products and eesvincreased $611 million or 32% during 2007 caegbéo 2006 due t
increased net sales from the iTunes Store. The @oynpelieves this growth was the result of heighteconsumer interest in
downloading digital content and the expansion ofitparty audio and video content available foesah the iTunes Store.

. Net sales of peripherals and other hardware inece&360 million or 15% compared to 2006 due tonaneiase in wireles
networking products and other hardware accessanigsiding printers and scanners, which was péytifset by a decrease in
net sales of displays.

. Net sales of software, service, and other sales$289 million or 18% during 2007 compared to 2008s growth wa
primarily attributable to increased net sales opkare Protection Plan ("APP") extended servigksupport contracts and
increased sales of Apple branded and third-pargldpers’ software products.

Fiscal Year 2006 versus 2005

Net sales during 2006 increased 39% or $5.4 bifliom 2005. This increase was due in part to tisetfeat 2006 spanned 53 weeks while 2
spanned 52 weeks. Several other factors contriliatétese increases including the following:

. Net sales of iPods increased $3.1 billion or 69%ndu2006 compared to 2005. Unit sales of iPodslédt 39.4 million in 2006,
which represents an increase of 75% from the 22lbmiPod units sold in 2005. Strong iPod salesidg 2006 reflected
significant sales of both the hard-drive based ithadl supports video, first introduced in Octob£2@05 and the iPod nano,
introduced in September 2005, as well as contimx@dnsion of iPod distribution points. During 20€i& net
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sales per iPod unit sold decreased by 3% compar2dd5 primarily due to an overall decrease in agerselling prices for all
iPods as well as a shift in product mix to the ilrado.

. Mac net sales increased $1.1 billion or 18% du#i©8@6 compared to 2005. Mac unit sales increasetbBy000 units or 17¢
during 2006 compared to 2005. These increasesmeidy due to strong demand for the Intel-based Btak and MacBook
Pro systems and reflect a shift in product mixdetgble products in all of the Company's operasegments. Net sales and unit
sales of the Company's portable products incre43&gdand 42%, respectively, during 2006 compare2D@b. Mac desktop net
sales and unit sales both decreased by 3% duridg &mpared to 2005. The decrease in sales ofdhgp@ny's Mac desktops
was due to declines in sales of the Company's gsafeal-oriented desktop products. The Compangedi the decline in the
Company's professional-oriented desktop productsdua to customers delaying purchases of such gt®duanticipation of
the release of the Intel-based Mac Pro, which didoegin shipping until August 2006, and updatétixsare applications
capable of running on Intel-based Mac computerd,tha trend toward portable computers. A slightéase of 1% during 2006
in net sales per Mac unit sold was due to a ghifiiix to higher-priced portable products, partiaffset by price reductions on
certain Mac systems.

. Other music related products and services consisales associated with the iTunes Store and $8odces and accessori
Net sales of other music related products and aesvncreased $986 million or 110% during 2006 carag to 2005. The
increase was primarily due to increased net sabes the iTunes Store and Apple-branded and thirtiypBod accessories and
services. The increase in sales from the iTuneseStemmed from significant growth in U.S. saled tre opening of the iTun
Store in Japan during August 2005 and Australigndudctober 2005. The increased sales from thea$8tore were also
attributable to the availability of videos, telewis shows, and feature-length movie downloads.

. Net sales of software, service, and other salesased $188 million or 17% during 2006 compare2i0@5. The growth wa
primarily attributable to increased net sales opksare Protection Plan ("APP") extended serviaesupport contracts and
application software, partially offset by a deceeassales of Mac OS X. Mac OS X sales were pddityuhigh in 2005 due to
the release of Mac OS X Tiger in April 2005.

Offsetting the favorable factors discussed abdwe Gompany's net sales during 2006 were negatinglgicted by the following:

. Net sales of peripherals and other hardware detH2& million or 2% compared to 2005 primarily dagrice decreases and a
decrease in net sales of displays relating tofaishinix from desktop to portable systems. Therdase in net sales of displays
for 2006 is consistent with the overall decreaseniit sales of Mac professional desktop systems.

Segment Operating Performance

The Company manages its business primarily on grgebic basis. The Company's reportable operagggments consist of the Americas,
Europe, Japan, and Retail. The Americas, Eurogk,Japan reportable segments do not include aeviglated to the Retail segment. The
Americas segment includes both North and South Agaefhe Europe segment includes European coumtsiegell as the Middle East and
Africa. The Retail segment operates Apple-ownedilrstores in the U.S., Canada, Japan, the U.Klt@hd Each reportable geographic
operating segment and the Retail operating segprexide similar hardware and software productssimdlar services. During 2007, the
Company revised the way it measures the Retail 8agsnoperating results to a manner that is gdgerahsistent with the Company's other
operating segments. Prior period results have besdassified to reflect this change to the Retadr8ent's operating results along with the
corresponding offsets to the other operating seggn€&unrther information regarding the Company'srafieg segments may be found in Not
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"Segment Information and Geographic Data" in NedeSonsolidated Financial Statements of this Fobak1
Americas

During 2007, net sales in the Americas segmeneasad $2.2 billion, or 23%, compared to 2006. Thareources of this growth were Mac
portable products, iMacs, iPods, and the saleBiaf-party content from the iTunes Store. Salesla€ portable products increased due to the
popularity of the MacBook, introduced in May 200@&laipdated in May 2007, as well as the MacBook itmduced in January 2006 and
updated in June 2007. Sales of iMacs grew duestoftin desktop product mix away from the Mac manid discontinued eMac as well as the
strong reception of the new iMac introduced in Astg2007. Sales of iPods grew due to increased defoanhe iPod nano and iPod shuffle
and the introduction of the iPod touch in Septen#8€7. The Company believes that the growth in éRustore sales was the result of
heightened consumer interest in downloading digitatent and the expansion of third-party audio\dddo content available for sale via the
iTunes Store. During 2007, the Americas segmenesgmted 48% of the Company's total net salesrapaed to 49% in the same period of
2006. During 2007, U.S. education channel net saldsMac unit sales increased by 14% and 18%, c&sply, compared to 2006. Net sales
from the higher education market grew 17% durin@726ompared to 2006, while net sales in the K-1gkatagrew 10% during the same
period.

During 2006, net sales in the Americas segmeneaszd $2.8 billion, or 41%, compared to 2005. Tiragry contributors to this increase w
iPods, other music related products and services, pbrtable systems, and APP. Sales of iPods isedgarimarily due to the introduction of
the updated iPod with video-playing capabilitieiatober 2005 (now referred to as iPod classic)taadPod nano during September 2005.
The increase in other music related products andces was due to increases in sales of Apple-lerdrohd third-party iPod accessories and
sales from the iTunes Store. The increase in sdlbRc portable systems in the Americas was dwrting sales of the MacBook and
MacBook Pro during 2006. The overall increase insades was partially offset by a decline in né¢saf desktops, displays, and Mac OS X.
The decrease in desktop products and displaysatest seflects the overall shift in product mix tadi@ortable Mac systems. Mac OS X sales
decreased from 2005 since the Company had nosedleanew version of Mac OS X since Tiger begappshg in April 2005. During 2006,
the Americas segment represented 49% of the Conyptigl net sales as compared to 48% in the samedoof 2005.

Europe

Europe segment net sales increased $1.4 billi@8% during 2007 compared to 2006. Consistent vaghAmericas segment, the primary
drivers of this growth were Mac portable produt$acs, iPods, and the sales of third-party conferh the iTunes Store. Sales of Mac
portable products increased due to the populafiboth the MacBook and MacBook Pro. Sales of iMgiesv due to a shift in desktop product
mix away from the Mac mini and discontinued eMaeval as the strong reception of the new iMac idtroced in August 2007. Sales of iPods
grew primarily due to increased demand for the iRado and iPod shuffle. The Company believes tteagtowth in iTunes Store sales was
result of heightened consumer interest in downlogdiigital content and the expansion of third-patgio and video content available for sale
via the iTunes Store.

Europe segment net sales increased $1.0 billi@3% during 2006 compared to 2005. Consistent vaighAmericas segment, these increases
were a result of strong growth in iPod sales, othasic related products and services, and Mac lplersystems. Sales of iPods increased
primarily due to the introduction of the updateddRwith video-playing capabilities in October 204 the iPod nano during September 2005.
The increase in other music related products andces was due to increases in sales of Apple-lerdrohd third-party iPod accessories and
sales from the iTunes Store. The increase in sdipsrtable systems in Europe was due to stroressaithe MacBook and MacBook Pro that
were introduced during 2006. In addition, Euro®akported increased sales in APP related tontirease in Mac unit sales. These increases
were partially offset by a decrease in desktopMad OS X net sales
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during 2006 compared to 2005. The decrease in dieskit sales was due to the shift in product miatal portable Mac systems. Mac OS X
sales have decreased from 2005 since the Companyohaeleased a new version of Mac OS X sincerTiggan shipping in April 2005.

Japan

Japan's net sales declined by $129 million or 112007 compared to 2006. Total Mac unit sales fradaleclined 1% during 2007. The
decrease in the Japan segment's overall net sakepnrimarily attributable to decreases in iPod ldilad desktop sales, partially offset by an
increase in revenue from MacBooks and sales alérrty content from the iTunes Store. The dedlineet sales and Mac unit sales is
partially attributable to Japan's declining consuf@ market, and the iPod sales decline is primdrik to lower average selling prices. The
Company is continuing to evaluate ways to imprdneefuture results of its Japan segment.

Japan's net sales increased $287 million or 31%@ @006 compared to 2005. The Japan segment exged increased net sales in iPods,
Mac portable products, and other music relatedysrtsdand services. Consistent with the Companfsr@egments, Japan experienced
increases in sales of iPods due to the introduaifdhe iPod with video-playing capabilities (noeferred to as the iPod classic) and the iPod
nano in October and September of 2005, respectivafyan also experienced strong sales of the hatgd MacBook and increased sales from
the iTunes Store. These increases were partidbgioby decreases in net sales of Mac desktop pteddisplays, and Mac OS X. The
decreases in desktop products and displays refleatverall shift in product mix toward portable dsystems. Mac OS X sales have decreasec
from 2005 since the Company had not released aveesion of Mac OS X since Tiger began shipping priA2005. Total Mac unit sales

during 2006 remained relatively flat compared t620

Retail

The Company opened 32 new retail stores during ,2@0luding a total of 5 international stores ie td.K. and Italy, bringing the total number
of open stores to 197 as of September 29, 2008. cdmpares to 165 open stores as of Septembed36,ahd 124 open stores as of
September 24, 2005.

The Retail segment's net sales increased by 24.1obillion during 2007 compared to 2006. Retagrment Mac unit sales increased 56%
during 2007 as compared to 2006. With an averadd ®fstores open during 2007, average revenueggrerwas $23.1 million, compared to
$22.9 million in 2006 and $21.7 million in 2005.& burrent year increase in Retail segment net sasgrimarily due to stronger sales of |
portable products, iMacs, accessories and servitesincrease was partially offset primarily by Enwnet sales of iPods and other music re
products due to the expanded availability of thmselucts through third-party resellers.

The Retail segment's net sales increased by 4288.8obillion during 2006 compared to 2005. Retagrment Mac unit sales increased 45%
during 2006 compared to 2005. The current yeaesse was primarily due to strong sales of Mac ptetand desktop products, iPods, and
other music related products and services. Saldoalf increased primarily due to the introductibthe updated iPod with video-playing
capabilities in October 2005 and the iPod nanodu8Beptember 2005. The increase in other musiteckfgoducts and services was due to
increased sales of Apple-branded and third-paxid ifccessories. Mac portable and desktop salesaised due to strong sales of the Intel-
based MacBook, MacBook Pro, and iMac.

As measured by the Company's operating segmenttirggpdhe Retail segment reported operating incofr®875 million during 2007 as
compared to operating income of $600 million an@@illion during 2006 and 2005, respectively. Tinprovement in 2007 was primarily
attributable to an increase in the Company's ovgraks margin percentage.

Expansion of the Retail segment has required afic¢eritinue to require a substantial investmerfi¥ad assets and related infrastructure,
operating lease commitments, personnel, and otfhenating expenses.
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Capital asset purchases associated with the RBefgihent were $294 million in 2007, bringing thetagpital asset purchases since inception
of the Retail segment to $1.0 billion. As of Sepbem29, 2007, the Retail segment had approxim&&§0 employees and had outstanding
operating lease commitments associated with ret@ié space and related facilities of $1.1 billibhe Company would incur substantial costs
if it were to close multiple retail stores. Suctsisocould adversely affect the Company's finarmaldition and operating results.

Other Segments

The Company's Other Segments, which consists éfiis Pacific and FileMaker operations, experienaedncrease in net sales of
$406 million, or 30% during 2007 compared to 20Di@is increase related primarily to a 58% increassales of Mac portable products and
strong iPod sales in the Company's Asia Pacifioreg

During 2006, net sales in Other Segments increaS&gcompared to 2005 primarily due to an increassales of iPod and Mac portable
products. Strong sales growth was a result ofritreduction of the updated iPods featuring videayjplg capabilities and the new Intel-based
Mac portable products that translated to a 16%esme in Mac unit sales during 2006 compared to.2005

Gross Margin

Gross margin for each of the last three fiscal yaae as follows (in millions, except gross maggncentages):

September 29, September 30, September 24,
2007 2006 2005
Net sales $ 24,00¢ $ 19,31 $ 13,93
Cost of sale: 15,85: 13,717 9,88¢
Gross margir $ 8,15¢ $ 559¢ $ 4,04z
| | |
Gross margin percenta 34.(% 29.(% 29.(%

Gross margin percentage of 34.0% in 2007 incresgguficantly from 29.0% in 2006. The primary dngeof this increase were more favore
costs on certain commodity components, includingNiAflash memory and DRAM memory, higher overallerue that provided for more
leverage on fixed production costs and a highecgeage of revenue from the Company's direct sdlasnels.

The Company anticipates that its gross margin haedjtoss margins of the personal computer, consateetronics and mobile communicati
industries will be subject to pressure due to peim@petition. The Company expects gross margingmage to decline sequentially in the first
quarter of 2008 primarily as a result of the fullagter impact of product transitions and reducecimy that were effected in the fourth quarter
of 2007, lower sales of iLife and iWork in theircead quarter of availability, seasonally higher pament costs, and a higher mix of indirect
sales. These factors are expected to be partitiigtdy higher sales of the Company's Mac OS Xatp®ey system due to the introduction of
Mac OS X Version 10.5 Leopard ("Mac OS X Leopatti§t became available in October 2007.

The foregoing statements regarding the Compangsat&d gross margin percentage are forward-looKihgre can be no assurance that
current gross margin percentage will be maintaoretdrgeted gross margin percentage levels willdieéeved. In general, gross margins and
margins on individual products will remain undemehavard pressure due to a variety of factors, indgdontinued industry wide global
pricing pressures, increased competition, compdegemduct life cycles, potential increases in thst@nd availability of raw material and
outside manufacturing services, and a potentiél shihe Company's sales mix towards products Vather gross margins. In response to tt
competitive pressures, the Company expects itagilitinue to take pricing actions with respect $opitoducts. Gross margins could also be
affected by the Company's ability to effectivelymage product quality and warranty costs and toustite
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demand for certain of its products. Due to the Canys significant international operations, finahcesults can be significantly affected in
short-term by fluctuations in exchange rates.

The Company orders components for its productsbaiids inventory in advance of product shipmentsc&ise the Company's markets are
volatile and subject to rapid technology and pdbanges, there is a risk the Company will foregasirrectly and produce or order from third-
parties excess or insufficient inventories of gatr products or components. The Company's firdugoindition and operating results in the
past have been and may in the future be mateadlersely affected by the Company's ability to ngenigs inventory levels and outstanding
purchase commitments and to respond to short-tbifts é customer demand patterns.

Gross margin percentage of 29.0% in 2006 remails¢ddmpared to 2005. The Company experienced faprrable pricing on certain
commodity components including LCD flat-panel désigd and DRAM memory and higher overall revenue phatided for more leverage on
fixed production costs, offset by an increase imdomargin iPod sales and other music-related cesvi

Operating Expenses

Operating expenses for each of the last threel figzas are as follows (in millions, except for qgemtages):

September 29 September 30 September 24
2007 2006 2005
Research and developm: $ 782 $ 71z $ 53t
Percentage of net sal 3% 4% 4%
Selling, general, and administrative exper $ 2,96 $ 243 $ 1,86¢
Percentage of net sal 12% 13% 13%

Research and Development ("R&L

Expenditures for R&D increased 10% or $70 millior782 million in 2007 compared to 2006. R&D expedses not include capitalized
software development costs of $75 million relatethe development of Mac OS X Leopard and iPhohe.ificreases in R&D expense were
primarily due to an increase in R&D headcount i thirrent year to support expanded R&D activitiestially offset by one less week of
expenses in the first quarter of 2007 and the abipéd software development costs mentioned abive Company continues to believe that
focused investments in R&D are critical to its fetgrowth and competitive position in the marketpland are directly related to timely
development of new and enhanced products thatesuteat to the Company's core business strateggudls, the Company expects to increase
spending in R&D to remain competitive.

Selling, General, and Administrative Expense ("SG&A

Expenditures for SG&A increased $530 million or 28%sing 2007 compared to 2006. The increase wasgpily due to higher direct and
indirect channel variable selling expenses regyffiom the significant year-over-year increaseotialtnet sales in 2007, the Company's
continued expansion of its Retail segment in batimeélstic and international markets, and a curreat yerease in spending on marketing and
advertising, partially offset by one less weekxgi@nses in the first quarter of 2007.
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Other Income and Expense

Other income and expense for each of the last fizea years are as follows (in millions):

September 29 September 30 September 24
2007 2006 2005
Interest incom $ 647 $ 394 $ 18¢
Other income (expense), r (48) (29 (18
Total other income and exper $ 59¢ $ 36 $ 16t

Total other income and expense increased $234omitli 64% to $599 million during 2007 as compare$365 million and $165 million in
2006 and 2005, respectively. The increase in 28@iftiibutable primarily to increased interest irea@ from higher cash and short-term
investment balances and stronger investment yiekldting from higher average market interest rptetially offset by one less week of
interest income earned in 2007. The weighted aeeir#igrest rate earned by the Company on its casi, equivalents, and short-term
investments increased to 5.27% in 2007 as compartéx 4.58% and 2.70% rates earned during 200@@08, respectively. The current year
increase in interest income was partially offsehlgher other expense, which was primarily assediatith higher foreign currency hedging
expenses. During 2007, 2006 and 2005, the Compaahybd debt outstanding and accordingly did notrirewy interest expense.

Provision for Income Taxes

The Company's effective tax rate for the year ersigaptember 29, 2007 was 30%. The Company's eféerdie differs from the statutory
federal income tax rate of 35% due primarily tat@ier undistributed foreign earnings for which n&sUtaxes are provided because such
earnings are intended to be indefinitely reinvestgidide the U.S. In addition, the Company recoméak benefit of $63 million due to the
settlement of prior year audits in the U.S.

As of September 29, 2007, the Company had deféssedssets arising from deductible temporary diffiees, tax losses, and tax credits of
$1.1 billion before being offset against certaifieded liabilities and a valuation allowance foegentation on the Company's balance sheet.
Management believes it is more likely than not foa¢casted income, including income that may breegeted as a result of certain tax plan
strategies, together with the tax effects of thiedled tax liabilities, will be sufficient to fullyecover the remaining deferred tax assets. As of
September 29, 2007 and September 30, 2006 a vaiugtowance of $5 million was recorded againstdéferred tax asset for the benefits of
state operating losses that may not be realizegl Cdimpany will continue to evaluate the realizapibf the deferred tax assets quarterly by
assessing the need for and amount of the valuatiowance.

The Internal Revenue Service ("IRS") has complétefield audit of the Company's federal income ttaturns for the years 2002 through 2003
and proposed certain adjustments. The Companydstiencontest certain of these adjustments throlughRS Appeals Office. All IRS audit
issues for years prior to 2002 have been resolvealddition, the Company is subject to audits layestlocal, and foreign tax authorities.
Management believes that adequate provision hasrhade for any adjustments that may result fromet@minations. However, the outcome
of tax audits cannot be predicted with certaintyod any issues addressed in the Company's tatsdugdresolved in a manner not consistent
with management's expectations, the Company cautgdpired to adjust its provision for income taxhe period such resolution occurs.

Recent Accounting Pronouncements

In February 2007, the Financial Accounting Standd@dard ("FASB") issued SFAS No. 15/he Fair Value Option for Financial Assets and
Financial Liabilities-including an amendment of FASB Statement No('BIFAS No. 159"). SFAS No. 159 allows companieshoose to
elect measuring eligible financial instruments aadain other items at fair value that are not meglto be measured at fair value. SFAS
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No. 159 requires that unrealized gains and lossétems for which the fair value option has beexcedd be reported in earnings at e
reporting date. SFAS No. 159 is effective for fispears beginning after November 15, 2007 anddsired to be adopted by the Company
beginning in the first quarter of fiscal 2009. Altigh the Company will continue to evaluate the igptibn of SFAS No. 159, management
does not currently believe adoption will have aemat impact on the Company's financial conditioroperating results.

In September 2006, the FASB issued SFAS No. E&if,Value Measurementahich defines fair value, provides a framework fogasuring
fair value, and expands the disclosures requirethfovalue measurements. SFAS No. 157 appliegher accounting pronouncements that
require fair value measurements; it does not recarily new fair value measurements. SFAS No. 1B6¥#estive for fiscal years beginning after
November 15, 2007 and is required to be adoptetdZompany beginning in the first quarter of fl2@09. Although the Company w
continue to evaluate the application of SFAS N@., ¥Banagement does not currently believe adoptiimave a material impact on the
Company's financial condition or operating results.

In June 2006, the FASB issued FASB Interpretation (\FIN") 48, Accounting for Uncertainty in Income Taxes-an Iptetation of FASB
Statement No. 109IN 48 clarifies the accounting for uncertaimyimcome taxes by creating a framework for how canigs should
recognize, measure, present, and disclose infthaicial statements uncertain tax positions thay thave taken or expect to take in a tax
return. FIN 48 is effective for fiscal years begimmafter December 15, 2006 and is required todopted by the Company beginning in the
first quarter of fiscal 2008. Although the Compamiyl continue to evaluate the application of FIN, 48anagement does not currently believe
adoption will have a material impact on the Compsfipancial condition or operating results.

Liquidity and Capital Resources

The following table presents selected financiabinfation and statistics for each of the last tlisml years (dollars in millions):

September 29, September 30, September 24,
2007 2006 2005
Cash, cash equivalents, and s-term investment $ 15,38¢ $ 10,11C $ 8,261
Accounts receivable, n $ 1,637 $ 125 % 89t
Inventory $ 346 $ 27C $ 16t
Working capital $ 12,657 $ 8,06¢ $ 6,81:
Annual operating cash flo $ 547C $ 222 $ 2,53t

As of September 29, 2007, the Company had $15idrbih cash, cash equivalents, and short-termdtnaents, an increase of $5.3 billion over
the same balance at the end of September 30, Z8@orincipal components of this net increase wash generated by operating activities of
$5.5 billion, proceeds from the issuance of commstock under stock plans of $365 million and extcazdenefits from stock-based
compensation of $377 million. These increases ar#ally offset by payments for acquisitions obperty, plant, and equipment of

$735 million and payments for acquisitions of irgéate assets of $251 million. The Company's shemttinvestment portfolio is primarily
invested in highly rated, liquid investments. AsSefptember 29, 2007 and September 30, 2006, $8dhlzsind $4.1 billion, respectively, of tl
Company's cash, cash equivalents, and short-tarestiments were held by foreign subsidiaries andjanerally based in U.S. dollar-
denominated holdings.

The Company believes its existing balances of ceesth equivalents, and short-term investmentsbeibufficient to satisfy its working capital
needs, capital expenditures, outstanding commitsnamid other liquidity requirements associated watlexisting operations over the next
12 months.
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Capital Assets

The Company's total capital asset purchases we& ®dlion during 2007, consisting of $294 millidor retail store facilities and $528 millic
for real estate acquisitions and corporate infuastire including information systems enhancemeédishe $822 million in total capital asset
purchases during 2007, $87 million were not yetl jar as of September 29, 2007. The Company cuyranticipates it will utilize
approximately $1.1 billion for capital asset pumds during 2008, including approximately $400 wmillfor expansion of the Company's Retail
segment, and approximately $700 million to supporimal replacement of existing capital assetsuglialg manufacturing related equipment,
enhancements to general information technologw#tfucture, and real estate acquisitions.

Off-Balance Sheet Arrangements and Contractual Obtjations

The Company has not entered into any transactigthsuwuconsolidated entities whereby the Companyfinascial guarantees, subordinated
retained interests, derivative instruments, or otioatingent arrangements that expose the Commamgaterial continuing risks, contingent
liabilities, or any other obligation under a vat@amterest in an unconsolidated entity that presiinancing, liquidity, market risk, or credit
risk support to the Company.

The following table presents certain payments duthb Company under contractual obligations withimum firm commitments as of
September 29, 2007 and excludes amounts alreadsdezton the Company's balance sheet as curréiittiés (in millions):

Payments Due Payments Payments Payments Due
in Less Due in Due in in More

Total Than 1 Year 1-3 Years 4-5 Years Than 5 Years
Operating lease $ 1428 $ 158 $ 34 $ 30 $ 617
Purchase obligatior 3,17¢ 3,17¢ — — —
Asset retirement obligatior 24 3 3 7 11
Other obligation: 50 5C — — —
Total $ 4676 $ 3381 $ 34 % 31t % 62¢

Lease Commitmen

As of September 29, 2007, the Company had totstamding commitments on noncancelable operatirggteaf $1.4 billion, $1.1 billion of
which related to the lease of retail space andeeltacilities. Lease terms on the Company's exjstiajor facility operating leases generally
range from 3 to 15 years.

Purchase Commitments with Contract Manufacturerd @omponent Supplie

The Company utilizes several contract manufactuemsanufacture sub-assemblies for the Compangtiusts and to perform final assembly
and test of finished products. These contract nertufers acquire components and build product basettmand information supplied by the
Company, which typically covers periods rangingrd0 to 150 days. The Company also obtains indalidamponents for its products fron
wide variety of individual suppliers. Consistentlwindustry practice, the Company acquires comptzthinough a combination of purchase
orders, supplier contracts, and open orders basgdojected demand information. Such purchase comenits typically cover the Company's
forecasted component and manufacturing requirenfentseriods ranging from 30 to 150 days. In addifithe Company has an off-balance
sheet warranty obligation for products accountedifaler subscription accounting pursuant to SOPIMe2 whereby the Company recognizes
warranty expense as incurred. As of September@%7,2he Company had outstanding off-balance ghe&etparty manufacturing
commitments, component purchase commitments, andmtg commitments of $3.2 billion.

During the first quarter of 2006, the Company esddanto long-term supply agreements with Hynix Samductor, Inc., Intel Corporation,
Micron Technology, Inc., Samsung Electronics Cad. land Toshiba Corporation to secure supply oNBAlash memory through calendar
year 2010. As part of the:
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agreements, the Company prepaid $1.25 billionléshf memory components during 2006, which will pplied to certain inventory purchases
made over the life of each respective agreemerm.Gdmpany utilized $208 million of the prepaymenbéSeptember 29, 2007.

Asset Retirement Obligatio

The Company's asset retirement obligations areceted with commitments to return property subjeabperating leases to original condition
upon lease termination. As of September 29, 20@7Company estimated that gross expected fututefttags of $24 million would be
required to fulfill these obligations.

Other Obligations

Other outstanding obligations were $50 million &September 29, 2007, primarily related to Intermed telecommunications services and the
estimated cost related to the $100 store credi€Cdrapany offered to customers who purchased am#pdor to the Company's
September 2007 price reduction.

Indemnifications

The Company generally does not indemnify end-uskits operating system and application softwarairef legal claims that the software
infringes third-party intellectual property right3ther agreements entered into by the Company soe®include indemnification provisions
under which the Company could be subject to casigoa damages in the event of an infringement ckgiinst the Company or an
indemnified third-party. However, the Company haslreen required to make any significant paymesgalting from such an infringement
claim asserted against itself or an indemnifiecdtipiarty and, in the opinion of management, doesawve a liability related to unresolved
infringement claims subject to indemnification thaiuld have a material adverse effect on its fifereondition or operating results.

Item 7A. Quantitative and Qualitative Disclosures Aout Market Risk
Interest Rate and Foreign Currency Risk Manager

The Company regularly reviews its foreign exchafug@ard and option positions, both on a stand-alwess and in conjunction with its
underlying foreign currency and interest rate edlagxposures. However, given the effective horizfrthe Company's risk management
activities and the anticipatory nature of the expes, there can be no assurance the hedges wg#taffore than a portion of the financial
impact resulting from movements in either foreigeleange or interest rates. In addition, the timohthe accounting for recognition of gains
and losses related to mark-to-market instrumentarig given period may not coincide with the timimfggains and losses related to the
underlying economic exposures and, therefore, ndagraely affect the Company's financial conditiod aperating results.

Interest Rate Ris

While the Company is exposed to interest rate diations in many of the world's leading industriatizountries, the Company's interest
income and expense is most sensitive to fluctuatiothe general level of U.S. interest rates. dghschanges in U.S. interest rates affect the
interest earned on the Company's cash, cash egnfgabnd short-term investments, the value ofetliogestments, as well as costs associated
with foreign currency hedges.

The Company's short-term investment policy andesfais to ensure the preservation of capital, Higeidity requirements, and optimize
return in light of the current credit and intereste environment. A portion of the Company's castmanaged by external managers within the
guidelines of the Company's investment policy andrt objective market benchmark. The Company'sratgortfolio is benchmarked against
external manager performance, allowing for diffeesin liquidity needs.

The Company's exposure to market risk for changé@serest rates relates primarily to the Compaimysstment portfolio. The Company
places its short-term investments in highly ligaéturities issued by highly rated issuers and,dbgyg limits the amount of credit exposure to
any one issuer. The Company's

52




general policy is to limit the risk of principalds and ensure the safety of invested funds byitighiharket and credit risk. All highly liquid
investments with initial maturities of three montirdess at the date of purchase are classifi@dsis equivalents; highly liquid investments
with initial maturities greater than three monthshe date of purchase are classified as short-terastments. As of September 29, 2007,
$1.9 billion of the Company's short-term investnsemd underlying maturities ranging from 1 to 5Srge@he remainder all had underlying
maturities of less than 12 months. The Company se#lyits investments prior to their stated matasitior strategic purposes, in anticipation of
credit deterioration, or for duration managemeitie Tompany recognized net gains before taxes at-&rm investments of approximately
$474,000 in 2007 and net losses before taxes obappately $434,000 and $137,000 in 2006 and 26&pectively.

To provide a meaningful assessment of the inteagstrisk associated with the Company's investrpertfolio, the Company performed a
sensitivity analysis to determine the impact a geain interest rates would have on the value ofriliestment portfolio assuming a 100 basis
point parallel shift in the yield curve. Based ama@stment positions as of September 29, 2007, athgfical 100 basis point increase in interest
rates across all maturities would result in $18iamilincremental decline in the fair market valdahe portfolio. As of September 30, 2006, a
similar 100 basis point shift in the yield curvewa have resulted in a $15 million incremental dexin the fair market value of the portfolio.
Such losses would only be realized if the Compay the investments prior to maturity.

Foreign Currency Ris

In general, the Company is a net receiver of caigsnother than the U.S. dollar. Accordingly, chesiigh exchange rates, and in particular a
strengthening of the U.S. dollar, may negativefgetfthe Company's net sales and gross margingxasssed in U.S. dollars. There is also a
risk that the Company will have to adjust localrency product pricing due to competitive pressuvken there has been significant volatility
in foreign currency exchange rates.

The Company may enter into foreign currency forwemd option contracts with financial institutiomsprotect against foreign exchange risks

associated with existing assets and liabilitiegtade firmly committed transactions, forecastedifetcash flows, and net investments in foreign
subsidiaries. Generally, the Company's practite leedge a majority of its material foreign exchaegposures. However, the Company may

choose not to hedge certain foreign exchange exgeslue to immateriality, prohibitive economic coShedging particular exposures, and/or

limited availability of appropriate hedging instrents.

To provide a meaningful assessment of the foreigreacy risk associated with certain of the Comfmforeign currency derivative positions,
the Company performed a sensitivity analysis usinglue-at-risk ("VAR") model to assess the pogdnithpact of fluctuations in exchange
rates. The VAR model consisted of using a MontddCsimulation to generate 3,000 random market puats. The VAR is the maximum
expected loss in fair value, for a given confideimterval, to the Company's foreign exchange pbafdue to adverse movements in rates. The
VAR model is not intended to represent actual ls$se is used as a risk estimation and managemeh(lthe model assumes normal market
conditions. Forecasted transactions, firm commitisieand assets and liabilities denominated in foreurrencies were excluded from the
model. Based on the results of the model, the Compatimates with 95% confidence a maximum dag-oss in fair value of $12.8 million

of September 29, 2007 compared to a maximum ondedayof $9.2 million as of September 30, 2006.88mse the Company uses foreign
currency instruments for hedging purposes, lossasgied on those instruments are generally offgébdreases in the fair value of the
underlying exposures.

Actual future gains and losses associated wittCilvapany's investment portfolio and derivative gosi may differ materially from the
sensitivity analyses performed as of Septembe2@97 due to the inherent limitations associateti pitdicting the changes in the timing and
amount of interest rates, foreign currency exchamgtes, and the Company's actual exposures aitbpss

53




Item 8. Financial Statements and Supplementary Data
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All financial statement schedules have been omittete the required information is not applicairés not present in amounts sufficient to
require submission of the schedule, or becausimthenation required is included in the ConsolidhEnancial Statements and Notes thereto.
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CONSOLIDATED BALANCE SHEETS

(In millions, except share amounts)

ASSETS:
Current asset:
Cash and cash equivalel
Shor-term investment
Accounts receivable, less allowances of $47 and &spectively
Inventories
Deferred tax asse
Other current asse

Total current asse
Property, plant, and equipment, |
Goodwill
Acquired intangible assets, r
Other asset

Total asset

LIABILITIES AND SHAREHOLDERS' EQUITY:
Current liabilities:
Accounts payabl
Accrued expense

Total current liabilities
Non-current liabilities

Total liabilities

Commitments and contingenci

Shareholders' equit
Common stock, no par value; 1,800,000,000 shartmmazed;
872,328,972 and 855,262,568 shares issued anduoditsy,
respectively
Retained earning
Accumulated other comprehensive inca

Total shareholders' equi

Total liabilities and shareholders' eqL

September 29, 2007

September 30, 2006

$ 9,35: $ 6,39-
6,03¢ 3,71¢

1,631 1,25:

34¢€ 27C

782 607

3,80¢ 2,27(

21,95¢ 14,50¢

1,837 1,281

38 38

29¢ 13¢

1,227 1,23¢

$ 25347 $ 17,20¢
.| |
$ 497C $ 3,39(
4,32¢ 3,05¢

9,29¢ 6,44:

1,51€ 77¢

10,81¢ 7,221

5,36¢ 4,35¢

9,101 5,607

63 22

14,53: 9,98¢

$ 25347 $ 17,20¢
| |

See accompanying Notes to Consolidated Financié®ients.
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CONSOLIDATED STATEMENTS OF OPERATIONS

(In millions, except share and per share amounts)

Three fiscal years ended September 29, 2007 2007 2006 2005
Net sales $ 24,00¢ $ 19,31t $ 13,93:
Cost of sales (1 15,85: 13,71% 9,88¢
Gross margir 8,15/ 5,59¢ 4,04
Operating expense
Research and development 782 71z 53¢
Selling, general, and administrative 2,96: 2,43: 1,86¢
Total operating expens 3,74¢ 3,14¢ 2,39¢
Operating incomi 4,40¢ 2,45¢ 1,64:
Other income and expen 59¢ 36E 16&
Income before provision for income tay 5,00¢ 2,81¢ 1,80¢
Provision for income taxe 1,512 82¢ 48(
Net income $ 3,49¢ $ 1,98¢ $ 1,32¢

I I I
Earnings per common sha

Basic $ 404 3 236 $ 1.6¢

Diluted $ 39t $ 221 % 1.5¢
Shares used in computing earnings per share (uUstmals)

Basic 864,59! 844,05t 808,43

Diluted 889,29: 877,52t 856,87

1) Includes stoc-based compensation expense, which was allocatied@ss:

Cost of sale: $ 35 % 21 % 3
Research and developm: $ 77 $ 58 % 7
Selling, general, and administrati $ 13¢ % 89 $ 39

See accompanying Notes to Consolidated Financiaé®ients.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

(In millions, except share amounts which are in thasands)

Common Stock Accumulated
Other Total
Deferred Stock Retained Comprehensive Shareholders'
Shares Amount Compensation Earnings Income (Loss) Equity
Balances as of September 25, 2! 782,88 $ 258 $ (101) $ 2597 $ (15) $ 5,06:
Components of comprehensive incor
Net income — — — 1,32¢ — 1,32¢

~

Change in foreign currency translati — — — — 7
Change in unrealized gain on derivative
instruments, net of te — — — — 8 8

Total comprehensive incon 1,34:¢
Issuance of sto-based compensation awa — 7 (7) — — —
Stocl-based compensatic — — 47 — — 47
Common stock issued under stock pl 52,13 547 — — — 547
Tax benefit from employee stock plan awa — 42¢ — — — 42¢

Balances as of September 24, 2! 835,01¢ 3,564 (61) 3,92¢ — 7,42¢
Components of comprehensive incor
Net income — — — 1,98¢ — 1,98¢
Change in foreign currency translati — — — — 19 19
Change in unrealized gain on available-fo
sale securities, net of t: — — — — 4 4

Change in unrealized gain on derivative
instruments, net of te — — — — ) 1)

Total comprehensive incon 2,011
Common stock repurchas (4,574 (48) — (307) — (355)
Stocl-based compensatic — 162 — — — 162
Deferred compensatic — (61) 61 — — —
Common stock issued under stock pl 24,81¢ 31¢ — — — 31¢
Tax benefit from employee stock plan awa — 41¢ — — — 41¢
Balances as of September 30, 2! 855,26: 4,35¢ — 5,607 22 9,98¢
Components of comprehensive incor
Net income — — — 3,49¢ — 3,49¢
Change in foreign currency translati — — — — 51 51
Change in unrealized loss on available-for
sale securities, net of t: — — — — () (@)
Change in unrealized loss on derivative
instruments, net of te — — — — 3 )
Total comprehensive incon 3,531
Stocl-based compensatic — 251 — — — 251
Common stock issued under stock plans, net
shares withheld for employee ta 17,06¢ 364 — ) — 362
Tax benefit from employee stock plan awa — 39¢ — — — 39¢
Balances as of September 29, 2! 872,32¢ $ 5,36¢ $ — $ 9,101 $ 63 $ 14,53:

See accompanying Notes to Consolidated Financié®ents.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(In millions)
Three fiscal years ended September 29, 2007 2007 2006 2005
Cash and cash equivalents, beginning of the $ 6,392 $ 3491 $ 2,96¢
Operating Activities
Net income 3,49¢ 1,98¢ 1,32¢
Adjustments to reconcile net income to cash geadray operating activitie!
Depreciation, amortization and accret 317 22k 17¢
Stock-based compensation expel 247 162 49
Provision for deferred income tax 78 53 50
Excess tax benefits from stock optic — — 42¢
Gain on sale of PowerSchool net as: — (4) —
Loss on disposition of property, plant, and equipt 12 15 9
Changes in operating assets and liabilit
Accounts receivable, n (385) (357) (121)
Inventories (76) (105) (64)
Other current asse (1,540 (1,62€) (150
Other asset 81 (1,040 (35)
Accounts payabl 1,49¢ 1,611 32¢
Other liabilities 1,751 1,29¢ 534
Cash generated by operating activi 5,47(C 2,22( 2,53t
Investing Activities:
Purchases of shiterm investment (11,719 (7,25%) (11,470
Proceeds from maturities of sk-term investment 6,48: 7,22¢ 8,60¢
Proceeds from sales of investme 2,941 1,08¢ 58€
Purchases of lor-term investment a7 (25) —
Proceeds from sale of PowerSchool net as — 40 —
Payment for acquisition of property, plant, andipment (735) (657) (260)
Payment for acquisition of intangible ass (251) — —
Other 49 (59) (21)
Cash (used for) generated by investing activ (3,249 357 (2,55€)
Financing Activities:
Proceeds from issuance of common si 36& 31¢ 543
Excess tax benefits from st-based compensatic 377 361 —
Repurchases of common stc 3 (355) —
Cash generated by financing activit 73€ 324 543
Increase in cash and cash equivali 2,96( 2,901 522
Cash and cash equivalents, end of the $ 935 $ 6392 $ 3,491
| I .|
Supplemental cash flow disclosur
Cash paid for income taxes, 1 $ 86 $ 194 $ 17

See accompanying Notes to Consolidated Financié®ients.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1—Summary of Significant Accounting Policies

Apple Inc. and its wholly-owned subsidiaries (cotieely "Apple" or the "Company") design, manufaetuand market personal computers,
portable digital music players, and mobile commatian devices and sells a variety of related sagwservices, peripherals, and networking
solutions. The Company sells its products worldvildeugh its online stores, its retail storesditect sales force, and third-party wholesalers,
resellers, and value-added resellers. In additt@Company sells a variety of third-party Mac,drRmd iPhone compatible products including
application software, printers, storage devicesakprs, headphones, and various other accessndesipplies through its online and retail
stores. The Company sells to education, consurresatice professional, business, and governmenoouess.

Basis of Presentation and Preparation

The accompanying consolidated financial statemiastade the accounts of the Company. Intercompaagants and transactions have been
eliminated. The preparation of these consolidaiteahtial statements in conformity with U.S. genlgratcepted accounting principles requires
management to make estimates and assumptiondfibattthe amounts reported in these consolidateghftial statements and accompanying
notes. Actual results could differ materially frahose estimates. Certain prior year amounts ic¢imsolidated financial statements and notes
thereto have been reclassified to conform to thieeatiyear presentation.

The Company's fiscal year is the 52 or 53-weekogkttiat ends on the last Saturday of SeptemberChbingpany's first quarter of fiscal year
2007 contained 13 weeks and the first quartersaffiyear 2006 contained 14 weeks. The Compaisgalfyear 2007 ended on September 29,
2007 and included 52 weeks, while fiscal year 20@6ided 53 weeks and fiscal year 2005 include@&gks. Unless otherwise stated,
references to particular years or quarters reféngdCompany's fiscal years ended in Septembettenassociated quarters of those fiscal years

Financial Instruments
Cash Equivalents and Short-term Investments

All highly liquid investments with maturities oftde months or less at the date of purchase arsif@dalsas cash equivalents. Highly liquid
investments with maturities greater than three im®at the date of purchase are classified as grontinvestments. The Company's debt and
marketable equity securities have been classifiedes@counted for as available-for-sale. Managemetgrmines the appropriate classification
of its investments in debt and marketable equitygges at the time of purchase and reevaluaestailable-for-sale designations as of each
balance sheet date. These securities are carrfait aalue, with the unrealized gains and losses of taxes, reported as a component of
shareholders' equity. The cost of securities solthsed upon the specific identification method.

Derivative Financial Instrument

The Company accounts for its derivative instrumasteither assets or liabilities and carries thefaiavalue. Derivatives that are not defined
as hedges in Statement of Financial Accountingdatats ("SFAS") No. 133Accounting for Derivative Instruments and Hedgirgivities,as
amended, must be adjusted to fair value throughiregs.

For derivative instruments that hedge the exposuvariability in expected future cash flows theg designated as cash flow hedges, the
effective portion of the gain or loss on the ddliiv@instrument is reported as a component of actat@d other comprehensive income in
shareholders' equity and reclassified into earningse same period or periods during which thegleeldransaction affects

59




earnings. The ineffective portion of the gain admn the derivative instrument is recognized mesu earnings. To receive hedge accounting
treatment, cash flow hedges must be highly effedtivoffsetting changes to expected future cashislon hedged transactions. For derivative
instruments that hedge the exposure to changée ifair value of an asset or a liability and that designated as fair value hedges, the net gair
or loss on the derivative instrument as well asoffigetting gain or loss on the hedged item attebie to the hedged risk are recognized in
earnings in the current period. The net gain os twsthe effective portion of a derivative instrurhthat is designated as an economic hedge of
the foreign currency translation exposure of thieimgestment in a foreign operation is reportethia same manner as a foreign currency
translation adjustment. For forward contracts desigd as net investment hedges, the Company esctidages in fair value relating to
changes in the forward carry component from iténitedn of effectiveness. Accordingly, any gainslasses related to this component are
recognized in current earnings.

Inventories

Inventories are stated at the lower of cost, coegbusing the first-in, first-out method, or markéthe cost of the inventories exceeds their
market value, provisions are made currently fordifference between the cost and the market vdlhe.Company's inventories consist
primarily of finished goods for all periods preseamt

Property, Plant, and Equipment

Property, plant, and equipment are stated at Begireciation is computed by use of the straigte-fimethod over the estimated useful lives of
the assets, which for buildings is the lesser oj&8rs or the remaining life of the underlying Hirg, up to 5 years for equipment, and the
shorter of lease terms or 10 years for leasehogptamements. The Company capitalizes eligible clmstcquire or develop internal-use
software that are incurred subsequent to the pirgdim project stage. Capitalized costs relatechternal-use software are amortized using the
straight-line method over the estimated usefukligéthe assets, which range from 3 to 5 yearsrédégtion and amortization expense on
property and equipment was $249 million, $180 wriliand $141 million during 2007, 2006, and 20@Spectively.

Asset Retirement Obligations

The Company records obligations associated withidtiement of tangible long-lived assets and #soaiated asset retirement costs in
accordance with SFAS No. 148¢counting for Asset Retirement Obligatioriie Company reviews legal obligations associafi¢iul the
retirement of long-lived assets that result from élcquisition, construction, development and/omadruse of the assets. If it is determined that
a legal obligation exists, the fair value of thability for an asset retirement obligation is remiagd in the period in which it is incurred if a
reasonable estimate of fair value can be madefdihealue of the liability is added to the carrginmount of the associated asset and this
additional carrying amount is depreciated ovetlifieeof the asset. The difference between the geap®cted future cash flow and its present
value is accreted over the life of the relateddems an operating expense. All of the Company&iegiasset retirement obligations are
associated with commitments to return propertyetttijpp operating leases to original condition ufe@se termination. The Company's asset
retirement liability was $18 million and $15 milticas of September 29, 2007 and September 30, B&s}iectively.

Long-Lived Assets Including Goodwill and Other Acqured Intangible Assets

The Company reviews property, plant, and equipraadtcertain identifiable intangibles, excluding dwill, for impairment in accordance
with SFAS No. 144Accounting for the Impairment of Long-Lived
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Assets and for Lor-Lived Assets to Be Disposed Odng-lived assets are reviewed for impairment whenevents or changes in
circumstances indicate the carrying amount of @eta®ay not be recoverable. Recoverability of tleesets is measured by comparison of its
carrying amount to future undiscounted cash fldvesdssets are expected to generate. If propeant, @nd equipment and certain identifiable
intangibles are considered to be impaired, the impnt to be recognized equals the amount by wihiefcarrying value of the assets exceeds
its fair market value. The Company did not recamg material impairments during 2007, 2006, and 2005

SFAS No. 142Goodwill and Other Intangible Assetsquires that goodwill and intangible assets witteffinite useful lives should not be
amortized but rather be tested for impairmentasti@annually or sooner whenever events or changeiscumstances indicate that they may be
impaired. The Company performs its goodwill impagmhtests on or about August 31 of each year. Tdragany did not recognize any
goodwill or intangible asset impairment charge2007, 2006, or 2005. The Company established riegaunits based on its current reporting
structure. For purposes of testing goodwill for aimment, goodwill has been allocated to these tempunits to the extent it relates to each
reporting unit.

SFAS No. 142 also requires that intangible assetsdefinite lives be amortized over their estinthtseful lives and reviewed for impairment
in accordance with SFAS No. 144. The Company isetiily amortizing its acquired intangible assethwiefinite lives over periods ranging
from 2 to 10 years.

Foreign Currency Translation

The Company translates the assets and liabilifigs smternational non-U.S. dollar functional ceincy subsidiaries into U.S. dollars using
exchange rates in effect at the end of each peRedenue and expenses for these subsidiariesaasdadted using rates that approximate those
in effect during the period. Gains and losses fthese translations are credited or charged togoreiirrency translation included in
"accumulated other comprehensive income" in shddehs equity. The Company's foreign manufactusaigsidiaries and certain other
international subsidiaries that use the U.S. dalatheir functional currency remeasure monetasgtasand liabilities at exchange rates in el

at the end of each period, and inventories, prgpartd nonmonetary assets and liabilities at Histbrates. Gains and losses from these
translations were insignificant and have been ohetlin the Company's results of operations.

Revenue Recognition

Net sales consist primarily of revenue from the sdlhardware, software, music products, digitaitent, peripherals, and service and sup
contracts. For any product within these groups ¢ftaer is software, or is considered softwaretesglan accordance with the guidance in
Emerging Issues Task Force ("EITF") No. 03Applicability of AICPA Statement of Position 97e2Non-Software Deliverables in an
Arrangement Containing Mo-Than-Incidental Softwarge.g., Macintosh computers and iPod portable digitasic players), the Company
accounts for such products in accordance withekierrue recognition provisions of American InstitoteCertified Public Accountants
("AICPA") Statement of Position ("SOP") No. 97 2pftware Revenue Recognitiohhe Company applies Staff Accounting BulletinAEB)
No. 104,Revenue Recognitiofgr products that are not software or softwaretezglasuch as digital content sold on the iTunesestad certain
Mac, iPod and iPhone supplies and accessories.

The Company recognizes revenue when persuasiveregdf an arrangement exists, delivery has oatutine sales price is fixed or
determinable, and collection is probable. Prodsicoinsidered delivered to the customer once ibkaa shipped and title and risk of loss have
been transferred. For
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most of the Company's product sales, these criggganet at the time the product is shipped. Fonerales to individuals, for some sales to
education customers in the U.S., and for certdierosales, the Company defers revenue until themes receives the product because the
Company legally retains a portion of the risk afdmn these sales during transit. If at the ouatiseh arrangement the Company determines the
arrangement fee is not, or is presumed not toixed for determinable, revenue is deferred and sjulesely recognized as amounts become due
and payable.

Revenue from service and support contracts is gefeand recognized ratably over the service coeepagiods. These contracts typically
include extended phone support, repair serviceb;lvased support resources, diagnostic tools, ateth@xhe service coverage offered under
the Company's one-year limited warranty.

The Company sells software and peripheral proculatzined from other companies. The Company estadigs own pricing and retains
related inventory risk, is the primary obligor mles transactions with its customers, and assumeesredit risk for amounts billed to its
customers. Accordingly, the Company recognizesmegdor the sale of products obtained from othenganies based on the gross amount
billed.

The Company accounts for multiple element arrangesrthat consist only of software or software-rdgproducts in accordance with SOP
No. 97-2. If a multiple-element arrangement includes\detibles that are neither software nor softwaratedl the Company applies EITF
No. 0(-21, Revenue Arrangements with Multiple Deliverabtesjetermine if those deliverables constitute ssjgaunits of accounting from the
SOP No. 97-2 deliverables. If the Company can sgpdhe deliverables, the Company applies SOP RQ. 1@ the software and software-
related deliverables and applies other appropgaigance (e.g., SAB No. 104) to the deliverableside the scope of SOP No. 97-2. Revenue
on arrangements that include multiple elements ssdiardware, software, and services is allocatedt¢h element based on the relative fair
value of each element. Each element's allocatezhtevis recognized when the revenue recognitiderizifor that element have been met. |
value is generally determined by vendor specifiective evidence ("VSOE"), which is based on thegcharged when each element is sold
separately. If the Company cannot objectively deiee the fair value of any undelivered elementudeld in a multiple-element arrangement,
the Company defers revenue until all elements aligeted and services have been performed, or faitivalue can objectively be determined
for any remaining undelivered elements. When tlirevilue of a delivered element has not been dstad, the Company uses the residual
method to recognize revenue if the fair value blintielivered elements is determinable. Under dés&dual method, the fair value of the
undelivered elements is deferred and the remaijpimtion of the arrangement fee is allocated todilevered elements and is recognized as
revenue.

The Company records reductions to revenue for asticthcommitments related to price protection amadstomer incentive programs,
including reseller and end-user rebates, and stlles programs and volume-based incentives. Theatstd cost of these programs is accrued
as a reduction to revenue in the period the Compasysold the product and committed to a plan.démpany also records reductions to
revenue for expected future product returns baseti®@ Company's historical experience. Revenuecsrded net of taxes collected from
customers that are remitted to governmental autesyiwith the collected taxes recorded as cutfiabilities until remitted to the relevant
government authority.

Generally, the Company does not offer specifiedr@pecified upgrade rights to its customers in eation with software sales or the sale of
extended warranty and support contracts. When tmep@ny does offer specified upgrade rights, the gz defers revenue for the fair value
of the specified upgrade
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right until the future obligation is fulfilled or en the right to the specified upgrade expires.i#iattally, a limited number of the Company's
software products are available with maintenanceeagents that grant customers rights to unspedifiienle upgrades over the maintenance
term on a when and if available basis. Revenuec#ged with such maintenance is recognized ratabdy the maintenance term.

In March 2007, the Company began shipping Appleahd in June 2007 began shipping iPhone. For Apyplard iPhone, the Company
indicated it may provide future unspecified feasuaed additional software products free of chaogeustomers. Accordingly, Apple TV and
iPhone handsets sales are accounted for undergilmstaccounting in accordance with SOP No. 9A2such, the Company's policy is to
defer the associated revenue and cost of goodsatthe time of sale, and recognize both on agitdine basis over the currently estimated
24-month economic life of these products, with bsg recognized at the time of sale. Costs incusgethe Company for engineering, sales,
marketing and warranty are expensed as incurred.

Allowance for Doubtful Accounts

The Company records its allowance for doubtful acte based upon its assessment of various fadtoesCompany considers historical
experience, the age of the accounts receivablebedacredit quality of the Company's customenseot economic conditions, and other
factors that may affect customers' ability to pay.

Shipping Costs

For all periods presented, amounts billed to custsmelated to shipping and handling are classdgdevenue, and the Company's shipping
and handling costs are included in cost of sales.

Warranty Expense

The Company generally provides for the estimatesi cbhardware and software warranties at the timeaelated revenue is recognized. The
Company assesses the adequacy of its preexistimgnty liabilities and adjusts the amounts as resrgsbased on actual experience and
changes in future estimates. For products accodatathder subscription accounting pursuant to $P97-2, the Company recognizes
warranty expense as incurred.

Software Development Costs

Research and development costs are expensed aethddevelopment costs of computer software teddd, leased, or otherwise marketed
subject to capitalization beginning when a produetithnological feasibility has been establishatlearding when a product is available for
general release to customers pursuant to SFAS&&d@nputer Software to be Sold, Leased, or OtherMimeketed. In most instances, the
Company's products are released soon after tedfinaldeasibility has been established. Therefoosts incurred subsequent to achievement
of technological feasibility are usually not sigo#nt, and generally most software developmentsdaatve been expensed.

In 2007, the Company determined that both Mac O%bsion 10.5 Leopard ("Mac OS X Leopard") and iRhachieved technological
feasibility. During 2007, the Company capitalizetb3$nillion of costs associated with the developnwdriteopard and iPhone. In accordance
with SFAS No. 86, the capitalized costs relatelsr OS X Leopard and iPhone are amortized to dosdles commencing when each
respective product begins shipping and are recednin a straight-line basis over a 3 year estimaseful life of the underlying technology.
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Total amortization related to capitalized softwdezelopment costs was $13 million, $18 million, &1& million in 2007, 2006, and 2005,
respectively.

Advertising Costs

Advertising costs are expensed as incurred. Adsingiexpense was $467 million, $338 million, an8&illion for 2007, 2006, and 2005,
respectively.

Stock-Based Compensation

On September 25, 2005, the Company adopted SFA3280(revised 2004) ("SFAS No. 123RShare-Based Paymentvhich addresses the
accounting for stock-based payment transactiomghich an enterprise receives employee servicesdhange for (a) equity instruments of the
enterprise or (b) liabilities that are based onftievalue of the enterprise's equity instrumentthat may be settled by the issuance of such
equity instruments. In January 2005, the Securéties Exchange Commission ("SEC") issued SAB No, @iich provides supplemental
implementation guidance for SFAS No. 123R. SFAS \t3R eliminates the ability to account for stdidsed compensation transactions u
the intrinsic value method under Accounting PritespBoard ("APB") Opinion No. 2%ccounting for Stock Issued to Employeasd instead
generally requires that such transactions be a¢eduor using a fair-value-based method. The Compees the Black-Scholes-Merton
("BSM") option-pricing model to determine the faiatue of stock-based awards under SFAS No. 123R/sis@nt with that used for pro forma
disclosures under SFAS No. 128;counting for Stock-Based Compensation

SFAS No. 123R prohibits recognition of a deferraxidsset for an excess tax benefit that has not fee¢ized. The Company will recognize a
benefit from stock-based compensation in equignifincremental tax benefit is realized by followthg ordering provisions of the tax law. In
addition, the Company accounts for the indirectetf of stock-based compensation on the reseatanédit, the foreign tax credit, and the
domestic manufacturing deduction through the incetagement.

Prior to the adoption of SFAS No. 123R, the Compa@asured compensation expense for its employek-bised compensation plans using
the intrinsic value method prescribed by APB Opiniido. 25. The Company applied the disclosure prorgsof SFAS No. 123 as amended by
SFAS No. 148Accounting for Stock-Based Compensation—Trans#tiahDisclosureas if the fair-value-based method had been appiied
measuring compensation expense. Under APB Opinmr2B, when the exercise price of the Company'da&yep stock options was equal to
the market price of the underlying stock on theedsdtthe grant, no compensation expense was rexedni
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The following table illustrates the effect on netome after taxes and net income per common skafe¢he Company had applied the fair
value recognition provisions of SFAS No. 123 tacktbased compensation during 2005 (in millions egx@er share amounts):

2005
Net income $  1,32¢
Add: Stock-based employee compensation expensadiedlin reported net income, net
tax 45
Deduct: Stock-based employee compensation expetsarined under the fair value
based method for all awards, net of (118
Net incom—pro forma $ 1,25t
.|
Net income per common she
Basic $ 1.64
Diluted $ iLEE
Net income per common sh—pro forma
Basic $ iLEE
Diluted $ 1.47

Further information regarding stock-based compémsaian be found in Notes 6 and 7.
Earnings Per Common Share

Basic earnings per common share is computed bygidiyincome available to common shareholders bywhighted-average number of shares
of common stock outstanding during the period. fetuearnings per common share is computed by diyiicome available to common
shareholders by the weighted-average number oésleircommon stock outstanding during the periadeiased to include the number of
additional shares of common stock that would haentoutstanding if the dilutive potential sharesaimon stock had been issued. The
dilutive effect of outstanding options, shares égonrchased under the employee stock purchaseysiaested restricted stock and restricted
stock units ("RSUs") is reflected in diluted eagsmer share by application of the treasury stoethod. Under the treasury stock method, an
increase in the fair market value of the Compaocgtemon stock can result in a greater dilutive effemm outstanding options, restricted stc
and RSUs. Additionally, the exercise of employeelsptions and the vesting of restricted stock @Btls can result in a greater dilutive
effect on earnings per share.
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The following table sets forth the computation asie and diluted earnings per share (in thousandgpt net income and per share amounts):

Three fiscal years ended September 29, 20 2007 2006 2005

Numerator (in millions)
Net income $ 3,49 $ 1,98¢ $ 1,32¢

] I I
Denominator (in thousands

Weighter-average shares outstanding, excluding unvesterictedtstocl 864,59! 844,05¢ 808,43
Effect of dilutive securitie 24,697 33,46¢ 48,43¢
Denominator for diluted earnings per sh 889,29. 877,52t 856,87¢
& I |

Basic earnings per she $ 4.04 $ 23t $ 1.64
Diluted earnings per sha $ 39z $ 227 % 1.5t

Potentially dilutive securities representing 13.iliam, 3.9 million, and 12.7 million shares of comon stock for the years ended September 29,
2007, September 30, 2006, and September 24, 28§catively, were excluded from the computatiodilbfted earnings per share for these
periods because their effect would have been &utiick. These potentially dilutive securities industock options, unvested restricted stock,
and RSUs.

Comprehensive Income

Comprehensive income consists of two componentinoeme and other comprehensive income. Other celngmsive income refers to
revenue, expenses, gains, and losses that undeg&hé&rally accepted accounting principles arertsmbas an element of shareholders' equity
but are excluded from net income. The Company'sratbmprehensive income consists of foreign cugréranslation adjustments from those
subsidiaries not using the U.S. dollar as theicfiemal currency, unrealized gains and losses aketable securities categorized as available-
for-sale, and net deferred gains and losses oaicetérivative instruments accounted for as cash fiedges.

Segment Information

The Company reports segment information based ®tnflanagement” approach. The management approaigndtes the internal reporting
used by management for making decisions and asggssiformance as the source of the Company'stegpersegments. Information about
the Company's products, major customers, and ggbigrareas on a company-wide basis is also distlose
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Note z—Financial Instruments
Cash, Cash Equivalents and Short-Term Investments

The following table summarizes the fair value & ompany's cash and available-for-sale secuhig&bin its short-term investment portfolio,
recorded as cash and cash equivalents or shortiteastments (in millions):

September 29, 200 September 30, 200

Cash $ 25€ $ 20C
U.S. Treasury and Agency securit 67C 52
U.S. Corporate securitie 5,597 4,30¢
Foreign securitie 2,82¢ 1,831

Total cash equivalen 9,09¢ 6,192
U.S. Treasury and Agency securit 35¢€ 447
U.S. Corporate securitie 4,71¢ 2,701
Foreign securitie 95¢ 57C

Total shor-term investment 6,03¢ 3,71¢

Total cash, cash equivalents, and short-term
investment: $ 15,38¢ $ 10,11(

The Company's U.S. Corporate securities consistgrily of commercial paper, certificates of depaihe deposits, and corporate debt
securities. Foreign securities consist primarilja&ign commercial paper issued by foreign compsrand certificates of deposit and time
deposits with foreign institutions, most of whiale @enominated in U.S. dollars. The Company hadrillion in net unrealized losses on its
investment portfolio, primarily related to investnte with stated maturities ranging from 1 to 5 geas of September 29, 2007, and net
unrealized losses of approximately $687,000 omitsstment portfolio, primarily related to investnie with stated maturities less than 1 year,
as of September 30, 2006. The Company may séliviestments prior to their stated maturities foatggic purposes, in anticipation of credit
deterioration, or for duration management. The Camyprecognized net gains before taxes of approein&® 74,000 in 2007 and net losses
before taxes of approximately $434,000 and $137i@@D06 and 2005, respectively.

As of September 29, 2007 and September 30, 2008 Hfilion and $921 million, respectively, of th@@pany's short-term investments had
underlying maturities ranging from 1 to 5 yearse Tamaining short-term investments as of Septe@2®e2007 and September 30, 2006 had
maturities less than 12 months.

In accordance with FASB Staff Position ("FSP") FAS-1 and FAS 124-T he Meaning of Other-Than-Temporary Impairment dsd
Application to Certain Investmenthe following table shows the gross unrealizeddesand fair value for those investments that wesmni
unrealized loss position as of
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September 29, 2007 and September 30, 2006, aggdelgpinvestment category and the length of tina¢ itidividual securities have been in a
continuous loss position (in millions):

2007
Less than 12 Months 12 Months or Greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Security Description Value Loss Value Loss Value Loss
U.S. Treasury and Agency securit $ 33 $ — $ — 3 — $ 33 % —
U.S. Corporate securitie 2,521 (12 32 — 2,55¢ (12
Foreign securitie 474 (D) 8 — 482 (D)
Total $ 333 $ (13 $ 4 $ — $ 337 $ (13)
| | | I | I
2006
Less than 12 Months 12 Months or Greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Security Description Value Loss Value Loss Value Loss
U.S. Treasury and Agency securit $ 234 % — $ 26 $ — $ 26C $ —
U.S. Corporate securitie 94: — 10z D 1,04t D
Foreign securitie 164 — 34 — 19¢ —
Total $ 1,341 $ — 3 162 $ (1) $ 150 $ (1)

The unrealized losses on the Company's investnaemitsg 2007 in U.S. Corporate securities and foraigcurities and during 2006 in U.S.
Corporate securities were caused primarily by charng interest rates. The Company typically investsghly-rated securities with strong
liquidity and with low probabilities of default. EnhCompany's investment policy requires investmenkee rated single-A or better. Therefore,
the Company considers the declines to be temparargiture. During 2007, the Company did not recrg material impairment on
outstanding securities. As of September 29, 20G¥ Qompany does not consider the investments tihse-than-temporarily impaired.

Market values were determined for each individealsity in the investment portfolio. When evalugtihe investments for other-than-
temporary impairment, the Company reviews factachsas the length of time and extent to whichyalue has been below cost basis, the
financial condition of the issuer, and the Compsuayility and intent to hold the investment foreaipd of time, which may be sufficient for
anticipated recovery in market value.

Accounts Receivable
Trade Receivables

The Company distributes its products through tipiadty distributors and resellers and directly tdaia education, consumer, and commercial
customers. The Company generally does not requaltateral from its customers; however, the Compaquires collateral in certain instances
to limit credit risk. In addition, when possiblégtCompany attempts to limit credit risk on traeleeivables with credit insurance for certain
customers in Latin America, Europe, Asia, and Aalgrby arranging with third-party financing comsto provide flooring arrangements
and other loan and lease programs to the Compdimgts customers. These credit-financing arrangesnare directly between the third-party
financing company and the end customer. As suehCtimpany generally does not assume any recourcsedit risk sharing related to any of
these arrangements. However, considerable tragée/edstes not
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covered by collateral, third-party flooring arranggnts, or credit insurance are outstanding withtbmpany's distribution and retail channel
partners. One customer accounted for approximatEdy of trade receivables as of September 29, 200ife no customers accounted for m
than 10% of trade receivables as of September(®i§.2

The following table summarizes the activity in eillowance for doubtful accounts (in millions):

September 29 September 30 September 24
2007 2006 2005
Beginning allowance balan $ 52 $ 46 $ 47
Charged to costs and expen 12 17 8
Deductions @7 (17) (9)
Ending allowance balant $ 47 $ 52 $ 46

Vendor Non-Trade Receivables

The Company has non-trade receivables from ceofais manufacturing vendors resulting from theesafl raw material components to these
manufacturing vendors who manufacture sub-assesbtiassemble final products for the Company. Toe@any purchases these raw
material components directly from suppliers. These-trade receivables, which are included in thesttidated Balance Sheets in other
current assets, totaled $2.4 billion and $1.6dvillas of September 29, 2007 and September 30, B&&:ctively. The Company does not
reflect the sale of these components in net saldslaes not recognize any profits on these saltistlue products are sold through to the end
customer at which time the profit is recognizecaesduction of cost of sales.

Derivative Financial Instruments

The Company uses derivatives to partially offsebiisiness exposure to foreign exchange risk. gio@irrency forward and option contracts
are used to offset the foreign exchange risk otaireexisting assets and liabilities and to hedgeforeign exchange risk on expected future
cash flows on certain forecasted revenue and dastles. The Company's accounting policies forghestruments are based on whether the
instruments are designated as hedge or non-hedgeritents. The Company records all derivativesherbalance sheet at fair value.
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The following table shows the notional principadt fair value, and credit risk amounts of the Conyggaforeign currency instruments as of
September 29, 2007 and September 30, 2006 (iromsl)i

September 29, 2007 September 30, 2006
Notional Fair Credit Risk Notional Fair Credit Risk
Principal Value Amounts Principal Value Amounts

Foreign exchange instruments qualifying as
accounting hedge

Spot/Forward contrac $ 57C $ 8 $ — 3 351 $ 6 $
Purchased optior $ 256, $ 10 $ ¢ % 1,25¢ $ 9 $
Sold options $ 1,49¢ $ 2 $ — 8 $ @ $ -
Foreign exchange instruments other than
accounting hedge
Spot/Forward contrac $ 1,76¢ $ 2 $ — 3 1,10 $ 2 3%
Purchased optior $ 161 $ 1 % 1 % 167 $ 1 % =

The notional principal amounts for derivative instrents provide one measure of the transaction wloumstanding as of year-end, and do not
represent the amount of the Company's exposunettit or market loss. The credit risk amounts shawthe table above represents the
Company's gross exposure to potential accountisgydo these transactions if all counterpartiesdaid perform according to the terms of the
contract, based on then-current currency exchamge at each respective date. The Company's exptusaredit loss and market risk will vary
over time as a function of currency exchange rates.

The estimates of fair value are based on applicatdecommonly used pricing models and prevailingricial market information as of
September 29, 2007 and September 30, 2006. Alththggtable above reflects the notional principail, ¥alue, and credit risk amounts of the
Company's foreign exchange instruments, it doesetlgict the gains or losses associated with tippgxres and transactions that the foreign
exchange instruments are intended to hedge. Tharamaltimately realized upon settlement of théserfcial instruments, together with the
gains and losses on the underlying exposuresdeyiend on actual market conditions during the reimgilife of the instruments.

Foreign Exchange Risk Managem

The Company may enter into foreign currency forweand option contracts with financial institutiolmsprrotect against foreign exchange risk
associated with existing assets and liabilitiestaie firmly committed transactions, forecastedifetcash flows, and net investments in foreign
subsidiaries. Generally, the Company's practite ieedge a majority of its material foreign exchawrgposures. However, the Company may
choose not to hedge certain foreign exchange exeesiue to immateriality, prohibitive economic cokhedging particular exposures, or
limited availability of appropriate hedging instrents.

To help protect gross margins from fluctuationoireign currency exchange rates, the Company'sdai&r functional subsidiaries hedge a
portion of forecasted foreign currency revenue, twuedCompany's non-U.S. dollar functional subsid&selling in local currencies hedge a
portion of forecasted inventory purchases not dénated in the subsidiaries' functional currencyhé@tcomprehensive income associated with
hedges of foreign currency revenue is recognized@smnponent of net sales in the same period agkied sales are recognized, and other
comprehensive income related to inventory purchesescognized as a component of cost of saldseiisame period as the related costs are
recognized.
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Typically, the Company hedges portions of its fasted foreign currency exposure associated witbmes and inventory purchases over a
horizon of up to 6 months.

Derivative instruments designated as cash flow bedgust be de-designated as hedges when it islpedib@ forecasted hedged transaction
will not occur in the initially identified time p&rd or within a subsequent 2 month time period.ddefd gains and losses in other
comprehensive income associated with such deratistruments are immediately reclassified intmegys in other income and expense. Any
subsequent changes in fair value of such derivatisteuments are also reflected in current earningsss they are re-designated as hedges of
other transactions. The Company recognized nesgdinpproximately $672,000 and $421,000 in 20Q¥ 2006, respectively, and a net los
$1.6 million in 2005 in other income and expendateal to the loss of hedge designation on discaatircash flow hedges due to changes i
Company's forecast of future net sales and cosales and due to prevailing market conditions. ASeptember 29, 2007, the Company had a
net deferred gain associated with cash flow hed§approximately $468,000, net of taxes, substiyt@l of which is expected to be
reclassified to earnings by the end of the secaraditgr of fiscal 2008.

The net gain or loss on the effective portion diaivative instrument designated as a net invedtimexige is included in the cumulative
translation adjustment account of accumulated atberprehensive income within shareholders' eqbity.the years ended September 29, :
and September 30, 2006, the Company had a netfig6 million and a net gain of $7.4 million, pestively, included in the cumulative
translation adjustment.

The Company may also enter into foreign currencyéod and option contracts to offset the foreignh@nge gains and losses generated b
re-measurement of certain assets and liabilitiesrceed in non-functional currencies. Changes irfdirevalue of these derivatives are
recognized in current earnings in other income expknse as offsets to the changes in the fair wdlthee related assets or liabilities. Due to
currency market movements, changes in option tiakeevcan lead to increased volatility in other imeoand expense.

Note 3—Consolidated Financial Statement Details (imillions)

Other Current Assets

2007 2006
Vendor nok-trade receivable $ 2392 $ 1,59
NAND flash memory prepaymen 417 20¢
Other current asse 99¢ 46¢
Total other current asse $ 380 $ 227
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Property, Plant, and Equipmer

Other Assets

Accrued Expense

Land and building:

Machinery, equipment, and inter-use softwari

Office furniture and equipmel
Leasehold improvemen

Accumulated depreciation and amortizat

Net property, plant, and equipme

Long-term NAND flash memory prepaymer
Non-current deferred tax asst

Capitalized software development costs,
Other asset

Total other asse!

Deferred revent—current

Deferred margin on component sa

Other accrued tax liabilitie

Accrued marketing and distributic

Accrued compensation and employee ben
Accrued warranty and related co

Other current liabilitie:

Total accrued expens

Non-Current Liabilities

Deferred reveni—nor-current
Deferred tax liabilities
Other nor-current liabilities

Total nor-current liabilities

2007 2006

$ 76z $ 62¢€

954 592

10€ 94
1,01¢ 76C
2,841 2,07t
(1,009) (794)

$ 1,83: $ 1,281

2007 2006

$ 625 $ 1,04:

88 —
83 21
42¢ 17t

$ 122: $ 1,23¢

2007 2006

$ 141C $ 71¢€

54& 324
48¢ 38¢
28¢ 29€
254 221
23C 284
1,11« 82C

$ 432¢ $ 3,05¢

2007 2006

$ 83C $ 38¢
61¢ 381
67 14

$ 151¢ $ T77¢E
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Other Income and Expens

Interest incomt
Other income (expense), r

Total other income and exper

Note 4—Goodwill and Other Intangible Assets

2007 2006 2005
$ 647 $ 394 $ 183
(48) (29 (18)
$ 59¢ % 36 $ 16E
" e E—

The Company is currently amortizing its acquireighimgible assets with definite lives over periodsgiag from 2 to 10 years. The following
table summarizes the components of gross and taetgible asset balances (in millions):

September 29, 2007

September 30, 2006

Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
Amount Amortization Amount Amount Amortization Amount
Definite lived and amortizable acquiret
technology $ 27¢  $ @7 $ 19¢ $ 181 $ (42 $ 13¢
Indefinite lived and unamortizable
trademarks 10C — 10C — — —
Total acquired intangible asst $ 37¢ $ 77 $ 29¢ % 181 $ (42 $ 13¢
| | | | | |
Goodwill $ 38 $ — 3 38 $ 38 $ — $ 38

As of September 29, 2007, and September 30, 2086y¢ighted-average amortization period for acguieehnology was 7.1 years and
8.5 years, respectively.

During 2006, the Company sold certain assets ielat#ts PowerSchool web-based student informatistem operations. In connection with
this sale, the Company reduced goodwill by $31iamlfor the outstanding balance from the acquisitd PowerSchool, Inc. in 2001 and
recognized a $4 million pre-tax gain, which is eefed in other income and expense in the Conselidatatement of Operations.

Expected annual amortization expense related toigeztitechnology is as follows (in millions):

Fiscal Years
2008 $ 52
2009 37
2010 28
2011 25
2012 19
Thereaftel 38
Total $ 19¢
[ |

Amortization expense related to acquired intangésigets was $35 million, $12 million, and $9 miilio 2007, 2006, and 2005, respectively.
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Note E—Income Taxes

The provision for income taxes consisted of théofeing (in millions):

2007 2006 2005
Federal:
Current $ 1,21¢  $ 61¢ $ 30E
Deferred 85 56 144
1,304 67E 44¢
State:
Current 112 56 66
Deferred 9 14 (92)
121 70 (25)
Foreign:
Current 10¢ 101 59
Deferred (16) ()] ©)]
87 84 56
Provision for income taxe $ 151 $ 82¢ $ 48C

The foreign provision for income taxes is basedaseign pretax earnings of $2.2 billion, $1.5 lwitii and $922 million in 2007, 2006, and
2005, respectively. As of September 29, 2007, $8lidn of the Company's cash, cash equivalentd,sirort-term investments were held by
foreign subsidiaries and are generally based in db#ar-denominated holdings. Amounts held by iigmesubsidiaries are generally subject to
U.S. income taxation on repatriation to the U.Se Tlompany's consolidated financial statements geofar any related tax liability on
amounts that may be repatriated, aside from uriloliséd earnings of certain of the Company's foraigbsidiaries that are intended to be
indefinitely reinvested in operations outside th&WJ.S. income taxes have not been provided amraulative total of $2.4 billion of such
earnings. It is not practicable to determine tlwime tax liability that might be incurred if thesgrnings were to be distributed.

Deferred tax assets and liabilities reflect theetf of tax losses, credits, and the future inctareffects of temporary differences between the
consolidated financial statement carrying amouhexgsting assets and liabilities and their respediax bases and are measured using enacte:
tax rates that apply to taxable income in the yaavghich those temporary differences are expetudik recovered or settled.
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As of September 29, 2007 and September 30, 208&igificant components of the Company's defelagdssets and liabilities were (in
millions):

2007 2006
Deferred tax asset
Accrued liabilities and other reserv $ 67¢ $ 48t
Tax losses and credi 8 55
Basis of capital assets and investm 14¢€ 124
Accounts receivable and inventory reser 64 45
Other 161 3C
Total deferred tax asse 1,05¢ 73¢
Less valuation allowanc 5 5
Net deferred tax asse 1,052 734
Deferred tax liabilities
Unremitted earnings of subsidiari 803 514
Total deferred tax liabilitie 805 514
Net deferred tax ass $ 25C $ 22C
|

As of September 29, 2007, the Company has taxalod<sredit carryforwards in the tax effected amafré8 million. As of September 29,
2007 and September 30, 2006, a valuation alloweh§& million was recorded against the deferredasset for the benefits of state operating
losses that may not be realized. Management baliév®more likely than not that forecasted incomeluding income that may be generated
as a result of certain tax planning strategiessttogy with the tax effects of the deferred taxiliabs, will be sufficient to fully recover the
remaining deferred tax assets.

A reconciliation of the provision for income taxesth the amount computed by applying the statufederal income tax rate (35% in 2007,
2006, and 2005) to income before provision for medaxes, is as follows (in millions):

2007 2006 2005
Computed expected t: $ 1,75 % 987 $ 63<
State taxes, net of federal effi 14C 86 (29
Indefinitely invested earnings of foreign subsidia (297) (229 (98)
Nondeductible executive compensat 6 11 14
Research and development credit, (54) (12 (26)
Other items (36) (19) (24)
Provision for income taxe $ 1517 $ 82¢ $ 48C
I | |
Effective tax rate 30% 29% 27%

The Company's income taxes payable have been rkthyabe tax benefits from employee stock optidie Company receives an income tax
benefit calculated as the difference between timenfarket value of the stock issued at the timéhefexercise and the option price, tax effected.
The net tax benefits from employee stock optiongeations were $398 million, $419 million, and $4@#lion in 2007, 2006, and 2005,
respectively, and were reflected as an increasertamon stock in the Consolidated Statements ofeBlndders' Equity.
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The Internal Revenue Service ("IRS") has complétefield audit of the Company's federal income ttaturns for the years 2002 through 2003
and proposed certain adjustments. The Companydstiencontest certain of these adjustments throlughRS Appeals Office. All IRS audit
issues for years prior to 2002 have been resolwealddition, the Company is also subject to auoljtstate, local, and foreign tax authorities.
Management believes that adequate provisions heee imade for any adjustments that may result feorexaminations. However, the
outcome of tax audits cannot be predicted withadety. Should any issues addressed in the Comptyaudits be resolved in a manner not
consistent with management's expectations, the @oynpould be required to adjust its provision farxame tax in the period such resolution
occurs. In 2007 and 2006, the Company recordeti¢arfits of $63 million and $20 million, respectivedue to the settlement of prior year
audits in the U.S.

Note 6—Shareholders' Equity
Preferred Stock

The Company has five million shares of authorizedfeared stock, none of which is issued or outstandJnder the terms of the Company's
Restated Articles of Incorporation, the Board ofddtors is authorized to determine or alter thatsgpreferences, privileges and restrictions of
the Company's authorized but unissued shares fefrped stock.

Restricted Stock Unit

The Company's Board of Directors has granted R8Wsembers of the Company's management team, erglitdiCEO. These RSUs
generally vest over four years either at the entth@four-year service period, in two equal inst&hts on the second and fourth anniversaries
of the date of grant, or in equal installments aatreof the first through fourth anniversaries @& grant date. Upon vesting, the RSUs will
convert into an equivalent number of shares of comstock. The compensation expense incurred bZdmpany for RSUs is based on the
closing market price of the Company's common stotkhe date of grant and is amortized ratably straight-line basis over the requisite
service period. The RSUs have been reflected icdhmilation of diluted earnings per share utiligthe treasury stock method.

During 2007 and 2006, 45,000 and 2.47 million, eesipely, previously granted RSUs vested. A majooitthese vested RSUs were net-share
settled such that the Company withheld shares wathe equivalent to the employees' minimum stayuddaligation for the applicable income
and other employment taxes, and remitted the @agtetappropriate taxing authorities. The totaketavithheld of approximately 20,000 and
990,000 for 2007 and 2006, respectively, was basdtie value of the RSUs on their vesting dateetsrchined by the Company's closing
stock price. Total payments for the employeesbtaligations to the taxing authorities were $3 railliand $59 million in 2007 and 2006,
respectively, and are reflected as a financing/ggtivithin the Consolidated Statements of CashwisloThese net-share settlements had the
effect of share repurchases by the Company asréueiced and retired the number of shares that woald otherwise been issued as a res
the vesting and did not represent an expense tGdhgpany.

CEO Restricted Stock Award

On March 19, 2003, the Company's Board of Direcgpasited 10 million shares of restricted stock® €ompany's CEO that vested on
March 19, 2006. The amount of the restricted stnglird expensed by the Company was based on thieglosrket price of the Company's
common stock on the date of grant and was amortieadbly on a straight-line basis over the thregryequisite service period. Upon vesting
during 2006, the 10 million shares of restrictestkthad a fair value of $646.6 million and had grdate fair value of $7.48 per share. The
restricted stock award was net-share settled fwathtie Company withheld shares with value equintatethe CEO's minimum statutory
obligation for the applicable
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income and other employment taxes, and remitteddbh to the appropriate taxing authorities. Th&l &hares withheld of 4.6 million were
based on the value of the restricted stock awarth@westing date as determined by the Compargssng stock price of $64.66. The
remaining shares net of those withheld were dedide¢o the Company's CEO. Total payments for the '€EQ obligations to the taxing
authorities was $296 million in 2006 and are reaédcs a financing activity within the Consolidattdtements of Cash Flows. The net-share
settlement had the effect of share repurchaselebompany as it reduced and retired the numbghnarkes outstanding and did not represent
an expense to the Company. The Company's CEO hiasmaining shares of restricted stock. For thegreaded September 30, 2006 and
September 24, 2005, compensation expense relatedttated stock was $4.6 million and $24.9 millioespectively.

Stock Repurchase Pla

In July 1999, the Company's Board of Directors atigted a plan for the Company to repurchase umb@$nillion of its common stock. This
repurchase plan does not obligate the Companyguir@cany specific number of shares or acquireeshaver any specified period of time. 1
Company has repurchased a total of 13.1 milliomeshat a cost of $217 million under this plan arad \authorized to repurchase up to an
additional $283 million of its common stock as efp&mber 29, 2007.

Comprehensive Income

Comprehensive income consists of two componentsnoeme and other comprehensive income. Other cengmsive income refers to
revenue, expenses, gains, and losses that undeg&hé&rally accepted accounting principles arertsmbas an element of shareholders' equity
but are excluded from net income. The Company'sratbmprehensive income consists of foreign cugréranslation adjustments from those
subsidiaries not using the U.S. dollar as theicfiemal currency, unrealized gains and losses aketable securities categorized as available-
for-sale, and net deferred gains and losses oaigatérivative instruments accounted for as cash fiedges.

The following table summarizes the components otiawlated other comprehensive income, net of térasillions):

2007 2006 2005
Unrealized losses on availa-for-sale securitie $ @ % — % 4
Unrealized gains on derivative instrume — 4
Cumulative foreign currency translati 70 19 —
Accumulated other comprehensive inca $ 63 $ 22 3 —

The change in fair value of available-for-sale sii@s included in other comprehensive income w@s hillion, $4 million, and zero, net of
taxes in 2007, 2006, and 2005, respectively. Theti@ct related to the change in unrealized gags/lon available-for-sale securities was
$4 million, $(2) million, and zero for 2007, 20CHd 2005, respectively.
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The following table summarizes activity in othengarehensive income related to derivatives, neaxdés, held by the Company (in millions):

2007 2006 2005
Changes in fair value of derivativ $ @ $ 1 $ 7
Adjustment for net (losses)/gains realized ancuidet! in net incom 2 (12 1
Change in unrealized gains on derivative instrus $ 3 $ @ $ 8

The tax effect related to the changes in fair valugerivatives was $1 million, $(8) million, an@3$ million for 2007, 2006, and 2005,
respectively. The tax effect related to derivatijaéns/losses reclassified from other compreherias@ne to net income was $2 million,
$8 million, and $(2) million for 2007, 2006, and(H) respectively.

Employee Benefit Plans
2003 Employee Stock Plan

The 2003 Employee Stock Plan (the "2003 Plan")skareholder approved plan that provides for bimeskd grants to employees, including
executive officers. Based on the terms of individymion grants, options granted under the 2008 Btnerally expire 7 to 10 years after the
grant date and generally become exercisable operiad of four years, based on continued employmwitth either annual or quarterly vesti
The 2003 Plan permits the granting of incentivelstmptions, nonstatutory stock options, RSUs, stqreciation rights, stock purchase rights
and performance-based awards. During 2007, the @oygoshareholders approved an amendment to tt8R1@A to increase the number of
shares authorized for issuance by 28 million shares

1997 Employee Stock Option Plan

In August 1997, the Company's Board of Directongraped the 1997 Employee Stock Option Plan (th@71Rlan"), a non-shareholder
approved plan for grants of stock options to emgésywho are not officers of the Company. Basedhererms of individual option grants,
options granted under the 1997 Plan generally expto 10 years after the grant date and gendsatipme exercisable over a period of four
years, based on continued employment, with eithaual or quarterly vesting. In October 2003, thenPany terminated the 1997 Plan anc
new options can be granted from this plan.

1997 Director Stock Option Plan

In August 1997, the Company's Board of Directorspaed a Director Stock Option Plan (the "Directtar) for non-employee directors of the
Company, which was approved by shareholders in 1P9&uant to the Director Plan, the Company'seraployee directors are granted an
option to acquire 30,000 shares of common stockdbpeir initial election to the Board ("Initial Gphs" ). The Initial Options vest and
become exercisable in three equal annual instatermmeach of the first through third anniversadgthe grant date. On the fourth anniversary
of a nonemployee director’s initial election to the Boardi@n each subsequent anniversary thereafterjrgat will be entitled to receive
option to acquire 10,000 shares of common stocki(t/al Options"). Annual Options are fully vested ammediately exercisable on their d

of grant.

Rule 10b!-1 Trading Plans

Certain of the Company's executive officers, inoigdVir. Timothy D. Cook, Mr. Peter Oppenheimer, hilip W. Schiller, and Dr. Bertrand
Serlet, have entered into trading plans pursuant to
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Rule 10b5-1(c)(1) of the Securities Exchange Act@84, as amended. A trading plan is a written demnt that pre-establishes the amounts,
prices and dates (or formula for determining th@ants, prices and dates) of future purchases es sdilthe Company's stock including the
exercise and sale of employee stock options angslkaquired pursuant to the Company's employek ptarchase plan and upon vesting of
RSUs.

Employee Stock Purchase Ple

The Company has a shareholder approved employele ptiochase plan (the "Purchase Plan™), under wéidistantially all employees may
purchase common stock through payroll deductiorspaice equal to 85% of the lower of the fair nenkalues as of the beginning and end of
six-month offering periods. Stock purchases underRurchase Plan are limited to 10% of an emplsysehpensation, up to a maximum of
$25,000 in any calendar year. During 2007, the Gaomgls shareholders approved an amendment to ticbdddar Plan to increase the number of
shares authorized for issuance by 6 million shaneklimit the number of shares that may be purchasany calendar year to 3 million shares.
As of September 29, 2007, approximately 7 millibares were reserved for future issuance underuhehBse Plan.

Employee Savings Pla

The Company has an employee savings plan (theri§aWlan") qualifying as a deferred salary arraregggmnder Section 401(k) of the
Internal Revenue Code. Under the Savings Planicjpating U.S. employees may defer a portion ofrthee-tax earnings, up to the Internal
Revenue Service annual contribution limit ($15,5@0calendar year 2007). The Company matches 50%0@86 of each employee's
contributions, depending on length of service,aip thaximum 6% of the employee's eligible earnififge Company's matching contributions
to the Savings Plan were $39 million, $33 milliand $28 million in 2007, 2006, and 2005, respebtive
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Stock Option Activity

A summary of the Company's stock option activitd aslated information for the last three fiscal igefmllows (stock award amounts and
aggregate intrinsic value are presented in thoigand

Outstanding Options

Shares Weighted-Average
Available Number of Weighted-Average Remaining Aggregate
for Grant Shares Exercise Price Contractual Term Intrinsic Value

Balance at September 25, 2( 24,05( 110,72: $ 10.52

Additional options authorize 49,00( — —

Restricted stock units grant (460) — —

Options grante: (16,214 16,21« $ 42.5:2

Options cancelle 3,84 (3,849 $ 13.2¢

Options exercise — (49,87) $ 10.0¢

Restricted stock units cancell 23C — —

Plan shares expire (2,499 — —
Balance at September 24, 2( 58,95’ 73,227 $ 17.7¢

Restricted stock units grant (2,950 — —

Options grante: (3,88)) 3,881 $ 65.2¢

Options cancelle 2,32t (2,327) ¢ 29.3:

Restricted stock units cancell 625 — —

Options exercise — (21,795 $ 11.7¢

Plan shares expire (82) —
Balance at September 30, 2( 54,99 52,98: $ 23.2¢

Additional shares authorize 28,00( — —

Restricted stock units grant (2,640 — —

Options grante: (14,010 14,01C $ 94.5:

Options cancelle 1,471 1,470 $ 55.3¢

Restricted stock units cancell 20 — —

Options exercise — (15,770 $ 18.3:

Plan shares expire (8) — —
Balance at September 29, 2( 67,82 49,751 % 43.9] 457 % 5,450,52

.| .|

Exercisable at September 29, 2( 27,31¢ $ 23.1¢ 38C $ 3,560,68:
Expected to Vest after September
2007 21,26( $ 72.6¢ 551 §% 1,717,38:

Aggregate intrinsic value represents the valudef@ompany's closing stock price on the last tiadiy of the fiscal period in excess of the
exercise price multiplied by the number of optiougstanding or exercisable. Total intrinsic val@i@gtions at time of exercise was
$1.3 billion, $1.2 billion, and $1.1 billion for 2@, 2006, and 2005, respectively.

The Company recognized $242 million, $163 milliowd&49 million of stock-based compensation exp@m&907, 2006 and 2005,
respectively. Capitalized stock-based compensatists were $9 million as of September 29, 2007rdere no stock-based compensation
costs capitalized as of September 30, 2006. Thamiedax benefit related to stock-based compensatipanse was $81 million and

$39 million for the years ended September 29, 204V September 30, 2006, respectively. The totalaognized compensation cost related to
stock options and RSUs expected to vest was $6Bibménd $375 million as of September 29, 2007 Sagtember 30, 2006, respectively.
The total unrecognized compensation cost as ofeBdpr 29, 2007, is expected to be recognized owaighted-average period of 2.92 years.
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Note é—Shareholders' Equity (Continued)

As of September 29, 2007, the Company had 4.7aniRSUs outstanding with a total grant-date falueaf $249 million that were excluded
from the options outstanding balances in the prieget@ble. The weighted-average grant date fauevalf RSUs granted during 2007, 2006,
and 2005 was $88.51 per share, $70.92 per shat&4&n04 per share, respectively. Aggregate intrivalue of RSUs was $701.3 million and
$262.5 million at September 29, 2007 and Septer®@®eP006, respectively. RSUs that vested during’20@ 2006 totaled 45,000 and

2.47 million, respectively, and had a fair valueb6fl million and $148.5 million, respectively,afthe vesting date. Shares of RSUs granted
after April 2005 have been deducted from the shavedable for grant under the Company's stockoopgilans utilizing a factor of two times
the number of RSUs granted.

Note 7—Stock-Based Compensation

The Company has provided pro forma disclosuresateM of the effect on net income and earningspare for the year ended September 24,
2005 as if the fair value method of accountingdimck-based compensation had been used for itsogagbktock option grants and employee
stock purchase plan purchases. These pro formetefiave been estimated at the date of grant agidrbeg of the period, respectively, using
the BSM option-pricing model.

The Company uses the BSM option-pricing model toutate the fair value of stock-based awards. TB&Bptionpricing model incorporate
various assumptions including expected volatikitypected life, and interest rates. The expecteakilit} is based on the historical volatility of
the Company's common stock over the most receidgpeommensurate with the estimated expected fiftee@Company's stock options and
other relevant factors including implied volatility market traded options on the Company's comnmeksThe Company bases its expected
life assumption on its historical experience andhenterms and conditions of the stock awardsahtyto employees. Stock-based
compensation cost is estimated at the grant datedban the award's fair-value as calculated by®igl optionpricing model and is recogniz
as expense ratably on a straight-line basis oerdfuisite service period.

The weighted average assumptions used for 2005, 20@ 2005 and the resulting estimates of weightedage fair value per share of opti
granted and for stock purchases during those pedoel as follows:

2007 2006 2005
Expected life of stock optior 3.46 year 3.56 year 3.57 year
Expected life of stock purchas 6 month: 6 month: 6 month:
Interest rat—stock options 4.61% 4.6(% 3.7°%
Interest rat—stock purchase 5.1% 4.2% 2.5%
Volatility—stock options 38.1% 40.3%% 39.52%
Volatility —stock purchase 39.22% 39.56% 40.88%
Dividend yields — — —
Weighter-average fair value of options granted during ther $ 318 $ 23.1¢ $ 14.41
Weighter-average fair value of stock purchases during tlze $ 20.9C $ 14.0¢ $ 7.5¢5

Note 8—Commitments and Contingencies
Lease Commitments

The Company leases various equipment and facijlitietuding retail space, under noncancelable dpgydease arrangements. The Company
does not currently utilize any other off-balanceedffinancing arrangements. The major facility ésaare generally for terms of 3 to 15 years
and generally
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provide renewal options for terms of 3 to 7 additibyears. Leases for retail space are for terngstof20 years, the majority of which are for
10 years, and often contain multi-year renewalar®i As of September 29, 2007, the Company's fistile minimum lease payments under
noncancelable operating leases were $1.4 billibmhich $1.1 billion related to leases for retaibse.

Rent expense under all operating leases, inclualitly cancelable and noncancelable leases, wasrBilliin, $138 million, and $140 million
in 2007, 2006, and 2005, respectively. Future mimmease payments under noncancelable operatisgddeving remaining terms in excess
of one year as of September 29, 2007, are as fsl{owmillions):

Fiscal Years

2008 $ 15t
2009 17z
2010 17z
2011 16C
2012 14¢
Thereaftel 617
Total minimum lease paymer $ 1,42¢

Accrued Warranty and Indemnifications

The Company offers a basic limited parts and latemranty on its hardware products. The basic wéyrgeriod for hardware products is
typically one year from the date of purchase byehé-user. The Company also offers ad@@-basic warranty for its service parts used pauir
the Company's hardware products. The Company pewidrrently for the estimated cost that may beriied under its basic limited product
warranties at the time related revenue is recoghiZactors considered in determining appropriateusds for product warranty obligations
include the size of the installed base of prodsatgect to warranty protection, historical and potg¢d warranty claim rates, historical and
projected cost-per-claim, and knowledge of spegfmduct failures that are outside of the Compatyyial experience. The Company
assesses the adequacy of its preexisting warrafiities and adjusts the amounts as necessapd@sactual experience and changes in
future estimates. For products accounted for uadbscription accounting pursuant to SOP No. 9h& Gompany recognizes warranty
expense as incurred.

The Company periodically provides updates to iggliaptions and system software to maintain thevearié's compliance with specifications.
The estimated cost to develop such updates is atabfor as warranty costs that are recognizeldeatime related software revenue is
recognized. Factors considered in determining gpjate accruals related to such updates includethger of units delivered, the number of
updates expected to occur, and the historicalamdtestimated future cost of the resources negessdevelop these updates.
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The following table reconciles changes in the Comyfsaaccrued warranties and related costs (inonal:

2007 2006 2005
Beginning accrued warranty and related c $ 284 % 18¢ $ 10t
Cost of warranty claim (281) (267) (18¢)
Accruals for product warranti 227 363 271
Ending accrued warranty and related ci $ 23C % 284 $ 18t

The Company generally does not indemnify end-uskits operating system and application softwarairegs legal claims that the software
infringes third-party intellectual property right3ther agreements entered into by the Company soe®include indemnification provisions
under which the Company could be subject to casigoan damages in the event of an infringement clgiinst the Company or an
indemnified third-party. However, the Company haslreen required to make any significant paymesgalting from such an infringement
claim asserted against itself or an indemnifiecdtfpiarty and, in the opinion of management, dogsage a potential liability related to
unresolved infringement claims subject to indenealfion that would have a material adverse effedtofinancial condition or operating
results. Therefore, the Company did not recoraillty for infringement costs as of either Septemb9, 2007 or September 30, 2006.

Concentrations in the Available Sources of SupplyfdMaterials and Product

Certain key components including, but not limitedrhicroprocessors, enclosures, certain LCDs, iceotatical drives, and application-specific
integrated circuits ("ASICs") are currently obtain®y the Company from single or limited sourcesclirubjects the Company to supply and
pricing risks. Many of these and other key compdsémat are available from multiple sources inahgglibut not limited to, NAND flash
memory, DRAM memory, and certain LCDs, are at timelgject to industry-wide shortages and signifieamhmodity pricing fluctuations. In
addition, the Company has entered into certaineageats for the supply of critical components abfable pricing, and there is no guarantee
that the Company will be able to extend or renesgéhagreements when they expire. Therefore, thgp@woyrremains subject to significant
risks of supply shortages and/or price increasaisdéin adversely affect gross margins and operatangins. In addition, the Company uses
some components that are not common to the rébeajlobal personal computer, consumer electrarcdsmobile communication industries,
and new products introduced by the Company oftéizeicustom components obtained from only one e®wmntil the Company has evaluated
whether there is a need for and subsequently ipsbfdditional suppliers. If the supply of a keygde-sourced component to the Company
were to be delayed or curtailed, or in the evekdyamanufacturing vendor delays shipments of coteglproducts to the Company, the
Company's ability to ship related products in dabiquantities and in a timely manner could be abrgraffected. The Company's business
financial performance could also be adversely &fttclepending on the time required to obtain siefficquantities from the original source, or
to identify and obtain sufficient quantities from alternative source. Continued availability ofse&omponents may be affected if producers
were to decide to concentrate on the producticsoaimon components instead of components custontizertet the Company's requireme
Finally, significant portions of the Company's CRW0ds, iPhones, logic boards, and other assenpoéetlicts are now manufactured by
outsourcing partners, primarily in various partAsfa. A significant concentration of this outsceslamanufacturing is currently performed by
only a few of the Company's outsourcing partneftenan single locations. Certain of these outsmg@artners are the sosmurced supplier «
components and manufacturing outsourcing for mdrie@Company's key products, including but noftiad to, assembly
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of most of the Company's portable Mac computeissPand iPhones. Although the Company works closéh its outsourcing partners on
manufacturing schedules, the Company's operatmgtsecould be adversely affected if its outsougqiartners were unable to meet their
production commitments.

Long-Term Supply Agreements

During the first quarter of 2006, the Company esdanto long-term supply agreements with Hynix Samductor, Inc., Intel Corporation,
Micron Technology, Inc., Samsung Electronics Cad, Land Toshiba Corporation to secure supply oNBAlash memory through calendar
year 2010. As part of these agreements, the Compraapaid $1.25 billion for flash memory componeshising 2006, which will be applied
certain inventory purchases made over the lifeagheespective agreement. The Company utilized $#0®n of the prepayment as of
September 29, 2007.

Contingencies

The Company is subject to certain other legal ppdo®s and claims that have arisen in the ordinatyse of business and have not been fully
adjudicated. In the opinion of management, the Caomgmloes not have a potential liability relate@ny current legal proceedings and claims
that would individually or in the aggregate haveaterial adverse effect on its financial condit@roperating results. However, the results of
legal proceedings cannot be predicted with cegalBihould the Company fail to prevail in any ofgdhdegal matters or should several of these
legal matters be resolved against the Companyeisdime reporting period, the operating resultsparéicular reporting period could be
materially adversely affected.

Production and marketing of products in certaitestand countries may subject the Company to emviemtal and other regulations including,
in some instances, the requirement to provide custs the ability to return product at the end stiseful life, and place responsibility for
environmentally safe disposal or recycling with @empany. Such laws and regulations have receptiy ipassed in several jurisdictions in
which the Company operates including various ceestrithin Europe and Asia, certain Canadian proggnand certain states within the U.S.
Although the Company does not anticipate any meltadverse effects in the future based on the eatlits operations and the thrust of such
laws, there is no assurance that such existing ¢tanisture laws will not have a material adverde@fon the Company's financial condition or
operating results.

Note 9—Segment Information and Geographic Data

In accordance with SFAS No. 13isclosures about Segments of an Enterprise andt&elInformation the Company reports segment
information based on the "management” approach nfdreagement approach designates the internal lmpoted by management for making
decisions and assessing performance as the sdutoe @ompany's reportable segments.

The Company manages its business primarily on grgebic basis. Accordingly, the Company determiitedperating segments, which are
generally based on the nature and location ofuigsaeners, to be the Americas, Europe, Japan, A=i#fi€, Retail, and FileMaker operations.
The Company's four geographical segments, togetieithe Retail segment, all sell the same prodiethe same types of customers. The
Company's reportable operating segments are compoisthe Americas, Europe, Japan, and Retail tipas The Americas, Europe, and
Japan reportable segments exclude activities tetatthe Retail segment. The Americas segmentdeslioth North and South America. The
Europe segment includes European countries asawdtie Middle East and Africa. The Retail segmeetrates Apple-owned retail stores in
the U.S., Canada, Japan, the U.K. and Italy. Giperating segments include
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Asia-Pacific, which includes Australia and Asia egtfor Japan, and the Company's subsidiary, FikelvlJdnc. Each reportable geographic
operating segment provides similar hardware antvapé products, similar services and the accoumigries of the various segments are the
same as those described in Note 1.

The Company evaluates the performance of its dpgraegments based on net sales and operating énddet sales for geographic segments
are generally based on the location of the custenaerd net sales for the Retail segment are bassdles from the Company's retail stores.
Operating income for each segment includes nes salthird parties, related cost of sales, andaipey expenses directly attributable to the
segment. Advertising expenses are generally indud¢he geographic segment in which the expenelitare incurred. Operating income for
each segment excludes other income and expenseegath expenses managed outside the operatingesgginCosts excluded from segment
operating income include various corporate expessels as manufacturing costs and variances natdadlin standard costs, research and
development, corporate marketing expenses, stos&ebeompensation expense, income taxes, variousaonng charges, and other
separately managed general and administrative.cis#sCompany does not include intercompany trassfetween segments for management
reporting purposes. Segment assets exclude cogpasaéts such as cash, short-term and long-teesatinents, manufacturing facilities,
miscellaneous corporate infrastructure, goodwitl ather acquired intangible assets, and retaieéstonstruction-in-progress not subject to
depreciation. Except for the Retail segment, chpiaet purchases for long-lived assets are notteghto management by segment. Capital
asset purchases by the Retail segment were $28drm#$200 million, and $132 million for 2007, 200énd 2005 respectively.

From the establishment of the Retail segment oafi2001 through the quarter ended March 31, 200/ pany management assessed the
segment's operating performance differently from@ompany's other operating segments. Becauseoth@ahy's Retail initiative was an
unproven concept at inception, management choseé&sure the Retail segment's performance in a mématenvould allow comparability to
the Company's major channel partners operating sttaies in the U.S. There were three signifiadifferences in the measurement of the
Retail segment's results relative to the Compantjier operating segments. First, the Retail segmeperating income reflected cost of sales
for Apple products at amounts normally charged ppl&'s major U.S. channel partners for the saméyats, less the cost of the Company's
sales programs and other costs to support thoseepgr Second, the cost of sales of the Compaesvice and support contracts, including the
AppleCare Protection Plan ("APP") and .Mac, weftected in the Retail segment's results at thescoisarged to major channel partners for
such contracts, and all associated revenue wasted in the Retail segment's results at the tihsale rather than being amortized over the
lives of the respective agreements. Because thep@ayrhad not yet earned the revenue or incurreddbeassociated with the sale of such
contracts, an offset to these amounts was recodjinizether segments' net sales and cost of sah#xl, The Company allocated certain
expenses related to the operation of its high-jerstiores to corporate marketing expense.

Having operated the Company's Retail stores suitdlystor more than six years, management beligieRetalil initiative is a proven concept
that will continue to be an integral element of @@mpany's distribution and marketing strategiegdifionally, the Company expects sales of
iPhone by the Company's geographic and Retail tipgraegments to generate significant levels oédefl revenue and deferred cost of sales
over time. In consideration of these factors, managnt has determined that beginning with the quartded June 30, 2007, aligning
measurements for the performance of the Retail sagmith those used for the Company's other opeyatégments provides the most
meaningful information. Accordingly, management hagun to measure the Retail segment's operatifigrpeince in a manner
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generally consistent with the Company's other dpggaegments. The cost of sales of the Compangtiupts sold through the Retail segment
is now reflected at amounts similar to the costalés of the same products reflected in the Compatiyer operating segments. Revenue from
APP and .Mac contracts sold through the Retail sggris now being recognized over the lives of gepective service agreements.
Additionally, the Retail segment is applying thengasubscription accounting to iPhone net salescastof sales that the Company's other
operating segments apply. Management believesiagjgneasurements for the performance of the Reg¢giment with those used for the
Company's other operating segments will providaigrecomparability with the rest of the Companggrsents and allow for more meaningful
assessment of the Retail segment's operating se3hké Company has reclassified prior period opeyategment results to reflect these
changes in the measurement of the operating refsultise Retail segment, along with the correspogdiffsetting impact to the Company's
other operating segments.

The Company will continue to allocate certain ofiagaexpenses associated with its high-profileegdp corporate marketing expense to
reflect the estimated Company-wide benefit. Thégk-profile stores are larger than the Companyiicti retail stores and were designed to
further promote brand awareness and provide a viemwertain corporate sales and marketing acéisjtincluding corporate briefings. The
allocation of these operating costs to corporapepsge is based on the amount incurred for a higfilpstore in excess of that incurred by a
more typical Company retail location. The Compaayg bpened a total of eight high-profile storesféSeptember 29, 2007. Expenses
allocated to corporate marketing resulting fromdperations of high-profile stores were $39 milli®@33 million, and $31 million for the years
ended September 29, 2007, September 30, 2006,eqotdrber 24, 2005 respectively.
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Summary information by operating segment followsrfiillions):

2007 2006 2005
Americas:
Net sales $ 11,59¢ % 9,41t $ 6,65¢
Operating incom: $ 294¢ $ 1,89¢ $ 97C
Depreciation, amortization, and accret $ 9 % 6 $ 6
Segment assets ( $ 1497 $ 89 $ 70t
Europe:
Net sales $ 546( $ 4,09¢ $ 3,07¢
Operating incomu $ 1,34¢ % 627 $  46%
Depreciation, amortization, and accret $ 6 $ 4 3 4
Segment asse $ 59t §$ 471 ¢ 28¢
Japan
Net sales $ 1,08 $ 1,211 $ 924
Operating incom: $ 23z % 208 & 147
Depreciation, amortization, and accret $ 3 % 3 % 3
Segment asse $ 15¢ $ 181 $  16E
Retail:
Net sales $ 4,11F $ 3,246 $ 2,27¢
Operating incomu $ 87t $ 60C $ 39¢
Depreciation, amortization, and accretion $ 88 $ 59 $ 43
Segment assets ( $ 1,08 $ 651 $ 58¢
Other Segments (c
Net sales $ 1,750 $ 1,347 $ 99¢
Operating incom: $ 38 % 23§ 11€
Depreciation, amortization, and accret $ 3 % 3 % 2
Segment asse $ 25z % 18C $  13¢

(@) The Americas asset figures do not include fixe@tssiseld in the U.S. Such fixed assets are notatka specifically to the
Americas segment and are included in the corp@asdets figures below.

(b) Retail segment depreciation and asset figuresctefie cost and related depreciation of its retaites and related infrastructu
Retail store construction-in-progress, which is sudtject to depreciation, is reflected in corpoessets.

(©) Other Segments include Asia-Pacific and FileMaker.
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A reconciliation of the Company's segment operaitiwgme and assets to the consolidated financgstents follows (in millions):

2007 2006 2005

Segment operating incon $ 5792 $ 3,56¢ $ 2,09¢
Other corporate expenses, net (1,147 (959) (404)
Stoclk-based compensation expel (242) (163) (49
Total operating incom $ 4,40¢ $ 2,45 % 1,64
I ;o |

Segment asse $ 3,58t $ 237¢ $ 1,881
Corporate asse 21,75¢ 14,82¢ 9,63¢
Consolidated asse $ 25347 $ 17,20 $ 11,51¢
I ;o |

Segment depreciation, amortization, and accre $ 10¢ $ 75 % 58
Corporate depreciation, amortization, and accre 20¢ 15C 121
Consolidated depreciation, amortization, and aizmm $ 317 $ 228 % 17¢

(@) Corporate expenses include research and developowepbrate marketing expenses, manufacturing ewsts/ariances n
included in standard costs, and other separatehagea general and administrative expenses inclugingin corporate
expenses associated with support of the Retail eegym

No single customer or single country outside ofth8. accounted for more than 10% of net sale®@v 22006, or 2005. Net sales and -
lived assets related to the U.S. and internatiopatations are as follows (in millions):

2007 2006 2005

Net sales
uU.S. $ 14,12¢ $ 11,48¢ $ 8,19
International 9,87¢ 7,82¢ 5,737
Total net sale $ 24.00¢ $ 19,31¢ $ 13,93

Long-lived assets

u.s. $ 1,752 $ 1,15C $ 73¢
International 26C 21¢ 17¢
Total lon¢-lived asset: $ 2,01z $ 1,36¢ $ 91:
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Information regarding net sales by product is dis\ics (in millions):

2007 2006 2005
Net sales
Desktops (a $ 4,020 $ 3,31¢ % 3,43¢
Portables (b 6,294 4,05¢€ 2,83¢
Total Mac net sale 10,31« 7,37¢ 6,27¢
iPod 8,30¢ 7,67¢ 4,54(
Other music related products and service! 2,49¢ 1,88¢ 89¢
iPhone and related products and service: 128 — —
Peripherals and other hardware 1,26( 1,20C 1,12¢
Software, service, and other net sale: 1,50¢ 1,27¢ 1,091
Total net sale $ 24,00¢ $ 19,31 $ 13,93:

@
(b)
(©)
(d)
(€)

®

Includes iMac, eMac, Mac mini, Power Mac, Mac Rnod Xserve product lines.

Includes MacBook, iBook, MacBook Pro, and PowerBpobduct lines

Consists of iTunes Store sales and iPod serviogsApple-branded and third-party iPod accessories.
Derived from handset sales, carrier agreementsAapte-branded and third-party iPhone accessories.

Includes sales of Apg-branded and thi-party displays, wireless connectivity and netwogksolutions, and other hardwe
accessories.

Includes sales of Apple-branded operating systedraaiplication software, third-party software, Appége, and Internet
services.

Note 10—Related Party Transactions and Certain OtheTransactions

The Company entered into a Reimbursement Agreewiginits CEO, Steve Jobs, for the reimbursemermxpienses incurred by Mr. Jobs in
the operation of his private plane when used fopl&pusiness. The Company recognized a total afoappately $776,000, $202,000, and
$1,100,000 in expenses pursuant to the Reimburgehgeeement during 2007, 2006, and 2005, respdgtive

In 2006, the Company entered into an agreementRiitar to sell certain of Pixar's short films oe fifunes Store. Mr. Jobs was the CEO,
Chairman, and a large shareholder of Pixar. On 88006, The Walt Disney Company ("Disney") acqdiiRéxar, which resulted in Pixar
becoming a wholly-owned subsidiary of Disney. Ufianey's acquisition of Pixar, Mr. Jobs' shareRiahr common stock were exchanged
for Disney's common stock and he was elected t®theey Board of Directors. Royalty expense recpgaiby the Company under the
arrangement with Pixar from September 25, 2005uindMay 5, 2006 was less than $1 million.
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Note 11—Selected Quarterly Financial Information (Uhaudited)

The following tables set forth a summary of the @amy's quarterly financial information for eachttoé four quarters ended September 29,
2007 and September 30, 2006 (in millions, exceptesand per share amounts):

Fourth Quarter Third Quarter Second Quarter First Quarter

2007
Net sales $ 6,217 $ 541C $ 526/ $ 7,11°F
Gross margit $ 2,09 $ 199 $ 184¢ $ 2,22(
Net income $ 904 $ 81€ $ 77C  $ 1,004
Earnings per common sha

Basic $ 104 $ 094 $ 08¢ $ 1.17

Diluted $ 1.01 % 09z $ 087 $% 1.1¢4
2006
Net sales $ 48371 $ 437C $ 435¢ $ 5,74¢
Gross margir $ 1412 % 1,328 $ 1297 $ 1,56¢
Net income $ 54z $ 472 $ 41C $ 56&
Earnings per common sha

Basic $ 06z $ 05t % 04¢ $ 0.6¢

Diluted $ 06z $ 054 $ 047 % 0.6%

Basic and diluted earnings per share are compuatiEbendently for each of the quarters presenteeteftre, the sum of quarterly basic and
diluted per share information may not equal anbaaic and diluted earnings per share.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Apple Inc.:

We have audited the accompanying consolidated balsimeets of Apple Inc. and subsidiaries (the Coypas of September 29, 2007 and
September 30, 2006, and the related consolidad¢ehsénts of operations, shareholders' equity, asl flows for each of the years in the three-
year period ended September 29, 2007. These cdatadi financial statements are the responsibifith@ Company's management. (
responsibility is to express an opinion on thesesobdated financial statements based on our audits

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighamlgUnited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether the finatataiments are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaenferred to above present fairly, in all mateeapects, the financial position of Apple Inc.
and subsidiaries as of September 29, 2007 and8bpte30, 2006, and the results of their operatiomstheir cash flows for each of the years
in the three-year period ended September 29, 20@Hnformity with U.S. generally accepted accoogtprinciples.

As discussed in Note 1 to the Consolidated FindiStetements, effective September 25, 2005, thepgaomadopted the provisions of
Statement of Financial Accounting Standards NoRl &hare-Based Payment

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@snited States), Apple Inc.'s
internal control over financial reporting as of &apber 29, 2007, based on criteria establishédt@rnal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidribe Treadway Commission (COSO), and our regated November 15, 2007
expressed an unqualified opinion on the effectigsrad the Company's internal control over finanglorting.

/s KPMG LLP

Mountain View, California
November 15, 200
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Apple Inc.:

We have audited Apple Inc.'s internal control diteaincial reporting as of September 29, 2007, basedriteria established internal
Control—Integrated Framewotiksued by the Committee of Sponsoring Organizatafrike Treadway Commission (COSMpple's
management is responsible for maintaining effedtiternal control over financial reporting and ftsrassessment of the effectiveness of
internal control over financial reporting, includiedthe accompanying Management's Annual Repothtamnal Control over Financial
Reporting. Our responsibility is to express an mpiron the Company's internal control over finahmgorting based on our audit.

We conducted our audit in accordance with the stadedof the Public Company Accounting Oversighti@iq@nited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal corgwar financial reporting, assessing the risk
that a material weakness exists, and testing aaldiang the design and operating effectivenesstefnal control based on the assessed risk.
Our audit also included performing such other pdoces as we considered necessary in the circunestawte believe that our audit provides a
reasonable basis for our opinion.

A company's internal control over financial repiogtis a process designed to provide reasonableassssuregarding the reliability of financial
reporting and the preparation of financial statetséor external purposes in accordance with gelyeaatepted accounting principles. A
company's internal control over financial reportingludes those policies and procedures that (ftaimeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetseofdmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@éawith generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (3) provide reasanabturance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company's assets that could bawaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections of any
evaluation of effectiveness to future periods agjext to the risk that controls may become inadégjbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, Apple Inc. maintained, in all ma#rrespects, effective internal control over fingh reporting as of September 29, 2007, b
on criteria established internal Control—Integrated Frameworksued by COSO.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), the consolidated
balance sheets of Apple Inc. as of September 297 20d September 30, 2006, and the related coasetidtatements of operations,
shareholders' equity, and cash flows for eachef/dars in the three-year period ended Septemh@029, and our report dated November 15,
2007 expressed an unqualified opinion on thosedlmiaded financial statements

/sl KPMG LLP

Mountain View, California
November 15, 200
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Iltem 9. Changes in and Disagreements with Accounté&mon Accounting and Financial Disclosure

Not applicable

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedu

Based on an evaluation under the supervision atidthe participation of the Company's manageméetQompany's principal executive
officer and principal financial officer have condkd that the Company's disclosure controls andepitwes as defined in Rules 13a-15(e) and
15d-15(e) under the Securities Exchange Act of 1884amended ("Exchange Act") were effective e8egftember 29, 2007 to ensure that
information required to be disclosed by the Compamgports that it files or submits under the Exge Act is (i) recorded, processed,
summarized and reported within the time periodsi§ipe in the Securities and Exchange Commissidesrand forms and (i) accumulated
communicated to the Company's management, inclutirgincipal executive officer and principal fimgal officer, as appropriate to allow
timely decisions regarding required disclosure.

Inherent Limitations Over Internal Contrc

The Company's internal control over financial rejporis designed to provide reasonable assuram@seding the reliability of financial
reporting and the preparation of financial statetméor external purposes in accordance with gelyesaktepted accounting principles. The
Company's internal control over financial reportingludes those policies and procedures that:

0] pertain to the maintenance of records that, inaealsle detail, accurately and fairly reflect thengactions an
dispositions of the Company's assets;

(i) provide reasonable assurance that transactionmreeoeded as necessary to permit preparation ofidiaa
statements in accordance with generally acceptealating principles, and that the Company's resepd
expenditures are being made only in accordanceawithorizations of the Company's management aredtoirs;
and

(i) provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, ,use
disposition of the Company's assets that could hawvaterial effect on the financial statements.

Management, including the Company's Chief Execu@ifficer and Chief Financial Officer, does not egpthat the Company's internal

controls will prevent or detect all errors andfedud. A control system, no matter how well des@yaed operated, can provide only reasonable,
not absolute, assurance that the objectives afdh&ol system are met. Further, the design ofrdrobsystem must reflect the fact that there
are resource constraints, and the benefits of alsntnust be considered relative to their costsaBee of the inherent limitations in all control
systems, no evaluation of internal controls carvipabsolute assurance that all control issuesrestances of fraud, if any, have been
detected. Also, any evaluation of the effectiveresontrols in future periods are subject to tisk that those internal controls may become
inadequate because of changes in business corglitiothat the degree of compliance with the peti@r procedures may deteriorate.

Management's Annual Report on Internal Control Owigrancial Reporting

The Company's management is responsible for estétdj and maintaining adequate internal controt éiwancial reporting (as defined in

Rule 13a-15(f) under the Securities Exchange Adt9¥4, as amended). Management conducted an dvalwéthe effectiveness of the
Company's internal control over financial reportased on the criteria set forth in Internal Cortrimtegrated Framework issued by the
Committee of Sponsoring Organizations of the Tremgd@ommission ("COSO"). Based on this evaluatioanagement has concluded that the
Company's internal control over financial reportings effective as of September 29, 2007. The Coyipamdependent registered public
accounting firm, KPMG
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LLP, has issued an attestation report on the Cogpamternal control over financial reporting. Titeport on the audit of internal control over
financial reporting appears on page 92 of this FbaK.

Changes in Internal Control Over Financial Repogin

There were no changes in the Company's internafta@awver financial reporting during the fourth gtea of fiscal 2007, which were identified
in connection with management's evaluation requisedaragraph (d) of rules 13a-15 and 15d-15 utideExchange Act, that have materially
affected, or are reasonably likely to materiallieaf, the Company's internal control over financégorting.

Item 9B. Other Information

On November 13, 2007, the Board of Directors ofGmenpany amended and restated the Company's Am@&ydi@ds to permit the issuance
uncertificated shares of stock and to make reletedorming and mechanical changes. The foregoisgrifgion of the amendments to the
Company's Amended and Restated Bylaws is qualiiiéd entirety by the text of the Amended and Rest Bylaws, which is attached hereto
as Exhibit 3.5 and is incorporated herein by refeee
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PART Il
Item 10. Directors, Executive Officers and Corpora¢ Governance
Directors

Listed below are the Company's seven directors e/kersns expire at the next annual meeting of slotders.

Name Position With the Company Age Director Since
William V. Campbell Cc-lead Directol 67 1997
Millard S. Drexler Director 63 199¢
Albert A. Gore, Jr Director 59 2002
Steven P. Jok Director and Chief Executive Offic 52 1997
Arthur D. Levinson, Ph.C Cc-lead Directol 57 200(
Eric E. Schmidt, Ph.C Director 52 200¢
Jerome B. Yorl Director 69 1997

William V. Campbell has been Chairman of the Board of Directors ofitnkac. (“Intuit") since August 1998. From Septeenti999 to
January 2000, Mr. Campbell acted as Chief Exec@ifficer of Intuit. From January 1994 to August 8981r. Campbell was President and
Chief Executive Officer and a director of Intuitof January 1991 to December 1993, Mr. CampbellRvasident and Chief Executive
Officer of GO Corporation.

Millard S. Drexler has been Chairman and Chief Executive Officer @réw Group, Inc. since January 2003. Previously,DMexler was
Chief Executive Officer of Gap Inc. ("Gap") from9®and President from 1987 until 1995. Mr. Drexlas also a member of the Board of
Directors of Gap from November 1983 until Octob@2.

Albert A. Gore, Jr. has served as a Senior Advisor to Google, Inc. ¢80 since 2001. He has also served as ExecGtixagrman of

Current TV since 2002 and as Chairman of Generatieestment Management since 2004. He is a visjtiofessor at Middle Tennessee State
University. Mr. Gore was inaugurated as the 45tbe\Rresident of the United States in 1993. He wa&dected in 1996 and served for a tote
eight years as President of the Senate, a memlblee &abinet and the National Security CounciloPio 1993, he served eight years in the
U.S. Senate and eight years in the U.S. House pifeRentatives.

Steven P. Jobss one of the Company's co-founders and curreetlyes as its Chief Executive Officer. Mr. Jobslsoa director of The Walt
Disney Company.

Arthur D. Levinson, Ph.D. has been Chief Executive Officer and a Directo&ehentech Inc. ("Genentech") since July 1995. Bvihson ha
been Chairman of the Board of Directors of Gendngiece September 1999. He joined Genentech in 488Gerved in a number of execu
positions, including Senior Vice President of R&Drh 1993 to 1995. Dr. Levinson also serves on thar® of Directors of Google.

Eric E. Schmidt, Ph.D.has served as the Chief Executive Officer of Gosgiee July 2001 and as a member of Google's BafdBirectors
since March 2001, where he served as Chairmareddtfard from March 2001 to April 2004. In April 200Dr. Schmidt was named Chairman
of the Executive Committee of Google's Board ofebtors. From April 1997 to November 2001, Dr. Sdltrserved as Chairman of the Board
of Directors of Novell, Inc. ("Novell"), a computeetworking company, and, from April 1997 to Jug02, as the Chief Executive Officer of
Novell.

Jerome B. York has been Chief Executive Officer of Harwinton CabplitL C (formerly Harwinton Capital Corporation) paivate investment
company that he controls, since September 20081 Bemuary 2000 until September 2003, Mr. York whainan and Chief Executive
Officer of MicroWarehouse, Inc., a reseller of cargy hardware, software and peripheral productanF8eptember 1995 to October 1999,
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he was Vice Chairman of Tracinda Corporation. Fiday 1993 to September 1995 he was Senior Vice tRresand Chief Financial Officer
IBM Corporation ("IBM"), and served as a membetRi's Board of Directors from January 1995 to Augl@95. Mr. York is also a director
of Tyco International Ltd.

Role of the Board; Corporate Governance Matters

It is the paramount duty of the Company's BoarBioéctors (the "Board of Directors") to oversee @laef Executive Officer and other senior
management in the competent and ethical operafittedcCompany on a day-to-day basis and to ashkatette long-term interests of the
shareholders are being served. To satisfy this, doéydirectors take a proactive, focused appré@atheir position, and set standards to ensure
that the Company is committed to business sucbesagh maintenance of high standards of respoitgibihd ethics.

Members of the Board of Directors bring a wide mof§ experience, knowledge and judgment to the GmypThese varied skills mean that
governance is far more than a "check the box" apgr@o standards or procedures. The governanagigieln the Company is designed to |
working structure for principled actions, effectigdecision-making and appropriate monitoring of batimpliance and performance. The key
practices and procedures of the Board of Direcoesoutlined in the Corporate Governance Guidelaweslable on the Company's website at
www.apple.com/investor.

Board Committees

The Board of Directors has a standing Compens&mmmittee, a Nominating and Corporate Governanger@ittee ("Nominating
Committee") and an Audit and Finance Committee (fiRCommittee™). All committee members are indepartdunder the listing standards of
the NASDAQ Global Select Market. The members ofdbemittees are identified in the table below.

Nominating and

Audit and Corporate

Finance Compensation Governance
Director Committee Committee Committee
William V. Campbell X Chair —
Millard S. Drexler — X X
Albert A. Gore, Jr — X X
Steven P. Jok — — —
Arthur D. Levinson, Ph.C X — Chair
Eric E. Schmidt, Ph.C — — —
Jerome B. Yorl Chair — —

The Audit Committee is primarily responsible foreoseeing the services performed by the Compangépendent registered public accoun
firm and internal audit department, evaluating@uenpany's accounting policies and its system efrival controls and reviewing significant
financial transactions. Members of the Audit Contedtare Messrs. Campbell and York and Dr. Levingtwe. Audit Committee met a total of
14 times during fiscal year 2007.

The Compensation Committee is primarily responditeeviewing the compensation arrangements ferGbmpany's executive officers,
including the Chief Executive Officer, and for adhistering the Company's equity compensation plistesnbers of the Compensation
Committee are Messrs. Campbell, Drexler, and Gine.Compensation Committee met a total of fivetifBes during fiscal year 2007.

The Nominating Committee assists the Board of Dinecin identifying qualified individuals to becordéectors, determines the composition
of the Board of Directors and its committees, mansithe process to assess the Board of Direcfitestigeness and helps develop and
implement the Company's corporate governance goakelThe Nominating Committee also considers nessrproposed by shareholders.
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Members of the Nominating Committee are MessrsxBreand Gore and Dr. Levinson. The Nominating Cattea met a total of three
(3) times during fiscal year 2007.

The Audit, Compensation and Nominating Committgesrate under written charters adopted by the Bo&Rirectors. These charters are
available on the Company's website at www.applelitwestor.

Audit Committee Financial Expert

The Board of Directors has determined that all memmlof the Company's Audit Committee, Messrs. Cathpind York and Dr. Levinson,
qualify as "audit committee financial experts" &ided by the Securities and Exchange Commisshmn"@EC") and also meet the additional
criteria for independence of Audit Committee menskaat forth in Rule 10A-3(b)(I) under the Secusitiexchange Act of 1934, as amended
(the "Exchange Act").

Code of Ethics

The Company has a code of ethics that applied td #tie Company's employees, including its priatigxecutive officer, principal financial
officer and principal accounting officer, and theaBd of Directors. A copy of this code, "Ethics:eTWay We Do Business Worldwide," is
available on the Company's website at www.applelitwestor. The Company intends to disclose any gesiin or waivers from its code of
ethics by posting such information on its websitbyfiling a Form 8-K.

Executive Officers of the Registrant

The following sets forth certain information regiaigiexecutive officers of the Company. Informatjmertaining to Mr. Jobs, who is both a
director and an executive officer of the Compangyre found in the section entitledfrectors ."

Name Position With the Company Age

Timothy D. Cook Chief Operating Office 46
Daniel Cooperma Senior Vice President, General Counsel and Segr 56
Tony Fadell Senior Vice President, iPod Divisit 38
Ronald B. Johnso Senior Vice President, Ret: 48
Peter Oppenheimi Senior Vice President and Chief Financial Offi 44
Philip W. Schiller Senior Vice President, Worldwide Product Market 47
Bertrand Serlet, Ph.L Senior Vice President, Software Engineel 46
Sina Tamaddo Senior Vice President, Applicatiol 5C

Timothy D. Cook, Chief Operating Officer, joined the Company in Mad998. Mr. Cook also served in the position of &xeve Vice
President, Worldwide Sales and Operations from 20@005. In 2004, his responsibilities were exmahtb include the Company's Macintosh
hardware engineering. From 2000 to 2002, Mr. Canked in the role of Senior Vice President, WorldevDperations, Sales, Service and
Support. From 1998 to 2000, Mr. Cook served ingbsition of Senior Vice President, Worldwide Opgnas. Prior to joining the Company,
Mr. Cook held the position of Vice President, Cagie Materials for Compag Computer Corporation (fpaqg"). Previous to his work at
Compag, Mr. Cook was the Chief Operating Officethaf Reseller Division at Intelligent Electronié4t. Cook also spent 12 years with IBM,
most recently as Director of North American Fuffignt. Mr. Cook also serves as a member of the BafaDdrectors of Nike, Inc.

Daniel Cooperman, Senior Vice President, General Counsel and Segrgbined the Company in November 2007. Prigpioing the
Company, he served as Senior Vice President, Ge@etmsel and Secretary of Oracle Corporation siegruary 1997. Prior to that, he had
been associated with the law firm of McCutchen, BpBrown & Enersen (which is now Bingham McCutcher®) since October 1977, and
had served as a partner since June 1983. Fromriegtd 995 until February 1997,
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Mr. Cooperman was Chair of the law firm's Businasd Transactions Group and from April 1989 throBgiptember 1995, he served as the
Managing Partner of the law firm's San Jose office.

Tony Fadell, Senior Vice President, iPod Division, joined then@any in 2001. From 2004 to April 2006, Mr. Fadedls Vice President of
iPod Engineering. From 2001 to 2004, Mr. Fadell wesSenior Director of the Company's iPod Engimgefeam. Prior to joining Apple,

Mr. Fadell was a co-founder, CTO, and directorrgineering of the Mobile Computing Group at Phililectronics where he was responsible
for all aspects of business and product developifioerat variety of products. Mr. Fadell later becavtte of Business Development for Philips
U.S. Strategy & Ventures, focusing on building toenpany's digital media strategy and investmentfqla.

Ronald B. Johnson,Senior Vice President, Retail, joined the Companyganuary 2000. Prior to joining the Company, Mhrison spent
16 years with Target Stores, most recently as $&méwchandising Executive.

Peter Oppenheimer,Senior Vice President and Chief Financial Offigeined the Company in July 1996. Mr. Oppenheimso alerved the
Company in the position of Vice President and CoapoController, and as Senior Director of Finaftcehe Americas. Prior to joining the
Company, Mr. Oppenheimer was CFO of one of the business units for Automatic Data Processing, (l&DP"). Prior to joining ADP,
Mr. Oppenheimer spent six years in the Informafieshnology Consulting Practice with Coopers andrag.

Philip W. Schiller, Senior Vice President, Worldwide Product Marketirgjpined the Company in 1997. Prior to rejoinihg Company,

Mr. Schiller was Vice President of Product Markgtat Macromedia, Inc. from December 1995 to Mar@t71 and was Director of Product
Marketing at FirePower Systems, Inc. from 1993 &x&mber 1995. Prior to that, Mr. Schiller spentygiars at the Company in various
marketing positions.

Bertrand Serlet, Ph.D.,Senior Vice President, Software Engineering, joittedCompany in February 1997 upon the Companysisition of
NeXT and also served the Company in the positioviioé President of Platform Technology. At NeXT, [Serlet held several engineering ¢
managerial positions, including Director of Web Ewgring. Prior to NeXT, from 1985 to 1989, Dr. I8emworked as a research engineer at
Xerox PARC.

Sina Tamaddon,Senior Vice President, Applications, joined the @amy in September 1997. Mr. Tamaddon has also devith the
Company in the position of Senior Vice Presidengridivide Service and Support, and Vice Presidedt@eaneral Manager, Newton Group.
Before joining the Company, Mr. Tamaddon held thsifion of Vice President, Europe with NeXT fromp&mber 1996 through March 1997.
From August 1994 to August 1996, Mr. Tamaddon lieédposition of Vice President, Professional Se&wiwith NeXT.

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Exchange Act requires the Gomis executive officers and directors, and persdnsown more than ten percent of a
registered class of the Company's equity securitieile reports of securities ownership and clhesnigy such ownership with the SEC.
Executive officers, directors and greater thanpercent shareholders also are required by rulenylgated by the SEC to furnish the Comg
with copies of all Section 16(a) forms they file.

Based solely upon a review of the copies of sucmé$durnished to the Company or written represértatthat no Forms 5 were required, the
Company believes that all Section 16(a) filing riegments were met during fiscal year 2007, exdagt i) one Form 4 was filed for William
Campbell on October 26, 2007 with respect to thelmse by Mr. Campbell's independent money manag®600, 2,600 and 2,900 shares of
the Company's common stock, in February 2006, &dpee 2006 and January 2007, respectively, andalleehy Mr. Campbell's independent
money manager of 2,200, 1,400
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and 2,600 shares of the Company's common stoclpiiih 2006, June 2006 and July 2007, respectiveiy, @) one Form 4 was filed for Tony
Fadell on November 15, 2007 with respect to thessitipn by Mr. Fadell's spouse of 40,000 restdctéock units in December 2006 and
25,000 restricted stock units in October 2007.

Item 11. Executive Compensation
COMPENSATION DISCUSSION AND ANALYSIS
A. EXECUTIVE SUMMARY

This section explains Apple's executive compengegiiogram as it relates to the following "namedceize officers:"

Steve Job Chief Executive Office

Tim Cook Chief Operating Office

Peter Oppenheim: Senior Vice President and Chief Financial Offi
Ron Johnso! Senior Vice President, Retail Sa

Tony Fadell Senior Vice President, iPod Divisit

Apple's executive compensation program for the mhexecutive officers consists of long-term equityaeds in the form of restricted stock
units ("RSUs") and cash compensation in the formpesformance-based cash incentives and base saladeh year, the Compensation
Committee, which is made up entirely of independirgctors, determines the compensation for theetb@xecutive officers.

Apple relies heavily on long-term equity awardsttvact and retain an outstanding executive teaint@ensure a strong connection between
executive compensation and financial performanceR&U award gives the named executive officeritjig to receive, at no cost, a specified
number of shares of Apple common stock when thedwests, typically at intervals of two to four yeaBecause the value of the RSUs
depends on Apple's future share price, the awakd tompensation to future financial performandee officer is generally not eligible to
receive the shares if employment is terminatedreefte RSUs vest. The Compensation Committee revawually the outstanding, unvested
equity awards of each named executive officer terd@ne, in the Committee's discretion, whetheritimithl awards are warranted in light of
the officer's performance, the competitive envirentrand the other factors discussed in Sectiond3b

The performance-based cash incentives compengatathed executive officers for achieving specifiaficial goals established annually by
the Compensation Committee, as described in SebdorThe Committee sets aggressive performance gaah year based on the revenue
operating income objectives in Apple's internalibess plan. Payments are not automatic, howeveause the Committee may exercise its
discretion to reduce (but not increase) the amotiahy incentive payment based on an officer'salvperformance.

Based on the factors discussed in Section D3 bataithe Committee's belief that the outstandingested equity awards still had significant
retention value, the Committee made no new equgrds to the named executive officers in fiscal20the officers earned cash incentives in
fiscal 2007 at the maximum amount allowed by tlenpt100% of base salary—because Apple's financiébimeance significantly exceeded
the annual performance goals set by the Committee Committee assessed both the amount and atlnaattthe compensation components
for each officer based on Apple's overall annuaiicial performance and each officer's individwaf@rmance. The Committee did not
increase base salaries for the named executiveea$fbecause it concluded that the total compemstdr each officer was appropriate.
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Apple's shareholders have been generously rew#éoddgpple's success, with a three-year annualibedeholder return of 101% through the
end of fiscal 2007. The Committee believes the camsption of the named executive officers has bpprogriate and fair in light of Apple's
performance.

B. EXECUTIVE COMPENSATION OBJECTIVES

Apple's goal for executive compensation is simateact and retain an exceptionally talented, @néneeurial and creative team of executives
who will provide the leadership for Apple's succesdynamic, highly-competitive markets.

C. EXECUTIVE COMPENSATION OVERVIEW
1. Three Component

The compensation program for the named executiieeo$ consists of the following three componemtgrder of their

importance:
. Long-term equity awards in the form of RSUs under treraholde-approved Employee Stock Pl
. Annual performance-based cash incentives undesttaeeholder-approved Performance Bonus Plan (tt&, CE

however, does not participate in this plan andisatigible for performance-based cash incentives)

. Base salar

The named executive officers are also eligibleadipipate in Apple's health and welfare prograBreployee Stock Purchase
Plan, 401(k) Plan, patent bonus program and otlieomemployee recognition programs on the samestzssother employees.

2. Mix of Equity, Cash Incentives and Salal

Apple relies heavily on long-term equity awardsdese the Compensation Committee believes theyharmost effective
compensation element for attracting entrepreneumiahtive executives and promoting their Idagn commitment to Apple. A
RSU award generally vests only if the named exeeudfficer continues employment until the specifiedting date, typically
two to four years after the date of grant. Equitiaeds also help to ensure a strong connection legtwrecutive compensation
and Apple's financial performance because the valllRSUs depends on Apple's future share price.

Although the Compensation Committee reviews thepmmsation practices of its peer companies as tesci Section D6
below, the Committee does not adhere to strict fdasior survey data to determine the mix of comatois elements. Instead,
as described in Section D, the Committee considaisus factors in exercising its discretion toedetine compensation,
including the experience, responsibilities and granfance of each named executive officer as wellse's overall financial
performance. This flexibility is particularly imp@nt in designing compensation arrangements tacattrew executives in
highly-competitive, rapidly changing markets.

3. Elements of Compensation Not Included In The Comation Program
The current compensation program for the namedutixecofficers, including the CEO, does not inclute following:
. Employment contracts
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. Cash bonuses other than the perform-based cash incentives under the Performance BdansaRd payments und
the patent bonus program

. Severance and change of control arrangements beyloaidis available to all U.S. employees (with éixeeption of
rights to accelerated vesting previously grantegaasof equity awards that will fully vest in Méar@008)

. Perquisites or personal benefits that are not abvikeilto employees genera
. Guarantees of the value of equity awards

4. CEO Compensatiol

Apple's CEO, Steve Jobs, currently holds approxgds.5 million shares of Apple common stock. Singjeining Apple in
1997, Mr. Jobs has never sold a share of Appl&kstdis last equity grant was awarded in 2003, agsted in full in 2006.
Mr. Jobs currently holds no unvested equity awdrdfiscal 2007, Mr. Jobs's entire compensatiorseiad of his $1 annual
salary. Because Mr. Jobs's continued leadersluitisal to Apple, the Compensation Committee iasidering additional
compensation arrangements for him.

Mr. Jobs has received a $1 annual salary sincejbmed Apple in 1997 and began serving as int&€@B0O. In 1999, Apple
awarded Mr. Jobs an aircraft as an executive bomrexognition of his outstanding performance dgitine previous two years.
Mr. Jobs also received two stock option grants,ior@g000 and another in 2001. Mr. Jobs never egedcihese grants, and they
were both cancelled in March 2003, when Apple aedrilr. Jobs a grant of 5 million shares of restdcstock.

The 2003 restricted stock grant required Mr. Job®inain employed by Apple for three more yearsieeit vested. This grant,
which increased to 10 million shares when Applel®imon stock split in 2005, vested in full in MaB06. After a portion of
these shares was withheld for the payment of ta®esjJobs received the remaining 5,426,447 sh&res.in large part to

Mr. Jobs's leadership, Apple's stock price (afteoanting for a stock split) increased from $7.4%lee March 2003 grant date
$64.66 on the March 2006 vesting date—more thagigimt-fold increase in three years. Under Mr. Jobshtinued leadership,
Apple's stock price increased from $64.66 per shakéarch 2006 to $189.95 per share as of OctolhePB07—a three-fold
increase in approximately 18 months.

When he was elected to Apple's Board of Directors997, Mr. Jobs received the standard directtytkoption grant for
30,000 shares. Because Mr. Jobs became emplogedHat year as Apple's interim CEO, he was nodomgjgible for such
director grants. When the 1997 director grant (Whitcreased to 120,000 shares after two stocksymlids due to expire in
August 2007, Mr. Jobs exercised the option anduineently holds these 120,000 shares.

D. EXECUTIVE COMPENSATION PROGRAM DESIGN AND IMP LEMENTATION
1. Tean-Based Compensatio

The compensation program for the named executiieeos rests on two assumptions. First, each afficest demonstrate
exceptional personal performance in order to rerpanh of the executive team. Second, each offiagstroontribute as a meml
of the team to Apple's overall success rather tharely achieve specific objectives within that offi's area of responsibility.

2. Independent Compensation Committee Determines AleEutive Compensatio

The Compensation Committee determines all compemsttr the named executive officers. All three Goittee members are
independent of Apple's management.
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During the first quarter of each fiscal year, then@pensation Committee conducts an evaluation df samed executive officer
to determine if any changes in the officer's conspdéion are appropriate based on the considerafiestsibed below. The CEO
does not participate in the Committee's delibenatior decision with regard to his compensatiorthatCommittee's request, the
CEO reviews with the Committee the performancéiefdther four named executive officers, but no otizened executive
officer has any input into executive compensatieaisions. The Committee gives considerable weigkité CEO's evaluation
the other named executive officers because ofitesttknowledge of each officer's performance amatigbutions. For each
officer, the Committee members independently detegreach component of compensation based on thkgictive assessment
of the officer's performance as well as Apple'sralfdinancial performance.

The Crucial Role of Lon-Term Equity Awards

Overview. The Committee believes that long-term equitns are the most effective way to attract andnetauperlative
executive team. Accordingly, executive compensatdmeavily weighted toward long-term equity awarather than cash
compensation, and the awards have long vesting/adteto maximize their retention value. This agmiois reflected in the
following:

. The CEO's compensation has been generally tiszhg-term equity; for example, his last equity award lid
vest for three years.

. For the other four named executive officers, eqaitiards represented approximately 85% of theiretaaal
compensation in fiscal 2007. This compares to apprately 70% at Apple's peer companies.

. Fiscal 2004 equity awards vested 50% on the seanniversary of the grant date; the remaining 50%w&st on
the fourth anniversary of the grant date.

. Fiscal 2006 equity awards do not vest at all \#@il0, when they vest in full.

In designing long-term equity awards, the Commiteeks to maximize their effectiveness in accornplis Apple's
compensation objectives while recognizing the Bsaddty to Apple's shareholders to limit equityutdn. The Committee
believes this balance has been achieved as follows:

Restricted Stock Units Minimize Dilution and Supgpang-Term Focus. Since fiscal 2004, all equity awards to the adm
executive officers have been RSUs rather than siptikns. A grant of RSUs gives an officer the tighreceive a specified
number of shares of Apple common stock, at no twogte officer, if the officer remains employedfgtple until the RSUs vest.
RSUs granted in 2004 also provide for acceleragstivg if the named executive officer is terminatgthout cause or on a
change of control, RSUs granted before 2007 profddaccelerated vesting on a change of contral,adhRSUs provide for
accelerated vesting upon the death of the offitke. compensation value of an RSU does not depdaly sm future stock price
increases; at grant, its value is equal to Appigsk price. Although its value may increase orrdase with changes in the stock
price during the period before vesting, an RSU haélve value in the long term, encouraging reten@yncontrast, the entire
compensation value of a stock option depends amdigtock price appreciation. Accordingly, RSUs dativer significantly
greater share-for-share compensation value at grantstock options, and Apple can offer compargtaat date compensation
value with fewer shares and less dilution for itareholders.

Long Vesting Intervals to Maximize RetentionAll vesting of RSUs is generally subject to ttoned employment. Except for
occasional new hire grants, vesting occurs at\aterof no
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less than two years after the grant date. Thisresghat a meaningful portion of a named execudffieer's awards will vest
every two years—a strong incentive to continue eymplent with Apple. The following table shows thamtrand vesting
patterns for ongoing RSU grants for the named aiexofficers since fiscal 2004 (excluding thoseowtere not named
executive officers at the time of grant).

FY05 FY06 FYo7 FY08 FY09 FY10
Equity Awards vesting vesting vesting vesting vesting vesting
Fiscal 2004 RSL — 50% — 50%
(excluding CEO
Fiscal 2006 RSU — — — — — 10(%

(excluding CEO!

Vesting Conditions. As noted above, the vesting of all RSUs is gahecontingent on the named executive officedstmued
employment with Apple, rather than on performandh wegard to specific business objectives. Franetto time, the
Compensation Committee has considered various fofrperformance-based vesting. After careful eviidia the Committee
has concluded that performance-based vesting wutlderve Apple's current objectives as effectiwsythe program described
above. The Committee generally grants RSUs withttwiour year vesting periods to maximize the avearetention value. This
retention value would be undermined if a named etvee officer's equity awards (which represent agpnately 85% of the
officer's compensation) were at risk based on perdmce measures that were determined two or eweryé&ars prior to the
vesting date. Given the intensely dynamic busieessronment in which Apple operates, it would b&emxely difficult to craft
meaningful objectives with such a long horizon. Bpimposes no requirement that the named execafficers hold their
common stock for any period after vesting.

Annual Burn Rate Averages Less Than 2.5%n fiscal 2005, Apple committed to an annualrtbrate” (the total number of all
equity award shares granted during the fiscal geaded by the total shares outstanding at theddritle fiscal year) of 2.5%
from fiscal 2005 through fiscal 2007. This commitrheepresented a significant reduction from an agetburn rate of 4.8%
from fiscal 2002 through fiscal 2004. In fact, Apisl average annual burn rate from fiscal 2005 tyirdiscal 2007 was
approximately 1.6%.

Overhang from Equity Plans at 12.9%.0verhang (granted and outstanding equity awmgltdsshares reserved for future
awards, divided by the sum of total shares outstangranted and outstanding equity awards, anceshraserved for future
awards) is another measure of equity dilution. &tiieient use of equity awards, combined with thbstantial exercise of
employee stock options due to the significant iaseein Apple's stock price over the past few ydwas,caused Apple's overh
to decline from approximately 14.5% at the endisddl 2005 to approximately 12.9% at the end af&i2007.

Frequency and Size of Equity AwardsThe named executive officers typically recedegrity awards every two years, rather
than every year. This practice is consistent withlbng time horizon and lengthy vesting periodthefawards. By making
awards less frequently, the Committee can pro\adgelr grants, which in turn promotes greater reiant

To determine the size of RSU grants, the Compems&bmmittee first establishes a target compensattue that it wants to
deliver to the named executive officers througtgléerm equity awards. In doing so, the Committessaders various factors,
including the following:

. The practice of granting equity only every two year

. The heavy weight placed on equity in the mix o&t@bmpensatio
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. The officer's experience and performa
. The scope, responsibility and business impactebfficer's positior

. The perceived retention value of the total compeémsgackage in light of the competitive environrhen

Once the target value has been established, then@tea determines the number of shares by referenttee current value of
Apple's common stock.

The Minor Role of Cash Compensatic

Base Salaries. The Committee believes that base salariesigindisantly less important than performance-bakseduses and
long-term equity awards in meeting Apple's compgosabjectives. The minor role of salaries as patbtal compensation is
reflected in the following:

. The CEO has received an annual base salary oh$# s¢joining Apple in 1997.

. The fiscal 2007 average base salary for the othered executive officers was below median amongdee
companies shown in Section D6, despite Apple'sifitgntly greater financial and business success.

. Base salaries for the named executive officers haténcreased since October 2005, except for enptior-
related increase for one officer.

Performance-Based Cash IncentivesThe Performance Bonus Plan, which has beeroapgrby Apple's shareholders,
authorizes the Committee to issue plan-based casimiive awards to compensate officers for achgespecific financial
objectives that are established annually. The Cdtembelieves that performance-based cash comp@mésen important
component of executive compensation; howeverpitagents a small percentage of total compensaéiocause its effectiveness
in meeting Apple's compensation objectives is Bahitlt is a less significant factor in attractirganexecutive talent than equity
compensation, and it promotes retention only instiert-term—over the performance period. Accordintiie plan is modestly
funded, as reflected by the following:

. The CEO does not participate in the PerformanceuBéHan

. Apple's target payout of 50% of base salary isi@@mtly lower than peer companies as a group,re/ineedian
target bonus payouts range from 100% to 160% o bakry.

. The maximum payout of 100% for exceptional perfano®is also lower than peer companies, where 3sttim
target range (i.e., 300% to 480% of base salafyg@®ming increasingly common.

The Compensation Committee establishes performgoals each year based on revenue and operatingécbjectives in
Apple's internal business plan. The Committee blected these performance goals because they poetant indicators of
increased shareholder value. These performance geakrally exclude the effects of extraordinanyauwal or infrequently
occurring events or changes in accounting prinsipdple does not publicly disclose specific anrintdrnal revenue or
operating income objectives, as its business duighly confidential. Disclosing specific objeas/would provide competitors
and other third parties with insights into the pisng process and would therefore cause competitven.

The Committee next determines the maximum amouangfcash incentive payment denominated as a pgamepf base salal
The current payment structure is shown in the pegmatrix below. Once the performance goals and garetructure are
established, no one has the authority to modifiaive them.
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Percentage of Salary Payable As Famance-Based Cash Incentives

Revenue
Operating Income Below Objective Meet Objective Above Objective
Below Objective 0% 25% up to 5(%
Meet Objective 25% 50% up to 7%
Above Obijective up to 5@ up to 7% up to 10(%

The performance goals are aggressive. Thus, th@enisiderable risk that payments will not be metdsl or will be made at
less than 100%. For the past three years, thempeafice goals have reflected double-digit growthath revenue and operating
income. In four of the past eight years, Apple midd meet one or both performance goals. This uaicgytensures that any
payments under the plan are truly performance-basetsistent with the plan's objectives.

At the end of the year, the Committee determinesathount of the award to be paid to each officecdimparing actual results
to the performance goals. The Committee may, idigsretion, reduce (but not increase) the amotiahy individual award
based on the officer's overall performance. The dizes not provide for the adjustment or recovégnoaward paid to a named
executive officer if the results in a previous yaeg subsequently restated or adjusted in a mahaewould have originally
resulted in a smaller award.

The Role of Consultant

The Compensation Committee has selected and dirattlined the services of Frederic W. Cook & Quc,, an executive
compensation consulting firm. No member of the Cengation Committee or any named executive offiesrdny affiliation
with F.W. Cook. The Committee periodically seeksunhfrom F.W. Cook on a range of external marketdes, including
evolving compensation trends, appropriate compartsmpanies and market survey data. F.W. Cookpatsades general
observations on Apple's compensation programst bloes not determine or recommend the amountron fif compensation
for any executives.

The Role of Peer Groups, Surveys and Benchmark

With the assistance of F.W. Cook, the Committeatified peer companies for fiscal 2007 that compégta Apple in the labor
and capital markets and that follow similar pay ®lsdThe Committee established the two peer grbsigs below, one
consisting of large technology companies and amatbesisting of large retailers. The retail peeyugr is a relevant comparison
group for the Senior Vice President, Retail Sates;technology peer group is relevant for the ofber named executive
officers.

Technology Companies Retail Companies
Adobe System IBM The Gymboree Corporatic
Amazon.com Intel Limited Brands
Applied Materials Microsoft Nike
Cisco Systems Motorola Polo Ralph Lauren
Comcast Oracle Restoration Hardware
Dell Qualcomm Sharper Image
eBay Sprint Nextel Target
EMC Sun Microsystems Tiffany & Co.
Google Texas Instruments Tween Brands
Hewlet-Packarc Xerox Wal-Mart

105




The Committee reviews compensation practices atqgmapanies (gathered from SEC filings and the BallHigh Technology
compensation survey) at a high level to ensureAbpate's total compensation is within a reasonabiypetitive range. The
Committee, however, does not attempt to set congimmscomponents to meet specific benchmarks, asdalaries "above the
median" or equity compensation "at the7percentile." Furthermore, the Committee believes éxcessive reliance on
benchmarking is detrimental to shareholder interbstause it can result in compensation that islated to the value delivered
by the named executive officers.

Tax and Accounting Consideration

Tax Deductibility of Compensation ExpenseSection 162(m) of the Internal Revenue Codeqda limit of $1,000,000 on the
amount of compensation to certain officers that imayleducted by Apple as a business expense itaaryear unless, among
other things, the compensation is performance-basddas been approved by the shareholders. Tygasperformance-
based compensation, the amount of compensationdepsnd on the officer's performance against pteraéned performance
goals established by a committee that consistédysoleat least two "outside” directors who have erelbeen employed by Apple
or its subsidiaries. Two Compensation Committee by Mr. Gore and Mr. Drexler, qualify as outsitieectors under the IR
definition. Although Mr. Campbell is an independdirector under SEC and NASDAQ governance standaridoes not
qualify as an outside director because he wasfaepbf Apple from 1983 to 1987 and an Apple sdiesiy from 1987 to 1991.
For this reason, he does not discuss or vote orSantion 162(m)-related matters.

Salaries for the named executive officers do nalfifyuas performance-based compensation. Applefepeance-based cash
incentives, however, are exempt from the Secti@{(rh limit because they are paid based on predétechgoals established
the Compensation Committee pursuant to the shatehapproved Performance Bonus Plan. The RSUs dguadify as
performance-based compensation for purposes ofoBelt2(m) because vesting is based on continugdogment rather than
specific performance goals. See page 103 for alaeafon of Apple's decision not to implement perfance-based vesting.

Tax Implications for Officers. Section 409A of the Internal Revenue Code irepaaditional income taxes on executive
officers for certain types of deferred compensatiat do not comply with Section 409A. Because &mbes not generally
provide deferred compensation to the named exexofiicers, this limitation has no impact on theisture of the compensatis
program for the officers. Section 280G of the InsdiRevenue Code imposes an excise tax on payrweetecutives of
severance or change of control compensation thgtegikthe levels specified in Section 280G. The nbexecutive officers
could receive the amounts shown on the table oe a8 as severance or change of control paymeuttthd Committee does
not consider their potential impact in compensaficogram design.

Accounting Considerations. The Committee also considers the accountingcastl flow implications of various forms of
executive compensation. In its financial statemefpple records salaries and performance-based eosapion incentives as
expenses in the amount paid, or to be paid, toéineed executive officers. Accounting rules alsanegApple to record an
expense in its financial statements for equity asaeven though equity awards are not paid astoastmployees. The
accounting expense of equity awards to employeealésilated in accordance with SFAS 123R. The Cdtembelieves,
however, that the many advantages of equity congtiems as discussed above, more than compensatesfoon-cash
accounting expense associated with them.
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E.

Fiscal 2007 Compensation Decisions

1. No Equity Grants or Salary Change

In fiscal 2007, the Committee did not grant newiggawards or increase base salaries for the narecutive officers. Based on its
assessment of the factors discussed above andtheitee's belief that the outstanding, unvestedtggrants at the beginning of
fiscal 2007 had significant retention value, ther@uittee concluded that the compensation packagehdmamed executive officers
were reasonable without additional equity awarde dutstanding equity grants at the end of fis68l72are shown on the Outstanding
Equity Awards table on pages 110 and 111. Basedreniew of competitive practices and the Commfutaepproach to place less
emphasis on cash compensation, the Committee aetthiat the total compensation for the officersenappropriate for fiscal 2007
without a salary increase.

2. 2007 Performanc-Based Cash Incentive Plan Paymer

Apple's fiscal 2007 performance significantly exiee the revenue and operating income goals edtelllisnder the cash incentive
plan, so the Committee, in the exercise of itsréigon, approved payouts to the named executivieasf at the maximum of 100% of
base salary, pursuant to the payout matrix on fp8§e The specific payment amounts are shown irstiramary Compensation Table
page 108.

Compensation Committee Report(1)

The Compensation Committee has certain duties ene s as described in its charter. The Compens@&onmittee is currently composed of
the three non-employee directors named at the &tidsareport, each of whom is independent as @efiny the NASDAQ listing standards.

1)

SEC filings sometimes "incorporate information bjerence." This means the Company is referringfaartination that has previously
been filed with the SEC, and that this informatstould be considered as part of this filing. UnkessCompany specifically states
otherwise, this report shall not be deemed to berporated by reference and shall not constitulieisiog material or otherwise be
considered filed under the Securities Act or theuBites Exchange Act.

The Compensation Committee has reviewed and disduggh management the disclosures contained i€tmpensation Discussion and
Analysis section of this Form 10-K. Based upon thigew and discussion, the Compensation Commideemmended to the Board of
Directors that the Compensation Discussion and ysakection be included in this Form KGand the Company's Proxy Statement for its Z
Annual Meeting of Shareholders, to be filed witk SEC.

Compensation Committee of the Board of Directors
William V. Campbell (Chairman)
Millard S. Drexler
Albert A. Gore, Jr.
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Summary Compensation Table

The following table presents information regardaognpensation of each of the Company's Named Exectficers for services rendered
during fiscal year 2007.

Change in
Pension
Value and
Non-Equity Nonqualified
Incentive Deferred
Stock Option Plan Compensation All Other
Bonus Awards Awards Compensation Earnings Compensation Total

Name and Principal Position  Year  Salary ($) %) ($)(1) ($)(1) $)(2) (%) %) %)
(C] (b) (c) (d) (e) ® (@ (h) 0] 0)

Steven P. Jobs 2007 1 — — — — — — 1

Chief Executive Office

Timothy D. Cook 2007 700,01 — 6,943,421 — 700,00( — 13,75((3)  8,357,19

Chief Operating Office

) 2007 600,01: — 4,946,611 — 600,00( — 598,72:(4) 6,745,334

Peter Oppenheimer

Senior Vice President and Ch

Financial Officer

i " — { — ( — <
Ronald B. Johnson 2007 600,01 4,946,61 600,00 37¢5)  6,147,00
Senior Vice President, Reti
2007 500,00¢ 6,75((6) 3,705,83: 628,62¢ 500,00( — 13,9547) 5,355,17

Tony Fadell

Senior Vice President, iPod

Division

1) The amounts reported in Columns (e) and (f) oftéide above reflect the aggregate dollar amoutsgreized for stock awards and option awards, resdyg, for financial
statement reporting purposes with respect to figeat 2007 (disregarding any estimate of forfegwedated to service-based vesting conditions)stdok awards or option awards
granted to Named Executive Officers were forfededng fiscal year 2007. Detailed information abth& amount recognized for specific awards is riggbin the table under
"Outstanding Equity Awards at Fiscal Year-End" bel&or a discussion of the assumptions and metogées used to value the awards reported in Colwehar{d Column (f),
please see the discussion of stock awards andhogtiards contained in Part II, Item 8, "Financi@t&ments and Supplementary Data" of this Form 10{Kotes to Consolidated
Financial Statements at Note 7, "Stock-Based Cosgteam."

) As described in the "Compensation Discussion analysis" above, the Named Executive Officers' aniboaluses are derived based on the performance @dmpany and the
individual executive relative to pre-establishegecbves for the fiscal year. The target and maximamounts for each Named Executive Officer's figealr 2007 bonus
opportunity are reported in the "Grants of Planégb&wards" table below.

?3) This amount represents the Company's contributmhr. Cook's account under its 401 (k) plan in @neount of $13,500 and a tax gross-up in the amoiu$250 for an iPhone
given by the Company to each of its employeesuitioly the Named Executive Officers, other than Jbs.

4) This amount represents (i) the Company's contdbstio Mr. Oppenheimer's account under its 401ig) m the amount of $13,500; (ii) a tax gross+uphie amount of $250 for an
iPhone given by the Company to each of its emplsyieeluding the Named Executive Officers, otha@ntiMr. Jobs; and (iii) reimbursement by the Compai§584,973 for
payment of a tax liability under Internal Revenusd€ Section 409A.

(5) This amount represents a tax gross-up in the anwf$879 for an iPhone given by the Company to eddts employees, including the Named Executivéo@fs, other than
Mr. Jobs.

(6) This amount represents a patent award paid by ¢inep@ny to Mr. Fadell.

©) This amount represents (i) the Company's contadinstio Mr. Fadell's account under its 401(k) ptathe amount of $13,500; and (ii) a tax gross-ughéamount of $379 for an

iPhone given by the Company to each of its emplsyieeluding the Named Executive Officers, othemtiMr. Jobs; and (jii) a tax gross-up in the amafr&73 for an iPod given
to him by the Company.

Compensation of Named Executive Officers

The Summary Compensation Table above quantifiesahg of the different forms of compensation edrig or awarded to the Named
Executive Officers in fiscal year 2007. The primatgments of each
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Named Executive Officer's total compensation reggbih the table are base salary, an annual bonddpac-term equity incentives consisting
of restricted stock units and, in the case of Mwdéll, a patent award and stock options receivint fir his appointment as an executive of the
Company. Named Executive Officers also earned therdenefits listed in Column (i) of the Summarmynipensation Table, as further
described in footnotes 3, 4, 5 and 7 to the takdenoted above, the Company does not have emplayageeements with any of the Named
Executive Officers.

The Summary Compensation Table should be readnjucction with the tables and narrative descripgitmat follow. The Grants of Plan-
Based Awards table, and the accompanying desamipfithe material terms of the stock options arsdrieted stock unit awards granted in
fiscal year 2007, provides information regarding kbng-term equity incentives awarded to Named Etee Officers in fiscal year 2007. The
Outstanding Equity Awards at Fiscal Year End antiddpExercises and Stock Vested tables providdéurinformation on the Named
Executive Officers' potential realizable value autuial value realized with respect to their eqaityards.

Grants of Plan-Based Awards

The following table presents information regardihg incentive awards granted to the Named Exec@iffieers for fiscal year 2007.

Estimated Future
Payouts Under Equity
Incentive Plan Awards

Estimated Future Payouts
Under Non-Equity
Incentive Plan Awards

Grant

Date
Fair
All Other All Other Value
Stock Option of
Awards: Awards: Stock
Number of Number of Exercise or  and
Shares of Securities Base Price Option
Stock or Underlying of Option  Awards
Grant Threshold Target Maximum Threshold Target Maximum Units Options Awards
Name Date ($) ($) #) #) #) #) #) ($/Sh) (%)
(@ (b) (d) (O] ® @ (h) 0] 0) (] 0]
Steven P. Jok — — — — — — — — — — —
Timothy D. Cook — 0 350,00( 700,00( — — — — — — —
Peter Oppenheimt — 0 300,00( 600,00( — — — — — — —
Ronald B. Johnso — 0 300,00( 600,00( — — — — — — —
Tony Fadell — 0 250,00( 500,00( — — — — — — —

Description of Plan-Based Awards

Each of the "Non-Equity Incentive Plan Awards" repd in the Grants of Plan-Based Awards Table wastgd under the Company's
Performance Bonus Plan. The material terms of theesmtive awards are described in the "Compens@iscussion and Analysis" above. As
noted earlier, the Company did not grant equitgirive plan awards to any of its Named Executivigc®fs during fiscal year 2007.

Outstanding Equity Awards at Fiscal Year-End

The following table presents information regardihg outstanding equity awards held by each of taméd Executive Officers as of
September 29, 2007, including the vesting datethimportions of these awards that had not vested #hat date.
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Option Awards

Number of Number of
Securities Securities
Underlying Underlying
Unexercised Unexercised Option
Options Options Exercise Option
Option Exercisable Unexercisable Price Expiration
Name Grant Date #) #) (%) Date
(@ (b) (©) (d) (e ®
Steven P. Jok — — — — —
Totals — —
Timothy D. Cook — — — — —
Totals — —
Peter Oppenheim: — — — — —
Totals — —
Ronald B. Johnson 2/14/199! 1,150,001 — 23.72 2/14/200!
5/21/200: 150,00t — 11.7¢ 5/21/201:
Totals 1,300,001 —
Tony Fadell (1)
2/4/200¢ 19,31: 12,8752) 10.9C 2/4/201:
6/1/200¢ 115,25( 56,25( 14.02 6/1/201:
8/30/200! 24,87¢ 25,00((3) 46.57 8/30/201:
Totals 159,43 94,12¢

1) The unvested portion of this option award is scheito vest in two (2) substantially equal instatmts on November 4, 2007 a
February 4, 2008.

(2)  The unvested portion of this option award is schestito vest in three (3) substantially equal ilstahts on December 1, 20(
March 1, 2008 and June 1, 2008.

3) The unvested portion of this option award is scheito vest in eight (8) substantially equal inlst&ints on November 30, 2007 and
each successive three (3) month anniversary of ibee 30, 2007.
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Stock Awards

Equity Incentive

Equity Incentive

Plan Awards: Plan Awards:

Number of Number of Market or Payout
Shares or Units Market Value of Unearned Shares  Value of Unearned

of Stock That Shares or Units of Units or Other Shares, Units or

Have Not Stock That Have Rights That Have  Other Rights That

Vested Not Vested Not Vested Have Not Vested

Name Award Grant Date (#) $)(1) #) $)
(@ ()] (h) 0] (0) (k)
Steven P. Jok — — — — —
Totals — —

Timothy D. Cook 3/24/200: 300,00((2) 46,041,00 — —
12/14/200! 300,00((3) 46,041,00 — —
Totals 600,00( 92,082,00 — —
Peter Oppenheimer 3/24/200: 250,00((2) 38,367,50 — —
12/14/200! 200,00((3) 30,694,00 — =
Totals 450,00( 69,061,50 — —
Ronald B. Johnson 3/24/200: 250,00((2) 38,367,50 — —
12/14/200! 200,00((3) 30,694,00 — =
Totals 450,00( 69,061,50 — —
Tony Fadell 8/30/200! 10,00((4) 1,534,701 — —
2/2/200¢ 200,00(5) 30,694,00 — —
Totals 210,00( 32,228,70 — —

(1)  The dollar amounts shown in Column (i) are detesdiby multiplying (x) the number of shares or unégorted in Column (h) by
(y) $153.47 (the closing price of the Company's g@mm stock on September 28, 2007, the last tradiygpd fiscal year 2007).

(2)  The unvested portion of this restricted stock amiird is scheduled to vest in its entirety on M&4h2008
(3) The unvested portion of this restricted stock amiird is scheduled to vest in its entirety on M&4h2010.

4) The unvested portion of this restricted stock amitird is scheduled to vest in two (2) substantiadjyal installments on August 30,
2008 and August 30, 2009.

(5)  The unvested portion of this restricted stock amiird is scheduled to vest in two (2) substantiadjyal installments on March 24, 2(
and March 24, 2010.
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Option Exercises and Stock Veste

The following table presents information regardihg exercise of stock options by Named Executiviic@® during fiscal year 2007, and on
the vesting during fiscal year 2007 of other staalards previously granted to the Named Executiiee €.

Option Awards Stock Awards
Number of Shares Number of Shares
Acquired on Value Realized Acquired on Value Realized
Exercise on Exercise Vesting on Vesting
Name (#) ($)(2) # ($)(1)
(a) (b) (c) (d) (e)
Steven P. Jok 120,00((2) 14,644,80 — —
Timothy D. Cook — — — —
Peter Oppenheim: — — — —
Ronald B. Johnso 600,00( 36,614,02: — —
Tony Fadell 83,31 5,946,34: 5,00( 681,25(

D) The dollar amounts shown in Column (c) above fdraspawards are determined by multiplying (i) thember of shares of the
Company's common stock to which the exercise obfit®n related, by (i) the difference between plee-share closing price of the
Company's common stock on the date of exercisetendxercise price of the options. The dollar an®ghown in Column (e) above
for stock awards are determined by multiplying tioenber of shares or units, as applicable, thaeddsy the per-share closing price of
the Company's common stock on the vesting date.

(2) These shares were acquired by Mr. Jobs on AugugQl¥ through an exercise of stock options gratgddm under the 1997 Direct
Stock Option Plan that were to expire on AugustZDf7. Mr. Jobs has not sold any of the sharesixtjin that exercise.

Potential Payments Upon Termination or Change in Cotrol

As noted above, the Company does not have empldyageeements with any of its Named Executive Officaor does the Company maint
any other plans or arrangements that provide fgiamed Executive Officer to receive cash severanagher cash payments in connection
with a termination of their employment with the Qmamy and/or a change in control of the Company.

Effective for grants made after April 9, 2007, thempany's 2003 Employee Stock Plan (the "2003 Plaas amended to eliminate acceler:
vesting of outstanding awards in connection witthange in control of the Company. With respecwtaras granted under the 2003 Plan prior
to that date, such awards, to the extent thenandstg and unvested, will generally become fullgted and, in the case of options, exercisable
upon a change in control of the Company, unles€tirapensation Committee provides for the substitythssumption, exchange or other
continuation of such awards. Any options that beemested in connection with a change in controkegally must be exercised prior to the
change in control, or they will be canceled in eade for the right to receive a cash payment imeotion with the change in control
transaction.

The award agreements evidencing certain granwstficted stock units to the Company's Named Exex@fficers prior to January 1, 2005
generally provide that if, in connection with a na in control of the Company, the executive's emplent is terminated by the Company
without cause or by the executive for good reassrtijose terms are defined in the applicable aagreement), the restricted stock units that
are then outstanding and unvested will vest in full

The following table lists the Named Executive Odfis and the estimated amounts they would have teeeatitled to under the terms of stock
option and restricted stock unit awards grantettiéon under the 2003 Plan prior to April 9, 2007 hathange of control of the Company
occurred on September 29,
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2007, unless the Compensation Committee had prévatehe substitution, assumption, exchange oemtbntinuation of such awards.

Estimated Total Value

of Equity Acceleration
Name (%)
(@ (b)

Steven P. Jok —
92,082,00

Timothy D. Cook

Peter Oppenheimt 69,061,50
Ronald B. Johnso 69,061,50
Tony Fadell 44,580,35

Director Compensation

The following table presents information regardihg compensation paid during fiscal year 2007 tonbrexs of the Company's Board of
Directors who are not also employees (the "Non-Byg# Directors"). The compensation paid to Mr. Jtis Company's Chief Executive
Officer, is presented above in the Summary Compemsd@able and the related explanatory tables.

Change in Pension

Value and
Fees Nonqualified
Earned Non-Equity Deferred
or Paid Incentive Plan Compensation All Other
in Cash Stock Awards Option Awards Compensation Earnings Compensation Total
Name (%) $)(1)(2)(3) $)(D)(2)(3) (%) (%) ($)(4) (%)
(@) (b) (© (d) (O] ® (@ (h)
William V. Campbell 50,00( — 476,20( — — 4,78: 530,98:
Millard S. Drexler 50,00( — 378,40( — — 7,462 435,86.
Albert A. Gore, Jr 50,00( — 300,30( — — 15,24¢ 365,54!
Arthur D. Levinson, Ph.C 50,00( — 448,00( — — 7,592 505,59:
Eric E. Schmidt, Ph.C — — — — — — —
Jerome B. Yorl 50,00( — 476,20( — — 4,72¢ 530,92
1) The amounts reported in Columns (c) and (d) otalbée above reflect the aggregate dollar amourtsgrized for stock awards and option awards, resede, for financial

statement reporting purposes with respect to figeat 2007 (disregarding any estimate of forfegumdated to servicbased vesting conditions). For a discussion obgsimption
and methodologies used to calculate the amourdsreefto above, please see the discussion of atwakds and option awards contained in Part II, BeftFinancial Statements
and Supplementary Data" of this Form 10-K in Ndte€onsolidated Financial Statements at Note fcleBased Compensation.”

) The following table presents the number of outstagndnd unexercised option awards and the numbenwésted stock awards held by each of the Non-&yegl Directors as of
September 29, 2007.

Number of Shares Subject to Number of Unvested Shares of

©)

4)

Director Outstanding Options as of 9/29/07 Restricted Stock as of 9/29/07
William V. Campbell 110,00 —
Millard S. Drexler 190,00( —
Albert A. Gore, Jr 70,00( —
Arthur D. Levinson, Ph.C 110,00( —
Eric E. Schmidt, Ph.C — —
Jerome B. Yorl 50,00( —

As described below, the Company granted each dfatsEmployee Directors (other than Dr. Schmidtpation to purchase 10,000 shares of the Companysnon stock during

fiscal year 2007. These grants were made on thieensary of the director's initial election or apgaent to the Board of Directors and had the foifg fair values on the

applicable grant date: Mr. Campbell, $476,200; Brexler, $378,400; Mr. Gore, $300,300; Dr. Levins$#48,000; and Mr. York, $476,200. See footno)ddf the assumptions

used to value these awards.

The amount reported in column (g) above considedysof one or more of a limited number of free qauter systems and/or additional equipment pursigetfite Board of Directol

Equipment Program.
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Compensation of Directors

The form and amount of director compensation aterdéned by the Board after a review of recommendatmade by the Nominating
Committee. The current practice of the Board ibdee a substantial portion of a director's anretaimer on equity. Under the Company's 1997
Director Stock Option Plan (the "Director PlanHhetCompany's Non-Employee Directors are grantempéion to acquire 30,000 shares of the
Company's common stock upon their initial electiothe Board (an "Initial Option”). Initial Optionsest and become exercisable in equal
installments on each of the first three anniveesaof the grant date. On the fourth anniversary Wbn-Employee Director's initial election to
the Board and on each subsequent anniversary ftesre¢he director is granted an option to acqidegd00 shares of the Company's common
stock (an "Annual Option"). Annual Options are yulested and immediately exercisable on the datganit.

Upon his initial appointment to the Board on Aug8t 2006, Dr. Schmidt declined the annual retai@erand the automatic stock option grant
to purchase 30,000 shares to which new directergatitled under the Director Plan. Instead, Dhridt purchased 10,000 shares of the
Company's common stock on the open market.

Non-Employee directors also receive a $50,000 anratairer paid in quarterly installments. Beginnindhie 2008 fiscal year, the chairperson
of the Audit and Finance Committee will also beitted to an annual retainer of $25,000, in additiethe annual retainer paid to all non-
employee directors. Directors do not receive argitemhal consideration for serving as a membert@iperson of any other committee. In
addition, directors receive up to two free compsietems per year and are eligible to purchaseiaddi equipment at a discount.

Compensation Committee Interlocks and Insider Partipation

The Compensation Committee members whose namearapp¢he Compensation Committee Report above em@renittee members during
all of fiscal year 2007. Mr. Campbell formerly sedvas an officer of the Company and of FileMakee,,la subsidiary of the Company. No
other member of the Compensation Committee is stlegn a former or current executive officer of@mnpany, and no member of the
Compensation Committee had any relationships reqgudisclosure by the Company under the SEC's mnglgsiring disclosure of certain
relationships and related-party transactions. Nafrthe Company's executive officers served asectiir or a member of a compensation
committee (or other committee serving an equivdienttion) of any other entity, the executive offis of which served as a director or
member of the Compensation Committee during tleafigear ended September 29, 2007.
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Item 12. Security Ownership of Certain Beneficial Qvners and Management and Related Stockholder Matter
Equity Compensation Plan Information

The following table sets forth certain informati@s, of September 29, 2007, concerning shares ofmoonstock authorized for issuance under
all of the Company's equity compensation plans.

Number of Securities

Number of Securities Remaining Available for
to be Issued Upon Weighted Average Future Issuance Under
Exercise of Exercise Price of Equity Compensation Plans
Outstanding Options, Outstanding Options, (Excluding Securities
Warrants and Rights Warrants and Rights Reflected in Column (a))
@ (b) (c)
Equity compensation plans approved
shareholder 37,597,43 $ 54.7¢ 74,851,76(1)
Equity compensation plans not appro
by shareholder 12,153,31 $ 10.3¢ —
Total equity compensation plans 49,750,75 $ 43.9] 74,851,76
] |

(1)  This number includes 7,025,104 shares of commarks&served for issuance under the Employee StaothBse Plan, 370,000 sha
available for issuance under the 1997 Director iS@ption Plan, and 67,456,659 shares availablestwrance under the 2003 Emplo
Stock Plan. The grant of 4,675,000 restricted stotis has been deducted from the number of slaaagiable for future issuance.
Shares of restricted stock and restricted stocts gmanted after April 2005 count against the sharailable for grant as two shares for
every share granted. This number excludes shacdks time 1990 Stock Option Plan that was terminatd®97. No new options can be
granted under the 1990 Stock Option Plan.

(2) This table does not include 350 shares of commmeksinderlying options assumed in connection wighiar acquisition of a compar
that originally granted those options. These assuoptions have a weighted average exercise pri$d.d2 per share. No additional
options may be granted under the assumed plan.

Security Ownership of Certain Beneficial Owners

The following table sets forth certain informatias of September 29, 2007 (the "Table Date") witipeet to the beneficial ownership of the
Company's common stock by (i) each person the Coynpelieves beneficially holds more than 5% of dlgéstanding shares of common stc
(i) each director; (iii) each Named Executive ©#i listed in the Summary Compensation Table utideheading Tnformation Regarding
Executive Compensation;' and (iv) all directors and executive officersaagroup. On the Table Date, 872,328,972 shardsec€bompany's
common stock were issued and outstanding. Unlésswise indicated, all persons named as benebeiakrs of the Company's common
stock have sole voting power and sole investmewgpavith respect to the shares indicated as baal§iowned. In addition, unless otherwise
indicated, all persons named below can be reach&dme Inc., 1 Infinite Loop, Cupertino, Califomb5014.
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Security Ownership of 5% Holders, Directors, Nomines and Executive Officers

Name of Beneficial Owner

Shares of Common Stoc

Beneficially Owned(1)

Percent of Common Stoct
Outstanding

Fidelity Investment:
Steven P. Jok
William V. Campbell
Timothy D. Cook
Millard S. Drexler
Tony Fadell

Albert A. Gore, Jr
Ronald B. Johnso
Arthur D. Levinsor
Peter Oppenheim
Eric E. Schmid
Jerome B. Yorl

All current executive officers and directors asraugp

(14 persons

56,583,87 (2)

5,546,45,
112,90( (3)
13,327 (4)
230,00( (5)
288,70: (6)
70,00( (7)

1,450,62! (8)
365,01 (9)
14,87: (10)
12,28 (11)
90,00( (12

8,352,391 (13)

6.4<%

L R R R R A I

1.0(%

(D) Represents shares of the Company's common stoglahdloptions held by such individuals that werereisable at the Table Date or
within 60 days thereafter. This does not includgams or restricted stock units that vest more tB@mlays after the Table Date.

(2) Based on a Form 13G/A filed February 14, 2007 byRF®brp. FMR Corp. lists its address as 82 Devoashireet, Boston, MA 0210

in such filing.

3) Includes 110,000 shares of the Company's commak ghat Mr. Campbell has the right to acquire bgreise of stock options.

4) Excludes 600,000 unvested restricted stock u

(5) Includes 40,000 shares of the Company's commok gtat Mr. Drexler holds indirectly and 190,000 s#sof the Company's comm
stock that Mr. Drexler has the right to acquireglxgrcise of stock options.

(6) Includes 275 shares of the Company's common shatkMr. Fadell holds indirectly, 165,875 shareshaf Company's common sto
that Mr. Fadell has the right to acquire by exer@gstock options within 60 days after the Tab&d) 1,157 shares of the Company's
common stock held by Mr. Fadell's spouse, and IbrsBares of the Company's common stock that MfelFs spouse has the right to
acquire by exercise of stock options within 60 dafger the Table Date. Excludes 210,000 unvestsiceed stock units held by
Mr. Fadell and 40,000 unvested restricted stocksureld by Mr. Fadell's spouse.

) Consists of 70,000 shares of the Company's comiock that Mr. Gore has the right to acquire by ebser of stock options.

(8) Includes 1,300,000 shares of the Company's commoek that Mr. Johnson has the right to acquired®rese of stock options al

excludes 450,000 unvested restricted stock units.

9) Includes 2,000 shares of the Company's common $teickby Dr. Levinson's spouse and 110,000 shdrdedCompany's common
stock that Dr. Levinson has the right to acquireekgrcise of stock options.

(10) Excludes 450,000 unvested restricted stock u
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(11) Consists of 12,284 shares of the Company's comtock that Dr. Schmidt holds indirectly. Dr. Schmidts declined to participate
the 1997 Director Stock Option Plan.

(12) Includes 40,000 shares of the Company's commoi gtat Mr. York holds jointly with his spouse an@d,600 shares of the Company's
common stock that Mr. York has the right to acqbiyeexercise of stock options.

(13) Includes 2,146,546 shares of the Company's commoaR that executive officers or directors haverilgat to acquire by exercise
stock options and excludes 2,950,000 unvestedatestrstock units.

* Represents less than 1% of the issued and outstaedares of the Company's common stock on thesTdite.

Item 13. Certain Relationships and Related Transa@ins, and Director Independence
Review, Approval or Ratification of Transactions wih Related Persons

The Board of Directors has adopted a written pdiaryapproval of transactions between the Compatyits directors, director nominees,
executive officers, greater than five percent bier@fowners and their respective immediate familgmbers, where the amount involved in the
transaction exceeds or is expected to exceed $12M0€a single calendar year. A copy of this polegvailable on the Company's website at
www.apple.com/investor.

The policy provides that the Audit Committee revéesertain transactions subject to the policy andrdd@nes whether or not to approve or
ratify those transactions. In doing so, the Audih@nittee takes into account, among other factaleéims appropriate:

. the related person's interest in the transac
. the approximate dollar value of the amount involirethe transactior
. the approximate dollar value of the amount of tlated person's interest in the transaction withegéard to the amount of any

profit or loss;
. whether the transaction was undertaken in the argioourse of business of the Compe

. whether the transaction with the related persgmaposed to be, or was, entered into on termsswfée/orable to the Compa
than terms that could have been reached with aglated third party;

. the purpose of, and the potential benefits to tbm@any of, the transaction; a

. any other information regarding the transactiotherrelated person in the context of the proposstsaction that would k
material to investors in light of the circumstanoéshe particular transaction.

In addition, the Audit Committee has delegated auitty to the Chair of the Audit Committee to prepapve or ratify certain transactions. A
summary of any new transactions pre-approved diehby the Chair is provided to the full Audit @mnittee for its review in connection with
its next scheduled Audit Committee meeting.

The Audit Committee has considered and adoptedistgpre-approvals under the policy for limitednsactions with related persons. Pre-
approved transactions include:

. employment of executive officers, subject to certznditions

. any compensation paid to a director if the compemsés required to be reported in the Companytypistatement under Ite
402 of Regulation S-K promulgated by the SEC;

117




any transaction with another company at which ateel person's only relationship is as an emplog#e( than an executi
officer or director) or beneficial owner of lesathten percent of that company's equity, if thereggte amount involved does
not exceed the greater of $1,000,000, or two pé@ithat company's total annual revenue;

any charitable contribution, grant or endowmenth®/Company to a charitable organization, foundatiouniversity at which
related person's only relationship is as an emgld@gther than an executive officer or directorthé aggregate amount involved
does not exceed the lesser of $1,000,000, or tneepeof the charitable organization's total anmaeéipts; and

any transaction where the related person's intaresgs solely from the ownership of the Compaogfamon stock and &
holders of the Company's common stock receivedainge benefit on a pro rata basis, such as dividends

A summary of new transactions covered by the standieapprovals described above is provided to the AQdinmittee for its review at ea
regularly scheduled Audit Committee meeting. THatesl person transactions described below wereoapgdrby the Board of Directors before
this policy was adopted.

Transactions with Related Persons

The Company entered into a Reimbursement Agreewignits CEO, Steve Jobs, for the reimbursemermxpienses incurred |
Mr. Jobs in the operation of his private plane whsed for Apple business. The Company recognizethhof $776,000,
$202,000, and $1,100,000 in expenses pursuanetBeimbursement Agreement during 2007, 2006, afd,2@spectively.

The Company enters into commercial dealings wite Walt Disney Company, Genentech and Google tltanisiders arms-
length, including sales arrangements and, in tese cdGoogle, licensing agreements and similangegments and, in the case
The Walt Disney Company, iTunes Store content Boanagreements and similar agreements. The Comgranys into these
commercial dealings in the ordinary course of itsibess. Mr. Jobs is a Director of The Walt Dis@&ynpany. Dr. Levinson is
the Chief Executive Officer and a Director of Getegh. Dr. Schmidt is the Chief Executive OfficedanDirector of Google
and Mr. Gore is a Senior Advisor to Google. The @any does not believe that any of Messrs. Jobsooe Gr Drs. Levinson or
Schmidt has a material direct or indirect interastny of such commercial dealings.

The Board has determined all Board members, exuju8teve Jobs, are independent under the applibBkBDAQ rules. The
Board has also determined the members of each dbeenoif the Board are independent under the listiagdards of the
NASDAQ Global Select Market. In making these defeations, the Board considered, among other thithgstypes and
amounts of the commercial dealings between the @ompnd the companies and organizations with witierdirectors are
affiliated.

Tony Fadell's spouse is the Vice President, HumesoRrces of the Company. She earned $318,467arysaid $218,750 in
bonus during fiscal year 2007 and participatef@@ompany's equity award and benefit programscbiepensation is
commensurate with that of her peers.

Director Independence

The Board has determined all Board members, exajuSiteve Jobs, are independent under the applib&BDAQ rules. The Board has also
determined the members of each committee of thedBar@ independent under the listing standards®NASDAQ Global Select Market. In
making these determinations, the Board considemaodng other things, the types and amounts of thereercial dealings between the
Company and the companies and organizations witbhathe directors are affiliated.
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Item 14. Principal Accountant Fees and Services

The following table sets forth the fees accruegaid to the Company's independent registered pabtiounting firm, KPMG LLP, during
fiscal years 2007 and 2006.

Audit and Non-Audit Fees

2007 2006
Audit Fees (1 $ 7,943,900 $ 7,912,70i
Audit-Related Fees (¢ 432,00( 28,00(
Tax Fees (3 600,40( 820,50(
All Other Fees — —
Total $ 8,976,301 $ 8,761,20i

Q) Audit fees relate to professional services rendarednnection with the audit of the Company's atrimancial statements and internal
control over financial reporting, quarterly reviefffinancial statements included in the Compangis 10-Q, and audit services
provided in connection with other statutory andulatpry filings. Fiscal years 2007 and 2006 inckifes incurred in connection with
the Special Committee of the Board of Directorgéstigation into stock option practices.

(2) Audit-related fees comprise fees for professional seswitat are reasonably related to the performaneadit or review of thi
Company's financial statements.

3) The 2007 and 2006 tax fees include $581,200 an8,8@Q, respectively, for professional services egad in connection with tax
compliance and preparation relating to the Comgeaexpatriate program, tax audits and internatitaatompliance; and $19,200 and
$91,900, respectively, for international tax cotiegland planning services. The Company does rpagas KPMG to perform personal
tax services for its executive officers.

Policy on Audit Committee Pre-Approval of Audit and Non-Audit Services Performed by the Independent Aditors

Prior to the enactment of the Sarbanes-Oxley AQO8R (the "Act"), the Company adopted an auditdependence policy that banned its
auditors from performing non-financial consultirengces, such as information technology consuléind internal audit services. This auditor
independence policy also mandates that the audihanaudit services and related budget be approveddtitlit Committee in advance,
that the Audit Committee be provided with quartegporting on actual spending. In accordance wiith policy, all services to be performed
KPMG were pre-approved by the Audit Committee.

Subsequent to the enactment of the Act, the AudihQittee met with KPMG to further understand thevisions of the Act as it relates to
auditor independence. KPMG previously rotated dagl laudit partner in fiscal year 2005 in compliawié the Act. KPMG also rotated other
partners in 2007 and 2006, and will rotate add&iqrartners as appropriate. The Audit Committe¢ aoihtinue to monitor the activities
undertaken by KPMG to comply with the Act.
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PART IV
Iltem 15. Exhibits, Financial Statement Schedules

(a) Documents filed as part of this report

(1)  Allfinancial statements

Index to Consolidated Financial Statements Page
Consolidated Balance Sheets as of September 29,&@DSeptember 30, 20 55
Consolidated Statements of Operations for the tfiseal years ended September 29, 2 56
Consolidated Statements of Shareholders' Equitthivthree fiscal years ended September 29, 57
Consolidated Statements of Cash Flows for the tfiseal years ended September 29, 2 58
Notes to Consolidated Financial Stateme 59
Selected Quarterly Financial Information (Unaudit 9C
Reports of Independent Registered Public Accourfing, KPMG LLP 91

2) Financial Statement Schedule

All financial statement schedules have been omittette the required information is not applicairés not present in amounts sufficient to
require submission of the schedule, or becausitbimation required is included in the ConsolidaEénancial Statements and Notes thereto.

4) Exhibits required by Item 601 of Regulation -K
The information required by this item is set footinthe exhibit index that follows the signature @ad this report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, theredalp authorized, this 15th day of November 2007.

APPLE INC.

By: /s/ PETER OPPENHEIMER

Peter Oppenheimer
Senior Vice President and
Chief Financial Office!

Power of Attorney

KNOW ALL PERSONS BY THESE PRESENTS, that each pershose signature appears below constitutes anuirgpfSteven P. Jobs and
Peter Oppenheimer, jointly and severally, his atgs-in-fact, each with the power of substitutifmm,him in any and all capacities, to sign any
amendments to this Annual Report on Form 10-K, tarfde the same, with exhibits thereto and othecudnents in connection therewith, with
the Securities and Exchange Commission, hereldyirgfiand confirming all that each of said attorsdy-fact, or his substitute or substitutes,
may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of 1
registrant and in the capacities and on the dathsdted:

Name Title Date

/sl STEVEN P. JOBS Chief Executive Officer and Direct:

(Principal Executive Officer)

November 15, 200
STEVEN P. JOB¢

s/ PETER OPPENHEIMER Senior Vice President and Chief Financial Offideriicipal

Financial and Principal Accounting Officer)

November 15, 2007
PETER OPPENHEIMEF

/sl WILLIAM V. CAMPBELL

Director November 15, 2007
WILLIAM V. CAMPBELL
/s/ MILLARD S. DREXLER
Director November 15, 2007
MILLARD S. DREXLER
/s ALBERT GORE, JR.
Director November 15, 2007
ALBERT GORE, JR
/s/ ARTHUR D. LEVINSON
Director November 15, 2007
ARTHUR D. LEVINSON
/s/ ERIC E. SCHMIDT
Director November 15, 2007
ERIC E. SCHMIDT
/s JEROME B. YORK
Director November 15, 2007

JEROME B. YORK

121




EXHIBIT INDEX

Incorporated by Reference

Exhibit Filing Date/
Number Exhibit Description Form Period End Date
3.1 Restated Articles of Incorporation, filedwihe Secretary of State of the S3 7127/8¢
State of California on January 27, 19
3.2 Certificate of Amendment to Restated Artiadésncorporation, filed with 10Q 5/11/0(
the Secretary of State of the State of Califormiaviay 4, 2000
3.3 Certificate of Amendment to Restated Articles afdrporation, a 16-Q 3/26/0¢
amended, filed with the Secretary of State of ttaeSof California on
February 25, 200¢
3.4 Certificate of Determination of Preferences of &g Not-Voting 16-K 9/26/97
Convertible Preferred Stock of the Registri
3.5%* By-Laws of the Registrant, as amended through Noveti®e2007
10.1* 1990 Stock Option Plan, as amended through NoveBhE397. 16-Q 12/26/9°
10.2* Employee Stock Purchase Plan, as amended throughi 82007 8-K 5/16/01
10.3* Form of Indemnification Agreement between the Riegig and eac 10-K 9/26/9
officer of the Registran
10.4* NeXT Computer, Inc. 1990 Stock Option Plan, as atedr S-8 3/21/9
10.5* 1997 Employee Stock Option Plan, as amended thr@agbber 19, 200! 10-K 9/28/0:
10.6* 1997 Director Stock Option Plan, as amended thravgi 10, 2007 8-K 5/16/01
10.7* 2003 Employee Stock Plan, as amended through MagQy. 8-K 5/16/01
10.8* Reimbursement Agreement dated as of May 25, 20Gintdybetween th 16-Q 6/29/0:
Registrant and Steven P. Jo
10.9* Form of Restricted Stock Unit Award Agreeme 16-Q 3/27/0¢
10.10* Alternative Form of Restricted Stock Unit Award Agment 10-K 9/24/0¢
10.11* Performance Bonus Plan dated April 21, 2( 16-Q 3/26/0¢
10.12* Form of Election to Satisfy Tax Withholding withd8k. 8-K 8/15/0¢
10.13* Form of Option Agreement 10-K 9/24/0¢
10.14* Consulting Agreement dated as of April 2006 by and between the 10Q 7/1/0¢€
Registrant and J.R. Ruby Consulting Cc
10.15** Form of Restricted Stock Unit Award Agraent effective as of August 28,
2007.
14.1 Code of Ethics of the Registra 10-K 9/27/0:
21** Subsidiaries of the Registra
23.1** Consent of Independent Registered Public Accouriing.
24 1% Power of Attorney (included on the Signature Pdgthie Annual Report ¢
Form 1(-K).
31.1** Rulel3i-14(a) / 15-14(a) Certification of Chief Executive Office
31.2** Rulel3i-14(a) / 15-14(a) Certification of Chief Financial Office
32.1%x* Section 1350 Certifications of Chief Exdive Officer and Chief Financial
Officer.
* Indicates management contract or compensatorygelarrangement.

*x Filed herewith.

rkx Furnished herewitt

122




QuickLinks
PART |
Iltem 1. Business

Iltem 1A. Risk Factors

Iltem 1B. Unresolved Staff Comments
Item 2. Properties

Item 3. Legal Proceedings

Item 4. Submission of Matters to a Vote of Securtiders
PART Il

Item 5. Market for Registrant's Common Equity, RedaStockholder Matters and Issuer Purchases dfyE§acurities
Item 6. Selected Financial Data
Item 7. Management's Discussion and Analysis odfdmal Condition and Results of Operations

Item 7A. Quantitative and Qualitative Disclosurdsofit Market Risk
Item 8. Financial Statements and Supplementary Data

CONSOLIDATED BALANCE SHEETS (In millions, exceptate amounts)

CONSOLIDATED STATEMENTS OF OPERATIONS (In millionsxcept share and per share amounts)
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY (millions, except share amounts which are in thnds
CONSOLIDATED STATEMENTS OF CASH FLOWS (In millions)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Item 9. Changes in and Disagreements with Accotsitam Accounting and Financial Disclosure
Item 9A. Controls and Procedures
Item 9B. Other Information

PART IlI

Item 10. Directors, Executive Officers and Corper@overnance
Item 11. Executive Compensation

COMPENSATION DISCUSSION AND ANALYSIS

Item 12. Security Ownership of Certain Beneficialii@rs and Management and Related Stockholder Matter
Item 13. Certain Relationships and Related Traimwmagtand Director Independence
Item 14. Principal Accountant Fees and Services

Audit and Non-Audit Fees
PART IV

SIGNATURES

Power of Attorney
EXHIBIT INDEX



QuickLinks-- Click here to rapidly navigate through this domnt

Exhibit 3.5

AMENDED AND RESTATED BYLAWS
OF
APPLE INC.

(as of November 13, 2007)




Table of Contents

Page
ARTICLE | CORPORATE OFFICE! 1
1.1 Principal Office 1
1.2 Other Offices 1
ARTICLE Il DIRECTORS 1
2.1 Powers 1
2.2 Number 1
2.3 Compensatiol 1
2.4 Election and Term of Offic 2
2.5 Vacancies and Resignatio 2
2.6 Removal 2
ARTICLE 1l OFFICERS 3
3.1 Officers 3
3.2 Appointment of Officer: 3
3.3 Subordinate Officer 3
3.4 Term of Office and Compensati 3
3.5 Removal or Resignatic 3
3.6 Vacancies 3
3.7 Chairman of the Boar 3
3.8 Chief Executive Office 4
3.9 Presiden 4
3.10 President Pro Tet 4
3.11 Vice Presiden 4
3.12 Secretary 5
3.13 Chief Financial Office! 6
3.14 Officers Appointed by Chief Executive Offic 6
3.15 Removal of Director: 7
ARTICLE IV COMMITTEES 7
4.1 Committees of the Board of Directc 7
ARTICLE V MEETINGS OF SHAREHOLDER:! 8
5.1 Place of Meeting 8
5.2 Annual Meetings 8
5.3 Special Meeting 8
5.4 Notice of Meetings 9
5.5 Manner of Giving Notice; Affidavit of Notic 9
5.6 Consent to Shareholders' Meetit 9
5.7 Quorum 1C
i
5.8 Adjourned Meeting: 1C
5.9 Record Date for Shareholder Notice; Voting; Givibgnsent: 1C
5.10 Action by Written Conser 11
5.11 Election of Director: 11
5.12 Proxies 12
5.13 Inspectors of Election 12
5.14 Advance Notice of Shareholder Proposals and Dirédtaninations 13
ARTICLE VI MEETINGS OF DIRECTOR! 14
6.1 Place of Meeting 14
6.2 Regular Annual Meeting; Regular Meetir 14
6.3 Special Meeting 14
6.4 Notice of Special Meeting 14
6.5 Quorum 14
6.6 Adjournment 15
6.7 Waiver and Notice of Conse 15
6.8 Action without a Meeting 15
6.9 Committees 15
ARTICLE VII GENERAL MATTERS 15
7.1 Record Date for Purposes Other than Notice andnd: 15

7.2 Instruments in Writing 15



7.3

7.4

7.5

7.6

7.7

7.8
ARTICLE VI

8.1

8.2
ARTICLE IX

9.1

9.2
ARTICLE X

10.1

10.2

10.3

10.4

Shares Held by the Corporati

Certificates for Share

Lost Certificates

Certification and Inspection of Bylav

Interpretatior

Constructior

CONSTRUCTION OF BYLAWS WITH REFERENCE TO PROVISIONE- LAW
Bylaw Provisions Additional and Supplemental to\®smns of Law
Bylaw Provisions Contrary to or Inconsistent witto¥sions of Law
ADOPTION, AMENDMENT OR REPEAL OF BYLAW(S

By Shareholder

By the Board of Director

INDEMNIFICATION

Indemnification of Directors and Office

Indemnification of Other

Payment of Expenses in Advar

Indemnification not Exclusiv

16
16
16
16
17
17
17
17

17
17
17

18
18
18
18




10.5
10.6

Insurance Indemnificatio
Conflicts

18
19




APPLE INC.

AMENDED AND RESTATED BYLAWS

ARTICLE |

CORPORATE OFFICES

1.1 Principal Office

The Board of Directors shall fix the locatiof the principal executive office of Apple Ir{the " Corporatiori) at any place within or
outside the State of California. If the principageutive office is located outside California ahd Corporation has one or more business of
in California, then the Board of Directors sha¥ &ind designate a principal business office infGatlia.

1.2 Other Offices

The Board of Directors may at any time lelss branch or subordinate offices at any placplaces.

ARTICLE Il

DIRECTORS
2.1 Powers

Subject to the provisions of the Califor@iarporation Code (the " Codg any limitations in the Restated Articles of emporation (the "
Articles of Incorporatior) and these Amended and Restated Bylaws (theséaWBY) relating to action required to be approved by th
shareholders or by the outstanding shares, thedssiand affairs of the Corporation shall be mashage all corporate powers shall be
exercised under the direction of the Board of Does: The Board of Directors may delegate the mamegt of the day-to-day operation of the
business of the Corporation to a management compaother person provided that the business amiraibf the Corporation shall be
managed and all corporate powers shall be exercisedr the ultimate direction of the Board of Dies.

2.2  Number

The number of directors of the Corporasball be not less than five (5) nor more than i@)eThe exact number of directors shall be
eight (8) until changed within the limits specifiadove, by a bylaw amending this Section,2Rly adopted by the Board of Directors or by
shareholders. The indefinite number of directory bechanged, or a definite number fixed withowvsion for an indefinite number, by a
duly adopted amendment to the Articles of Incorporeor by amendment to these Bylaws duly adoptethb vote or written consent of
holders of a majority of the outstanding sharegledtto vote; provided, however, that an amendmedticing the fixed number or the
minimum number of directors to a number less thee (6) cannot be adopted if the votes cast agématioption at a meeting of the
shareholders, or the shares not consenting inabe af action by written consent, are equal to rttwae sixteen and two-thirds percent (16-
2/3%) of the outstanding shares entitled to votealfhendment may change the stated maximum numlsertiedrized directors to a number
greater than two times the stated minimum numbelirettors minus one.

2.3 Compensation

Directors and members of committees magivecsuch compensation, if any, for their serviees]l may be reimbursed for expenses, as
fixed or determined by resolution of the Board a@feldtors. This Section 2.$hall not be construed to preclude any directanfserving the
Corporation in any other capacity and receiving pensation for those services.




2.4  Election and Term of Office

Each director shall be elected to servé tirg annual meeting of shareholders held in tileing fiscal year or until his or her successor
shall have been duly elected and qualified.

2.5 Vacancies and Resignations

(@) A vacancy or vacancies on the Bodidiectors shall be deemed to exist (i) in therdgwaf the death, resignation or removal of any
director, (ii) if the authorized number of directas increased, (iii) if the shareholders failany meeting of shareholders at which any director
or directors are elected, to elect the full authedinumber of directors to be elected at that mgett (iv) if the Board of Directors declares
vacant the office of a director who has been ded@af unsound mind by an order of court or condicia felony.

(b) Except for a vacancy caused by theoreal of a director as provided in Section @f@hese Bylaws, a vacancy may be filled (i) by a
person selected by a majority of the remainingadines then in office, whether or not less than argm or (ii) by a sole remaining director.
Vacancies created by the removal of a directod steefilled only by the affirmative vote of shareslding a majority of the voting power
represented and voting a duly held meeting at whighorum is present (which shares voting affiradyi also constitute at least a majority of
the voting power required to constitute a quorusn)y the unanimous written consent of all sharg#led to vote thereon.

(c) The shareholders may elect a diregt@ny time to fill a vacancy or vacancies ndééilby the directors, but any such election by
written consent, other than to fill a vacancy ceddty removal, shall require the consent of shiaodding a majority of the voting power that
are entitled to vote thereon. A director may notleeted by written consent to fill a vacancy ceedby removal except by unanimous consent
of all shares entitled to vote for the electiordoéctors.

(d) Any director may resign effective mpgiving written notice to the Chairman of the Bibaf Directors, the President, the Chief
Executive Officer, the Secretary or the Board afebiors, unless the notice specifies a later tionéHe effectiveness of such resignation. If the
resignation of a director is effective at a futtiree, the Board of Directors may elect a succegstake office when the resignation becomes
effective. A reduction of the authorized numbedivéctors shall not remove any director prior te #xpiration of such director's term of offi

2.6  Removal

The entire Board of Directors or any indival director may be removed without cause froricefby an affirmative vote of a majority of
the outstanding shares entitled to vote; provided, tunless the entire Board of Directors is rendpw® director shall be removed when the
votes cast against removal, or not consenting itingrto such removal, would be sufficient to eleath director if voted cumulatively (withc
regard to whether such shares may be voted cumellgtiat an election at which the same total nundfeotes were cast, or, if such action is
taken by written consent, all shares entitled tteweere voted, and either the number of directlasted at the most recent annual meeting of
shareholders, or if greater, the number of diractor whom removal is being sought, were then beiegted. If any or all directors are so
removed, new directors may be elected at the sagstimg or at a subsequent meeting. If at any titlass or series of shares is entitled to
elect one or more directors under authority grabtethe Articles of Incorporation, the provisiorfstiois Section 2.&hall apply to the vote of
that class or series and not to the vote of thstantling shares as a whole.
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ARTICLE llI

OFFICERS
3.1 Officers

The officers of the Corporation shall b€ldef Executive Officer or a President, a Secretarg a Chief Financial Officer. The
Corporation may also have, at the discretion ofBbard of Directors, a Chairman of the Board ofdotors, one or more Vice Presidents, a
Treasurer, one or more Assistant Secretaries aa@omore Assistant Treasurers and such officemsagsbe appointed in accordance with the
provisions of Section 3.8f these Bylaws. Any number of offices may be Haldhe same person.

3.2 Appointment of Officers

The officers of the Corporation, excepttsotficers as may be appointed in accordance \uighprovisions of Section 3 these Bylaws,
shall be chosen by the Board of Directors and satviee pleasure of the Board of Directors, sultjethe rights, if any, of an officer under any
contract of employment.

3.3 Subordinate Officers

The Board of Directors may appoint, or neaypower the Chairman of the Board of Directors,Ghéf Executive Officer or the President
to appoint such other officers as the businesk@ftorporation may require, each of whom shall ledfice for such period, have such authc
and perform such duties as are provided in thesawByor as the Board of Directors may from timéiiee determine.

3.4 Term of Office and Compensation

The term of office and salary of each afl gdficers and the manner and time of the paynoéstich salaries shall be fixed and determined
by the Board of Directors and may be altered byBbard of Directors from time to time at its plesswsubject to the rights, if any, of an offi
under any contract of employment.

3.5 Removal or Resignation

(a) Subiject to the rights, if any, ofa@fficer under any contract of employment, all oéfis serve at the pleasure of the Board of Directors
and any officer may be removed, either with or withcause, by the Board of Directors at any regula@pecial meeting of the Board of
Directors, or, except in the case of an officersghoby the Board of Directors, by any officer updrom such power of removal may be
conferred by the Board of Directors.

(b) Any officer may resign at any timeomparitten notice to the Corporation, without puidife to the rights, if any, of the Corporation
under any contract to which the officer is a paftyry resignation shall take effect at the datehefteceipt of that notice or at any later time
specified in that notice, and, unless otherwiseegsgary to make it effective, the acceptance ofdbignation shall not be necessary to make it
effective.

3.6 Vacancies

A vacancy in any office because of deaghignation, removal, disqualification or any otbause shall be filled in the manner prescribed
by these Bylaws for regular appointments to thitef

3.7 Chairman of the Board

The Chairman of the Board of Directorghiére be one, shall have the power to presidé atedtings of the Board of Directors and shall
have such other powers and shall be subject toathen duties as the Board of Directors may frametto time prescribe or as may be
prescribed by these




Bylaws. If there is not a President or a Chief s Officer, then the Chairman of the Board ofdators shall also be the chief executive
officer of the Corporation and shall have the pengard duties prescribed in Section 8f8hese Bylaws.

3.8 Chief Executive Officer
The powers and duties of the Chief Exeeu@fficer are:

(@) To act as the general manager aref eRecutive officer of the Corporation and, subjeche control of the Board of Directors, to
have general supervision, direction and contrahefbusiness and affairs of the Corporation.

(b) To preside at all meetings of thershalders and, in the absence of the ChairmaneoBtard of Directors or if there be no Chairman
of the Board of Directors, at all meetings of theaBl of Directors.

(c) To call meetings of the shareholderd meetings of the Board of Directors to be heklah times and, subject to the limitations
prescribed by law or by these Bylaws, at such plasehe or she shall deem proper.

(d) To affix the signature of the Corptaya to all deeds, conveyances, mortgages, leabéigations, bonds, certificates and other papers
and instruments in writing which have been autheatiby the Board of Directors or which, in the judgmof the Chief Executive Officer,
should be executed on behalf of the Corporatiosjga certificates for shares of stock of the Coaion; and, subject to the direction of the
Board of Directors, to have general charge of tloperty of the Corporation and to supervise androball officers, agents and employees of
the Corporation.

3.9 President
The powers and duties of the President are:

(a) To act as the general manager o€mporation and, subject to the control of the BlaafrDirectors, to have general supervision,
direction and control of the business and affairthe Corporation.

(b) To preside at all meetings of therghalders and, in the absence of the ChairmaneoBtard of Directors and the Chief Executive
Officer or if there be no Chairman of the Boardifectors or Chief Executive Officer, at all meetinof the Board of Directors.

(c) To affix the signature of the Corpgra to all deeds, conveyances, mortgages, leabéigations, bonds, certificates and other papers
and instruments in writing which have been autheatiby the Board of Directors or which, in the judgrhof the President, should be executed
on behalf of the Corporation; to sign certificatesshares of stock of the Corporation; and, sulife¢he direction of the Board of Directors, to
have general charge of the property of the Corpmratnd to supervise and control all officers, dgemd employees of the Corporation.

3.10 President Pro Tem

If neither the Chairman of the Board ofditors, the Chief Executive Officer, the Presidant,any Vice President is present at any
meeting of the Board of Directors, a Presidenttpro may be chosen to preside and act at such rge#tireither the Chief Executive Officer,
the President nor any Vice President is preseayaimeeting of the shareholders, a President prartay be chosen to preside at such mee

3.11 Vice President

The titles, powers and duties of the Vicesilent or Vice Presidents shall be prescribethéyBoard of Directors. In case of the absence,
disability or death of the Chief Executive Officérg




President, the Vice President, or one of the Viasidents, shall exercise all his or her powerspartbrm all his or her duties. If there is more
than one Vice President, the order in which thee\Reesidents shall succeed to the powers and aiftibe Chief Executive Officer or
President shall be as fixed by the Board of Dinexto

3.12 Secretary
The powers and duties of the Secretary are:

(@) To keep a book of minutes at thegipal executive office of the Corporation, or suther place as the Board of Directors may ol
of all meetings of its directors and shareholdeith the time and place of holding, whether regalaspecial, and, if special, how authorized,
the notice thereof given, the names of those ptedatirectors’ meetings, the number of sharesptaw represented at shareholders' meetings
and the proceedings thereof.

(b) To keep the seal of the Corporatind o affix the same to all instruments which maguire it.

(c) To keep or cause to be kept at timcjpal executive office of the Corporation, ottla office of the transfer agent or agents, a kcor
of the shareholders of the Corporation, givingrihmes and addresses of all shareholders and theenamd class of shares held by each
shareholder, the number and date of certificatageis for shares, appropriate records with respamdertificated shares issued, the number
and date of cancellation of every certificate sodered for cancellation and the number and dagyefy replacement certificate or the
appropriate records for uncertificated shares @$oelost, stolen or destroyed certificates.

(d) To keep a supply of certificates $bares of the Corporation, to fill in all certiftea issued or prepare the initial transaction stat
or written statements for uncertificated sharesd, tarmake a proper record of each such issuanoeided that so long as the Corporation shall
have one or more duly appointed and acting traregjents of the shares, or any class or seriesaoéshof the Corporation, such duties with
respect to such shares shall be performed by sackfér agent or transfer agents.

(e) To transfer upon the share book&ief@orporation or in bookntry form in accordance with the direct registmatsystem as provid
in Section 7.4(bdf these Bylaws any and all shares of the Corpamaprovided that so long as the Corporation diealle one or more duly
appointed and acting transfer agents of the shares)y class or series of shares, of the Corgmrasuch duties with respect to such shares
shall be performed by such transfer agent or tearegfents, and the method of transfer of eacHicatéid or uncertificated share shall be
subject to the reasonable regulations of the tearegfent to which the certificated or uncertifickshares are presented for transfer and, also, if
the Corporation then has one or more duly appoiatetlacting registrars, subject to the reasona&lgjelations of the registrar to which a new
certificate or a new issuance of uncertificatedabés presented for registration; and providerthér, that no certificate for shares of stock and
no uncertificated shares shall be issued, recovde@livered or, if issued, recorded or delivergtill have any validity whatsoever until and
unless it has been signed or authenticated, agapld, in the manner provided in Section Gf4hese Bylaws.

() To make service and publication bhatices that may be necessary or proper andowttbommand or direction from anyone. In ¢
of the absence, disability, refusal or neglecthef $ecretary to make service or publication of @otyces, then such notices may be served
and/or published by the Chief Executive Officeg Bresident or a Vice President, or by any perseretinto authorized by either of them ol
the Board of Directors or by the holders of a migjasf the outstanding shares of the Corporation.
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(g) Generally to do and perform all sdlcities as pertain to such office and as may benedjby the Board of Directors or these Byla
3.13 Chief Financial Officer
The powers and duties of the Chief Findr@ificer are:

(&) To supervise and control the keeind maintaining of adequate and correct accourttseo€orporation's properties and business
transactions, including accounts of its assetbiliii@s, receipts, disbursements, gains, lossagital, surplus and shares. The books of account
shall at all reasonable times be open to inspedyoany director.

(b) To have the custody of all funds,s@es, evidences of indebtedness and other viduddruments of the Corporation and, at his or
her discretion, to cause any or all thereof to égodited for the account of the Corporation witbhsdepository as may be designated from
to time by the Board of Directors.

(c) To receive or cause to be receivad,ta give or cause to be given, receipts and &emaes for moneys paid in for the account of the
Corporation.

(d) To disburse, or cause to be disbyrakkdunds of the Corporation as may be directgdhe Chief Executive Officer, the President or
the Board of Directors, taking proper voucherssiach disbursements.

(e) Torender to the Chief Executive €dfi the President or to the Board of Directorsgméver either may require, accounts of all
transactions as Chief Financial Officer and offthancial condition of the Corporation.

() Generally to do and perform all sulthiies as pertain to such office and as may beined) by the Board of Directors or these Byla
3.14 Officers Appointed by Chief Executive Officer

(&) The Chief Executive Officer of therBoration shall have the power, in the exerciski®br her discretion, to appoint additional
persons to hold positions and titles such as viesigent of the Corporation or a division of therfi@ation or president of a division of the
Corporation, or similar such titles, as the bussn&fsthe Corporation may require, subject to sumitd in appointment power as the Board of
Directors may determine. The Board of Directordldimadvised of any such appointment at a meetfrtge Board of Directors, and the
appointment shall be noted in the minutes of thetmg. The minutes shall clearly state that suakqgres are non-corporate officers appointed
pursuant to this Section 3.14

(b) Each such appointee shall have sitieh dhall serve in such capacity and shall haxehswuthority and perform such duties as the
Chief Executive Officer shall determine. Appointeesy hold titles such as "president” of a divisarother group within the Corporation, or
"vice president" of the Corporation or of a divisior other group within the Corporation. Howevery auch appointee, absent specific election
by the Board of Directors as an elected corportteeo, (i) shall not be considered an officer e&etby the Board of Directors pursuant to this
Article Il and shall not have the executive powers or authofitorporate officers elected pursuant to thiscle 1l , (ii) shall not be
considered (a) an "officer" of the Corporation floe purposes of Rule 3b-2 promulgated under tharies Exchange Act of 1934, as
amended, and the rules and regulations promulgaézdunder (collectively, the " Exchange Axor an "executive officer" of the Corporation
for the purposes of Rule 3b-7 promulgated undeEtkghange Act, and similarly shall not be consideara "officer” of the Corporation for the
purposes of Section 16 of the Exchange Act (as pecsons shall not be given the access to insfdenmation of the Corporation enjoyed by
officers of the Corporation) or an "executive oéfit of the Corporation for the purposes of Secfidrof the Exchange Act or (b) a
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"corporate officer” for the purposes of Section ®2he Code, except in any such case as otheraigéred by law, and (iii) shall be
empowered to represent himself or herself to thadies as an appointed vice president, etc., amnlgt,shall be empowered to execute
documents, bind the Corporation or otherwise adieimalf of the Corporation only as authorized by @hief Executive Officer or the Presid
or by resolution of the Board of Directors.

(c) An elected officer of the Corporatioray also serve in an appointed capacity hereunder.
3.15 Removal of Directors

Unless otherwise restricted by statutethieycertificate of incorporation or by these bylaemy director or the entire board of directors
may be removed, with or without cause, by the haldé a majority of the shares then entitled teevaitan election of directors. No reductio
the authorized number of directors shall have ffeceof removing any director prior to the expicat of such director's term of office.

ARTICLE IV

COMMITTEES

4.1 Committees of the Board of Directors

The Board of Directors may, by resolutialvpted by a majority of the authorized number oédtors, designate one or more committees,

each consisting of two (2) or more directors, tweeat the pleasure of the Board of Directors. Bbard of Directors may designate one or
more directors as alternate members of any comanitteo may replace any absent member at any mesdtihg committee. The appointment
of members or alternate members of a committeenegjthe vote of a majority of the authorized numiffedirectors. Any such committee st
have authority to act in a manner and to the exiemtided in the resolution of the Board of Dirgstand may have all the authority of the
Board of Directors, except with respect to:

(a) the approval of any action which, enthe Code, also requires shareholders' approsgproval of the outstanding shares;

(b) the filling of vacancies on the BoafdDirectors or in any committee;

(c) the fixing of compensation of theetditor for serving on the Board of Directors or oy aommittee;

(d) the amendment or repeal of theseBylar the adoption of new bylaws;

(e) the amendment or repeal of any reiswoiwf the Board of Directors which by its expréssns is not so amendable or repealable;

(H adistribution to the shareholdefshe Corporation, except at a rate, in a peri@diount or within a price range set forth in the
Articles of Incorporation or determined by the Babaf Directors; and

(g) the appointment or designation of athyer committee of the Board of Directors or thenmbers thereof.
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ARTICLE V

MEETINGS OF SHAREHOLDERS
5.1 Place of Meetings

(@) Meetings (whether regular, speciadjpurned) of the shareholders of the Corporatlwall be held at the principal executive office
for the transaction of business of the Corporatiwrgt any place within or without the State whishy be designated by written consent of all
the shareholders entitled to vote thereat, or whiely be designated by resolution of the Board oé@ors. Any meeting shall be valid
wherever held if held by the written consent ofth# shareholders entitled to vote thereat, givéreebefore or after the meeting and filed with
the Secretary.

(b) A meeting of the shareholders magdieducted in whole or in part, by electronic traission by and to the Corporation or by
electronic video screen communication if:

(i) the Corporation implements reasoaahbkasures to provide shareholders (in person prdxy) a reasonable opportunity to
participate in the meeting and to vote on mattaetsrstted to the shareholders; and

(i) the Corporation maintains a recofdhe vote or action and any shareholder votegtmrashareholder action is taken at the
meeting by means of electronic transmission tadbmporation or electronic video screen communicatio

Any request by the Corporation to a shaddraunder Section 20(b) of the Code for conserbtuduct a meeting of shareholders by
electronic transmission must include a notice #ieent consent of the shareholder, the meetindwilield at a physical location.

5.2  Annual Meetings

An annual meeting of shareholders shahdld each year on a date and at a time designgt#tetBoard of Directors. The annual mee
shall be held for the purpose of electing directord for making reports of the affairs of the Cogtimn. Any other proper business may be
transacted at the annual meeting of shareholders.

5.3 Special Meetings

Special meetings of the shareholders fgrpampose or purposes whatsoever may be callegydirae by the President or by the Board of
Directors, or by two or more members thereof, oobg or more holders of shares entitled to caskasstthan ten percent (10%) of the vote
the record date established pursuant to Sectioofitfse Bylaws. Upon request in writing sent lyistered mail to the Chief Executive
Officer, President, Vice President or Secretanyalivered to any such officer in person, by angspe or persons entitled to call a special
meeting of shareholders (such request, if sentdlyaseholder or shareholders, to include the infion required by Section 5.04 these
Bylaws), it shall be the duty of such officer, setijto the immediately succeeding sentence, toecaoice to be given to the shareholders
entitled to vote that a meeting will be requestgdHh® person or persons calling the meeting, the aawhich meeting, which shall be set by
such officer, to be not less than thirty-five (8&)ys nor more than sixty (60) days after such reque if applicable, determination of the
validity of such request pursuant to the immedjaseicceeding sentence. Within seven (7) days edtaiving such a written request from a
shareholder or shareholders of the CorporationBthead of Directors shall determine whether shaddrs owning not less than ten percent
(10%) of the shares as of the record date estahlipbrsuant to Section 509 these Bylaws for such request support the dall gpecial
meeting and notify the requesting party or pamieiss finding. Nothing contained in this paragragftthis Section 5.3hall be construed as
limiting, fixing or affecting the time when a meagi of shareholders called by action of the BoarDiofctors may be held.
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5.4  Notice of Meetings

Notice of any meeting of shareholders shalgiven in writing not less than ten (10) nor entiran sixty (60) days before the date of the
meeting to each shareholder entitled to vote thdngéhe Secretary or an Assistant Secretary, loergterson charged with that duty, or if there
be no such officer or person, or in case of hisesrneglect or refusal, by any director or sham@olThe notice shall state the place, date and
hour of the meeting and (a) in the case of a spewating, the general nature of the business toamsacted, and no other business may be
transacted, or (b) in the case of the annual mgettmse matters which the Board of Directorshattime of the mailing of the notice, intend
present for action by the shareholders, but anggrmatter may be presented at the meeting for actibn except as otherwise provided by
Section 601(f) of the Code. The notice of any nmegtit which directors are to be elected shall ibelthe names of nominees intended at the
time of the notice to be presented by managemeréation. If the meeting is to be held in whotdropart by electronic transmission, the
notice shall state the means of electronic transionisby and to the Corporation to electronic videteen communication, if any, by which
shareholders may participate in the meeting.

5.5 Manner of Giving Notice; Affidavit of Notice

Written notice shall be given by the Cogidam to any shareholder, either (a) personallfbpby mail or other means of written
communication (including electronic transmissiontlby Corporation), charges prepaid, addressedcto shareholder at such shareholder's
physical or electronic address appearing on th&sobthe Corporation or given by such shareholdehe Corporation for the purpose of
notice. If a shareholder gives no address or nb address appears on the books of the Corporattite shall be deemed to have been given
if sent by mail or other means of written commuti@aaddressed to the place where the principatgiee office of the Corporation is
located, or if published at least once in a newspapgeneral circulation in the county in whiclcBuwoffice is located. The notice shall be
deemed to have been given at the time when detlyazesonally or deposited in the United States,pastage prepaid, or sent by other means
of written communication and addressed as hereimbgfrovided. An affidavit of delivery or mailingr other authorized means of transmitt
of any notice in accordance with the provisionshi$ Section 5.5 executed by the Secretary, Assistant Secretaapytransfer agent, shall be
prima facie evidence of the giving of the notidealy notice addressed to the shareholder at ttieeasl of such shareholder appearing on the
books of the Corporation is returned to the Corponaby the United States Postal Service markaddizate that the United States Postal
Service is unable to deliver the notice to the shalder at such address, all future notices sleafldemed to have been duly given without
further mailing if the same shall be availablettoe shareholder upon written demand of the shadlehait the principal executive office of the
Corporation for a period of one year from the dstthe giving of the notice to all other sharehotd@otice shall not be given by electronic
transmission by the Corporation after either ontheffollowing: (i) the Corporation is unable tdider two consecutive notices to the
shareholder by that means or (ii) the inabilittodeliver such notices to the shareholder bectimasn to the Secretary, any Assistant
Secretary, the transfer agent, or other persororsdple for the giving of the notice.

5.6 Consent to Shareholders' Meetings

The transactions of any meeting of shawsgrs|, however called and noticed, and wherever, heddas valid as though had at a meeting
duly held after regular call and notice, if a quaris present either in person or by proxy, andither before or after the meeting, each of the
shareholders entitled to vote, not present in peesdy proxy, signs a written waiver of noticeaotonsent to the holding of such meeting o
approval of the minutes thereof. All such waiveansents or approvals shall be filed with the coafgorecords or made a part of the minute
the meeting. Attendance of a person at a meetiall gbnstitute a waiver of notice of such meetiexgept when the person objects, at the
beginning of the meeting, to the transaction of anginess because the meeting is not lawfully
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called or convened and except that attendancenaesing is not a waiver of any right to objecthe tonsideration of matters required by law
to be included in the notice but not so includéduich objection is expressly made at the meebigither the business to be transacted at nor
the purpose of any regular or special meeting afedtolders need be specified in any written wadferotice, except as to approval of contr.
between the Corporation and any of its directarsgrdment of the Articles of Incorporation, reorgaion of the Corporation or winding up
the affairs of the Corporation.

5.7 Quorum

The presence in person or by proxy of thiedrs of a majority of the shares entitled to \attany meeting of shareholders shall constitute
a quorum for the transaction of business. Shar@émsbt be counted to make up a quorum for a mgetinoting of such shares at the meeting
has been enjoined or for any reason they canniatifelly voted at the meeting. The shareholders@nt at a duly called or held meeting at
which a quorum is present may continue to transasiness until adjournment notwithstanding the drighival of enough shareholders to leave
less than a quorum, if any action taken (other #@journment) is approved by at least a majoritthefshares required to constitute a quorum.

5.8 Adjourned Meetings

Any shareholders' meeting, whether or ng@um is present, may be adjourned from timénte by the vote of a majority of the shares,
the holders of which are either present in persarpresented by proxy thereat, but, except asigedvin Section 5.8f these Bylaws, in the
absence of a quorum, no other business may batt@asat such meeting. When any meeting of shatetgleither annual or special, is
adjourned to another time or place, notice needadiven of the adjourned meeting if its time ptate (or the means of electronic
transmission by and to the Corporation or electr@ideo screen communication, if any, by whichghareholders may participate) are
announced at the meeting at which the adjournnsetakien. When a meeting is adjourned for more thawp-five (45) days or if after
adjournment a new record date is fixed for the @ujed meeting, a notice of the time and place adgaimeeting shall be given to each
shareholder of record entitled to vote at a meettigany adjourned meeting the shareholders mangéet any business which might have been
transacted at the original meeting.

5.9 Record Date for Shareholder Notice; Voting; Givingonsents

(@) Only persons in whose names shartiedrto vote stand on the stock records of thisp@ration at the close of business on the
business day next preceding the day on which n@igéven or, if notice is waived, at the closebakiness on the business day next preceding
the day on which the meeting is held, shall betledtio vote at such meeting. In the absence ofcanyrary provision in the Articles of
Incorporation or in any applicable statute relatinghe election of directors or to other particuteatters, each such person shall be entitled to
one vote for each share.

(b) In order that the Corporation mayedetine the shareholders entitled to notice of apgtng or to vote, the Board of Directors may
fix, in advance, a record date, which shall notrtmge than sixty (60) days nor less than ten (19% ¢heior to the date of such meeting nor more
than sixty (60) days before any other action. Stalders at the close of business on the recordatatentitled to notice and to vote, as the
may be, notwithstanding any transfer of any sharethe books or the Corporation after the recotd,d&cept as otherwise provided by in the
Articles of Incorporation or the Code.

(c) A determination of the shareholdersezord entitled to notice of or to vote at a nregedf shareholders shall apply to any
adjournment of the meeting unless the Board of ddins fixes a new record date for the adjournedtimgebut the Board of Directors shall fix
a new record date if the meeting is adjourned forenthan forty-five (45) days from the date settfer original meeting.
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(d) If the Board of Directors does noffixca record date:

(i) the record date for determining gferider entitled to notice of or to vote at a megbf shareholders shall be at the close of
business on the business day next preceding therdesich notice is given or, if notice is waived the close of business on the
business day next preceding the day on which thetingeis held; and

(i) the record date for determining stavlders entitled to given consent to corporatemadh writing without a meeting (1) whe
no prior action by the Board of Directors has bidwen, shall be the day on which the first writtemsent is given, or (2) when prior
action by the Board of Directors has been takeall ble at the close of business on the day on wthielBoard of Directors adopts the
resolution relating thereto, or the sixtieth {8Bpday prior to the date of such other action, which is later.

5.10 Action by Written Consent

(&) Any action which may be taken at anpual or special meeting of shareholders maykentevithout a meeting and without prior
notice, if a consent in writing, setting forth thetion so taken, shall be signed by the holdemutftanding shares having not less than the
minimum number of votes that would be necessaputborize or take such action at a meeting at whlckhares entitled to vote thereon were
present and voted.

(b) If the consents of all shareholdetied to vote have not been solicited in writitige Secretary shall give prompt notice of any
corporate action approved by the shareholders withaneeting by less than unanimous written coneetitose shareholders entitled to vote
who have not consented in writing. Such noticeldiabiven in the manner specified in Sectiond.these Bylaws and applicable law.

(c) Inthe case of approval of (i) a ¢ant or transaction in which a director has a dicgdndirect financial interest, pursuant to
Section 310 of the Code, (i) an amendment of thiekes of Incorporation, pursuant to Section 902he Code, (iii) a reorganization of the
Corporation, pursuant to Section 1201 of the C¢igiga voluntary dissolution of the Corporation puant to Section 1900 of the Code or (v) a
distribution in dissolution other than in accordandth the rights of any outstanding preferred ebapursuant to Section 2007 of the Code, the
notice shall be given at least ten (10) days beftweconsummation of any action authorized by #pgiroval, unless the consents of all
shareholders entitled to vote have been solicitegriting.

(d) When written consents are given wébpect to any shares, they shall be given by eogpged from the persons in whose names
shares stand on the books of the Corporation atrtteesuch respective consents are given, or aagekblder's proxy holder, or a transferee of
the shares or a personal representative of thelsblgler or their respective proxy holders, may kevime consent by a writing received by the
Corporation prior to the time that written consewitshe number of shares required to authorizeptbposed action have been filed with the
Secretary, but may not do so thereafter. Such aegimtis effective upon its receipt by the Secretar

(e) Notwithstanding anything to the canr directors may not be elected by written cohsgnept by unanimous written consent of all
shares entitled to vote for the election of direstprovided that the shareholders may elect aireo fill a vacancy not filled by the Board of
Directors, other than a vacancy creased by rembyahe written consent of a majority of the outsliag shares entitled to vote.

5.11 Election of Directors

In any election of directors, the candidatsceiving the highest number of affirmative vatéthe shares entitled to be voted for them 1
the number of directors to be elected by such sheme elected; votes against the directors and watbheld with respect to the election of the
directors shall
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have no legal effect. Elections of directors needlde by ballot except upon demand made by a sblalehat the meeting and before the vo
begins.

5.12 Proxies

(a) Every person entitled to vote or eteconsents shall have the right to do so eithpeirson or by one or more agents authorized by ¢
written proxy executed by such person or such pesgtuly authorized agent and filed with the SeagetNo proxy shall be valid (a) after
revocation thereof, unless the proxy is specificalade irrevocable and otherwise conforms to teitiSn 5.12and applicable law, or (b) after
the expiration of eleven (11) months from the dhgreof, unless the person executing it specifiessin the length of time for which such
proxy is to continue in force. Revocation may bfe&kd by a writing delivered to the Secretaryistpthat the proxy is revoked or by a
subsequent proxy executed by, or by attendandeaheeting and voting in person by, the personwgiegrthe proxy. A proxy is not revoked
by the death or incapacity of the maker unlesxreethe vote is counted, a written notice of sueatk or incapacity is received by the
Corporation.

(b) A proxy which states that it is iromable is irrevocable for the period specified érekvhen it is held by any of the following or a
nominee of any of the following: (i) a pledgee) éiperson who has purchased or agreed to purohdssds an option to purchase the shart
a person who has sold a portion of such persoatestin the Corporation to the maker of the prdiy,a creditor or creditors of the
Corporation or the shareholder who extended oricoatl credit to the Corporation or the shareholdeonsideration of the proxy if the proxy
states that it was given in consideration of sudhresion or continuation of credit and the nam#hefperson extending or continuing the cre
(iv) a person who has contracted to perform sesvacean employee of the Corporation, if a proxgdgiired by the contract of employment
if the proxy states that it was given in consideratf such contract of employment, the name ofaimployee and the period of employment
contracted for, (v) a person designated by or uaddose corporation shareholder agreement oriag/tiust agreement. In addition, a proxy
may be made irrevocable if it is given to secueeghrformance of a duty or to protect a title, eitlegal or equitable, until the happening of
events which, by its terms, discharge the obligasiecured by it.

Notwithstanding the period of irrevocalyilépecified, the proxy becomes revocable when kbége is redeemed, the option or agreement
to purchase is terminated or the seller no longarsoany shares of the Corporation or dies, the ofethte Corporation or the shareholder is
paid, the period of employment provided for in doatract of employment has terminated or the ctmsporation shareholder agreement or the
voting trust agreement has terminated. In addigopr,oxy may be revoked, notwithstanding a provisitaking it irrevocable, by a purchase
shares without knowledge of the existence of tlowipion unless the existence of the proxy andtiiesdcability appears on the certificate
representing such shares or, in the case of uficatéid shares, on the initial transaction statdraad written statements. Every form of proxy
or written consent, which provides an opportunitgpecify approval or disapproval with respectrig proposal, shall also contain an
appropriate space marked "abstain", whereby a kbller may indicate a desire to abstain from voliiggor her shares on the proposal. A
proxy marked "abstain" by the shareholder with eespo a particular proposal shall not be votekegifor or against such proposal. In any
election of directors, any form of proxy in whidtetdirectors to be voted upon are named theretardidates and which is marked by a
shareholder "withhold" or otherwise marked in a marindicating that the authority to vote for theation of directors is withheld shall not be
voted either for or against the election of a divec

5.13 Inspectors of Elections

Before any meeting of shareholders, ther@o&Directors may appoint any persons other tih@minees for office to act as inspectors of
election at the meeting or its adjournment. If mgpiectors of election are so appointed, the Chaimh#he meeting may, and on the request of
any shareholder
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or a shareholder's proxy shall, appoint inspeatbedection at the meeting. The number of inspecstiall be either one (I) or three (3). If
inspectors are appointed at a meeting on the reqfiese or more shareholders or proxies, the hisldéa majority of shares or their proxies
present at the meeting shall determine whethe(lpioe three (3) inspectors are to be appointednlf person appointed as inspector fails to
appear or fails or refuses to act, the Chairmahe®imeeting may, and upon the request of any sblglehor a shareholder's proxy shall,
appoint a person to fill that vacancy. These ingpecshall:

(a) determine the number of shares outlétg and the voting power of each, the shareesgmted at the meeting, the existence of a
guorum, and the authenticity, validity, and effetproxies;

(b) receive votes, ballots, or consents;

(c) hear and determine all challengescuektions in any way arising in connection wité tight to vote;
(d) count and tabulate all votes or cotse

(e) determine when the polls shall close;

() determine the result; and

(g) do any other acts that may be propeonduct the election or vote with fairness ishhreholders.
5.14 Advance Notice of Shareholder Proposals and Dirgdidmminations

Shareholders may nominate one or more psrf&w election as directors at a meeting of shadens or propose business to be brought
before a meeting of shareholders, or both, onduch shareholder has given timely notice in propéten form of such shareholder's intent to
make such nomination or nominations or to proposé $usiness. To be timely, a shareholder's natiggt be received by the Secretary not
later than sixty (60) days prior to such meetingvided, however, that in the event less than $gugi®) days' notice or prior public disclosure
of the date of the meeting is given or made toediaiders, notice by the shareholder to be timelgtrba so received not later than the close of
business on the tenth (¥0 day following the day on which such notice of thate of the meeting was mailed or such publicldisze was
made. To be in proper written form a shareholdetice to the Secretary shall set forth (a) the@amd address of the shareholder who int
to make the nominations or propose the businessaarttie case may be, of the person or persorerorbinated or of the business to be
proposed, (b) a representation that the sharehisdenolder of record of shares of the Corporatiat intends to vote such shares at such
meeting and, if applicable, intends to appear ms@e or by proxy at the meeting to nominate thesqeor persons specified in the notice, (c) if
applicable, a description of all arrangements atenstandings between the shareholder and each eerairany other person or persons
(naming such person or persons) pursuant to whigmémination or nominations are to be made bylttaeeholder, (d) such other information
regarding each nominee or each matter of busindss proposed by such shareholder as would berestjia be included in a proxy statement
filed pursuant to Regulation 14A promulgated by $eeurities and Exchange Commission pursuant t&xlseange Act had the nominee been
nominated, or intended to be nominated, or theenatten proposed, or intended to be proposed,ebBdlard of Directors and (e) if applicak
the consent of each nominee as director of the @atjon if so elected. The chairman of a meetinghafreholders may refuse to acknowledge
the nomination of any person or the proposal offausiness not made in compliance with the foregpingedure.
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ARTICLE VI

MEETINGS OF DIRECTORS
6.1 Place of Meetings

Meetings (whether regular, special or adjed) of the Board of Directors shall be held &t phincipal office of the Corporation for the
transaction of business, as specified in accordasitbeSection 1.1of these Bylaws, or at any other place within atheut the State which has
been designated from time to time by resolutiothefBoard or which is designated in the noticenefrmeeting. Any meeting (whether regular,
special or adjourned) may be held by conferenepleine, electronic video screen communicationemtelnic communication by and to the
Corporation. Participation in a meeting throughtise of conference telephone or electronic videeesccommunication pursuant to this
Section 6.Xonstitutes presence in person at that meetingrapds all members participating in the meetingabie to hear one another.
Participation in a meeting through electronic traission by and to the Corporation (other than cearfee telephone and electronic video
screen communication), pursuant to thection 6.konstitutes presence in person at that meetingtff of the following apply:

(a) each member participating in the imgetan communicate with all of the other memberscarrrently; and

(b) each member is provided the meanmdfcipating in all matters before the Board ofdators, including, without limitation, the
capacity to propose, or to interpose an objectig@ specific action to be taken by the Corporation

6.2 Regular Annual Meeting; Regular Meetings

After the adjournment of each annual megtithe shareholders, the Board of Directors dhalll a regular meeting (which regular
directors' meeting shall be designated the " Regutaual Meetind’) and no notice need be given for the Regular AhiMeeting unless the
Regular Annual Meeting is not held at the principlalce of business provided_at Sectiondf.these Bylaws. Regular meetings of the Board of
Directors may be held without notice if the timedaace of such meetings are fixed by the Boardioéctors.

6.3 Special Meetings

Special meetings of the Board of Directoisy be called at any time by the Chairman of tharBpif any, the President or the Chief
Executive Officer, any Vice President, the Secsetar by any two or more directors.

6.4 Notice of Special Meetings

Special meetings of the Board of Directdrall be held upon no less than four (4) dayscedty mail or forty-eight (48) hours' notice
delivered personally or by telephone to each dire€ommencing on January 1, 2011, special meetihtfee Board of Directors shall be held
upon no less than four (4) days' notice by mafbadty-eight (48) hours' notice delivered personalhby telephone, including voice messaging
system or by electronic transmission by the Corjpama

6.5 Quorum

A majority of the authorized number of di@s shall constitute a quorum for the transaatibbusiness, except to adjourn as provided by
Section 6.60f these Bylaws. Every act or decision done or niada majority of the directors present at a megetinly held at which a quorum
is present is the act of the Board of Directorgjestt to the provisions of Section 310 of the Cfateto the approval of contracts or transactions
in which a director has a direct or indirect matkfinancial interest), Section 311 of the Codetathe appointment of committees),
Section 317(a) of the Code (as to the
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indemnification of directors), the Articles of Ingmration or other applicable law. A meeting atetha quorum is initially present may
continue to transact business notwithstanding titlednawal of directors, if any action taken is appd by at least a majority of the required
quorum for such meeting.

6.6 Adjournment

A majority of the directors present, whetbenot a quorum is present, may adjourn any mget another time and place. If the meeting
is adjourned for over twenty-four (24) hours, netaf any adjournment to another time and placd bleajiven prior to the time of the
adjourned meeting to the directors who were natgmeat the time of adjournment.

6.7 Waiver and Notice of Consent

Notice of a meeting need not be given director who provides a waiver of notice or a caride holding the meeting, or who attends the
meeting without protesting, prior thereto or atteenmencement, the lack of notice to such direéthrsuch waivers, consents and approvals
shall be filed with the corporate records or mageud of the minutes of the meeting.

6.8 Action without a Meeting

Any action required or permitted by lawb®taken by the Board of Directors may be takehout a meeting, if all members of the Board
of Directors shall individually or collectively ceant in writing to such action. Such written corisrconsents shall be filed with the minutes
of the proceedings of the Board of Directors. Saiction by written consent shall have the same farzkeffect as the unanimous vote of such
directors.

6.9 Committees

The provisions of this Article \dlso apply to committees of the Board of Directamgl action by such committees, mutatis mutandis.

ARTICLE VII

GENERAL MATTERS
7.1 Record Date for Purposes Other than Notice and Vigti

For purposes of determining the sharehsldatitled to receive payment of any dividend tveotdistribution or allotment of any rights or
entitled to exercise any rights in respect of ammeolawful action (other than with respect to netor voting at a shareholders' meeting or a
by shareholders by written consent without a megtithe Board of Directors may fix, in advanceeaard date, which shall not be more than
sixty (60) days prior to any such action. Only genders of record at the close of business onett@rd date are entitled to receive the
dividend, distribution or allotment or rights, aréxercise the rights, as the case may be, notaittsg any transfer of any shares on the b
of the Corporation after the record date, excepthsrwise provided for in the Articles of Incorption or the Code.

7.2 Instruments in Writing

All checks, drafts, other orders for paymsesf money, notes or other evidences of indebtetinéthe Corporation, and all written
contracts of the Corporation, shall be signed mhfficer or officers, agent or agents, as therBad Directors may from time to time
designate. No officer, agent, or employee of thgpGration shall have the power to bind the Corporalby contract or otherwise unless
authorized to do so by these Bylaws or by the Bo&idirectors.
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7.3 Shares Held by the Corporation

Shares in other corporations standing énrtime of the Corporation may be voted or repredeantd all rights incident thereto may be
exercised on behalf of the Corporation by any effiaf the Corporation authorized so to do by resmhuof the Board of Directors. The
authority herein granted may be exercised eithesum person directly or by any other person aigbdrto do so by proxy or by power of
attorney duly executed by such person having thieogity .

7.4  Certificates for Shares

(a) Every holder of shares in the Corfiorashall be entitled to have a certificate ottifieates signed in the name of the Corporation by
the Chief Executive Officer or the President andhmy Secretary or any Assistant Secretary, centifyihe number of shares and the class or
series of shares owned by the shareholder. Anjt of the signatures on the certificate may be ifads. In case any officer, transfer agent or
registrar who has signed or whose facsimile sigedtas been placed upon a certificate has ceaseridoch officer transfer agent or registrar
before such certificate is issued, it may be isdnethe Corporation with the same effect as if spetson were an officer, transfer agent or
registrar at the date of issue.

(b) Notwithstanding clause (&) of thictien 7.4, shares of the Corporation may be evidenced higtragon in the holder's name in
uncertificated, book-entry form in accordance with direct registration system approved by the ééhtates Securities and Exchange
Commission and by the principal securities exchamgwhich the stock of the Corporation may fromdito time be traded, or as may be
otherwise authorized by Section 416(b) of the Cardany successor statute, as any of the foregomgbe approved from time to time by the
Board of Directors. Every holder of uncertificatgthres of the Corporation shall be entitled toiveca statement of holdings as evidence of
share ownership. As provided in Section 416(bhef€ode, any direct registration system so impléeteshall not become effective as to
issued and outstanding certificated securitied theicertificates therefor have been surrendeyeétle Corporation.

7.5 Lost Certificates

Except as provided in this Section ,7rf® new stock certificate or uncertificated shateall be issued to replace a previously issued
certificate unless the latter is surrendered toQbeporation or its transfer agent or registrar aadlcelled at the same time. Where the owner of
any certificate for shares of the Corporation ckatimat the certificate has been lost, stolen ofrolgsd, a new certificate or uncertificated
shares, in the Corporation's discretion, shalsBaed in place of the original certificate if thener (a) so requests before the Corporation has
notice that the original certificate has been aeglby a bona fide purchaser, (b) files with thegooation an indemnity bond in such form and
in such amount sufficient to protect the Corpomratgainst any claim that may be made againstdlyding any expense or liability, on acco!
of the alleged loss, theft or destruction of theifieate or the issuance of the replacement gedtié or uncertificated shares as shall be
approved by the Chief Executive Officer, the Prestdr a Vice President, and (c) satisfies anyrasonable requirements imposed by the
Corporation. The Board of Directors may adopt softier provisions and restrictions with referencéost certificates, not inconsistent with
applicable law, as it shall in its discretion deagppropriate.

7.6  Certification and Inspection of Bylaws

The Corporation shall keep at its principegcutive or business office the original or aycopthese Bylaws as amended or otherwise
altered to date, which shall be open to inspedtipthe shareholders at all reasonable times dufiige hours.
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7.7 Interpretation
Reference in these Bylaws to any provisibthe Code shall be deemed to include all amentbrtaareof.
7.8  Construction

Unless the context requires otherwise girgeral provisions, rules of construction and dgdins in the Code shall govern the construc
of these Bylaws. Without limiting the generalitytb provision, the singular number includes theal| the plural number includes the
singular, and the term "person” includes both paxation and a natural person.

ARTICLE VIII

CONSTRUCTION OF BYLAWS WITH REFERENCE TO PROVISIONS OF LAW
8.1 Bylaw Provisions Additional and Supplemental to Risions of Law

All restrictions, limitations, requiremeraad other provisions of these Bylaws shall be taed, insofar as possible, as supplemental and
additional to all provisions of law applicable tetsubject matter thereof and shall be fully cosgpivith in addition to the said provisions of
law unless such compliance shall be illegal.

8.2 Bylaw Provisions Contrary to or Inconsistent withrévisions of Law

Any article, section, subsection, subdiisisentence, clause or phrase of these Bylawshwhgon being construed in the manner
provided in_Section 8.&f these Bylaws, shall be contrary to or inconsisteith any applicable provision of law, shall ragply so long as said
provisions of law shall remain in effect, but swebult shall not affect the validity or applicatyilof any other portions of these Bylaws, it be
hereby declared that these Bylaws, and each arsietgion, subsection, subdivision, sentence, elaarsphrase thereof, would have been
adopted irrespective of the fact that any one arenaaticles, sections, subsections, subdivisioastesices, clauses or phrases is or are illegal.

ARTICLE IX

ADOPTION, AMENDMENT OR REPEAL OF BYLAWS
9.1 By Shareholders

These Bylaws may be adopted, amended eabeg by the vote or written consent of holdera ofajority of the outstanding shares
entitled to vote. Any bylaws specifying or changmfixed number of directors or the maximum or minm number or changing from a fixed
to a variable board or vice versa may only be astbpy the shareholders; provided, however, thgtawbor amendment of the Articles of
Incorporation reducing the number or the minimurmbaer of directors to a number less than five cabeatdopted if the votes cast against its
adoption at a meeting or the shares not conseittitige case of action by written consent are etpuaiore than sixteen and two-thirds percent
(16-2/3%) of the outstanding shares entitled te vot

9.2 By the Board of Directors

Subject to the right of shareholders topadamend or repeal these Bylaws, other than anbgteamendment thereof specifying or
changing a fixed number of directors or the maximarrminimum number or changing from a fixed to aiafale board or vice versa, may be
adopted, amended or repealed by the Board of Direch bylaw adopted by the shareholders may ctstrieliminate the power of the Board
of Directors to adopt, amend or repeal these Bylaws
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ARTICLE X

INDEMNIFICATION
10.1 Indemnification of Directors and Officers

The Corporation shall, to the maximum ek#erd in the manner permitted by the Code, indeyreaich of its directors and officers against
expenses (as defined in Section 317(a) of the Cadigments, fines, settlements, and other amauaitsally and reasonably incurred in
connection with any proceeding (as defined in $ac817(a) of the Code), arising by reason of tleétfzat such person is or was an agent of
the Corporation. For purposes of this Article X "director” or "officer” of the Corporation inmes any person (a) who is or was a director or
officer of the Corporation, (b) who is or was seryat the request of the Corporation as a diremtofficer of another corporation, partnership,
joint venture, trust or other enterprise, or (clowtas a director or officer of a corporation whwehs a predecessor corporation of
Corporation or of another enterprise at the reqokestich predecessor corporation.

10.2 Indemnification of Others

The Corporation shall have the power, togktent and in the manner permitted by the Cadiedemnify each of its employees and
agents (other than directors and officers) aganrgenses (as defined in Section 317(a) of the Caaigments, fines, settlements, and other
amounts actually and reasonably incurred in commeetith any proceeding (as defined in Section 81 8f the Code), arising by reason of the
fact that such person is or was an agent of the@ation. For purposes of this Article,»an "employee" or "agent” of the Corporation (othe
than a director or officer) includes any persorwh is or was an employee or agent of the Corporatb) who is or was serving at the req:
of the Corporation as an employee or agent of amatbrporation, partnership, joint venture, trusoiher enterprise, or (c) who was an
employee or agent of a corporation which was aquessor corporation of the corporation or of anogiméerprise at the request of such
predecessor corporation.

10.3 Payment of Expenses in Advance

Expenses incurred in defending any procegettir which indemnification is required pursuamiSection 10.bf these Bylaws or for whic
indemnification is permitted pursuant to Section?idff these Bylaws following authorization thereofthg Board of Directors, may be
advanced by the Corporation prior to the final d&pon of the proceeding upon receipt of an uradeéng by or on behalf of the indemnified
party to repay that amount if it shall be deterrdinéiimately that the indemnified person is notitted to be indemnified as authorized by this
Article X .

10.4 Indemnification not Exclusive

The indemnification provided by this ArticK for acts, omissions or transactions while actinthacapacity of, or while serving as, a
director or officer of the Corporation but not iving a breach of duty to the Corporation and fitareholders shall not be deemed exclusive of
any other rights to those seeking indemnificaticayrbe entitled under any bylaw, agreement, voshafeholders or disinterested directors, or
otherwise, to the extent the additional rightsngeimnification are authorized in the Articles oédnporation.

10.5 Insurance Indemnification

The Corporation shall have the power tacpase and maintain insurance on behalf of any agféhe Corporation against any liability
asserted against or incurred by the agent in #yaéicty or arising out of that agent's status akb sthether or not the Corporation would have
the power to indemnify the agent against that liighiinder the provisions of this Article X
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10.6 Conflicts

No indemnification or advance shall be madder this Article X except where the court in which the proceedingy iwas pending upon
application made by the Corporation or the agerihermttorney or other person rendering servicesimection with the defense, whether or
not the application by the agent, attorney or offegson is opposed by the Corporation:

(a) that it would be inconsistent witpravision of the Articles of Incorporation, thesgl®ws, a resolution of the shareholders or an
agreement in effect at the time of the accruahefalleged cause of the action asserted in theepdiieg in which the expenses were incurred or
other amounts were paid, which prohibits or otheewimits indemnification; or

(b) that it would be inconsistent withyaoondition expressly imposed by a court in apprg\a settlement.
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CERTIFICATE OF ADOPTION OF
AMENDED AND RESTATED BYLAWS

OF
APPLE INC.

The undersigned hereby certifies that eesduly elected, qualified and acting Senior ligesident, General Counsel and Secretary of
Apple Inc., a California corporation (theCbrporation™), and that the foregoing amended and restateziNsylvere adopted as the Corporati
bylaws as of November 13, 2007 by the CorporatiBoard of Directors.

The undersigned has executed this Cettifiaa of November 13, 2007.

/sl DANIEL COOPERMAN

Daniel Cooperman
Senior Vice President, General Counsel and Segyt
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Exhibit 10.15

APPLE INC.
2003 EMPLOYEE STOCK PLAN
RESTRICTED STOCK UNIT AWARD AGREEMENT

THIS RESTRICTED STOCK UNIT AWARD AGREEMENT (this " Agreement") is dated as of by and between
Apple Inc., a California corporation (theCompany "), and (the "Participant ).

WITNESSETH

WHEREAS , pursuant to the 2003 Employee Stock Plan (tAk&ah "), the Company has granted to the Participancéffe as of the date
hereof (the "Award Date "), a credit of stock units under the Plan (th&ward "), upon the terms and conditions set forth heagid in the
Plan.

NOW THEREFORE , in consideration of services rendered and teebdered by the Participant, and the mutual promissde herein
and the mutual benefits to be derived there fréma parties agree as follows:

1. Defined Terms Capitalized terms used herein and not otherdesimed herein shall have the meaning assignsdadb terms in
the Plan.

2. Grant. Subject to the terms of this Agreement, the gamy hereby grants to the Participant an Award vé#ipect to an
aggregate of stock units (subject to adjustment as providedeoti®n 11 of the Plan) (theStock Units"). As used herein, the
term "stock unit" shall mean a non-voting unit cfasurement which is deemed for bookkeeping purpodas equivalent to one outstanding
share of the Company's Common Stock (subject tesadient as provided in Section 11 of the Plan)lgdte purposes of the Plan and this
Agreement. The Stock Units shall be used solely dsvice for the determination of the payment tenéwally be made to the Participant if s
Stock Units vest pursuant to Section 3. The Stogkdshall not be treated as property or as a famst of any kind.

3. Vesting. Subject to Section 8 below, the Award shallt s become nonforfeitable with respect to of the total
number of Stock Units (subject to adjustment urgkstion 7.1 of the Plan) on (each, a 'Vesting Date").

4. Continuance of Employment The vesting schedule requires continued empdmyrar service through each applicable vesting
date as a condition to the vesting of the applie@idtallment of the Award and the rights and bignehder this Agreement. Employment or
service for only a portion of the vesting perioder if a substantial portion, will not entitle tRarticipant to any proportionate vesting or avoid
or mitigate a termination of rights and benefitempr following a termination of employment or Sees as provided in Section 8 below or
under the Plan.

Nothing contained in this Agreement or Bi@n constitutes an employment or service commitrogithe Company, affects the
Participant's status as an employee at will wrsuigect to termination with or without cause, cogfepon the Participant any right to remain
employed by or in service to the Company or anys&liséry, interferes in any way with the right oBt@ompany or any Subsidiary at any time
to terminate such employment or services, or affdw right of the Company or any Subsidiary toease or decrease the Participant's other
compensation or benefits. Nothing in this paragréytvever, is intended to adversely affect any pehelent contractual right of the Particip
without his consent thereto.

5. No Shareholder Rights = The Participant shall have no rights as a $iwdder of the Company, no dividend rights and ntingp
rights with respect to the Stock Units or any shareCommon Stock underlying or issuable in respésuch Stock Units until such shares of
Common Stock are actually issued to and held airceby the Participant. No adjustments will be méedividends or other rights of a holc
for which the record date is prior to the datessiance of the stock certificate evidencing sueiesh




6. _Restrictions on Transfer. Except as provided in Section 4(c) of the Pteither the Award, nor any interest therein or am@r
shares payable in respect thereof may be soldyressitransferred, pledged or otherwise disposealiehated or encumbered, either
voluntarily or involuntarily.

7. Timing and Manner of Payment of Stock Units On or as soon as administratively practicdbfeing each vesting of the
applicable portion of the total Award pursuant #ztton 3 or Section 9, the Company shall deliveah®oParticipant a number of shares of
Common Stock (either by delivering one or moreifieates for such shares or by entering such shiaresok entry form, as determined by the
Company in its discretion) equal to the numbertofE Units subject to this Award that vest on tpeleable vesting date, unless such Stock
Units terminate prior to the given vesting datespiant to Section 8. The Company's obligation tovdekhares of Common Stock or otherwise
make payment with respect to vested Stock Unisiiigect to the condition precedent that the Paditi or other person entitled under the Plan
to receive any shares with respect to the vesteckSinits deliver to the Company any representatmmother documents or assurances
required pursuant to Section 13(c) of the Plan. Faicipant shall have no further rights with sto any Stock Units that are paid or that
terminate pursuant to Section 8.

8. _Effect of Termination of Employment. The Participant's Stock Units shall terminatéhe extent such units have not become
vested prior to the first date the Participantddanger employed by or providing services to tltoenpany or one of its Subsidiaries (the "
Severance Daté€), regardless of the reason for the terminatiothefParticipant's employment with the Company Subsidiary, whether with
or without cause, voluntarily or involuntarily; pfided, however, that in the event such terminatibemployment is due to the Participant's
death or Disability, (a) the Award shall vest wifspect to the number of Stock Units determinechbitiplying (i) the number of then-
outstanding and unvested Stock Units subject té\thard that would have otherwise vested pursua®teiction 3 on the next Vesting Date
following the Severance Date but for such termoratf employment, by (ii) a fraction, the numeratbwhich shall be the number of whole
calendar months that have elapsed between thengd3tite that immediately preceded the Severance @atin the case of a termination p
to the initial Vesting Date, the Award Date) and Beverance Date, and the denominator of which Ilseavelve (12); and (b) any Stock Units
that are not vested after giving effect to the §miag clause (a) shall terminate. If any unvestetIiSUnits are terminated hereunder, such
Stock Units shall automatically terminate and becedled as of the applicable termination date withzayment of any consideration by the
Company and without any other action by the Paudict, or the Participant's beneficiary or persoeptesentative, as the case may be.

9. Adjustments Upon Specified Events The Committee may accelerate payment and esfithe Stock Units in such
circumstances as it, in its sole discretion, magmeine. In addition, upon the occurrence of caraients relating to the Company's stock
contemplated by Section 11 of the Plan (includimighout limitation, an extraordinary cash dividemwl such stock), the Committee shall make
adjustments in accordance with such section imtmeber of Stock Units then outstanding and the rermabd kind of securities that may be
issued in respect of the Award.

10. Tax Withholding. Subject to Section 14 of the Plan, upon anyritligtion of shares of Common Stock in respecthef$tock
Units, the Company shall automatically reduce thmiber of shares to be delivered by (or otherwiseqeire) the appropriate number of wk
shares, valued at their then Fair Market Valuesatisfy any withholding obligations of the Compamyits Subsidiaries with respect to such
distribution of shares at the minimum applicabléhiwolding rates. In the event that the Company ctlagally satisfy such withholding
obligations by such reduction of shares, or inghent of a cash payment or any other withholdingnéin respect of the Stock Units, the
Company (or a Subsidiary) shall be entitled to iega cash payment by or on behalf of the Partidipad/or to deduct from other
compensation payable to the Participant any sumsnexl by federal, state or local tax law to behhéld with respect to such distribution or
payment.




11. Electronic Delivery and Acceptance The Company may, in its sole discretion, delamey documents related to the Award by
electronic means or request the Participant's ciriegarticipate in the Plan by electronic meditee Participant hereby consents to receive all
applicable documentation by electronic delivery smgarticipate in the Plan through an on-line (andgoice activated) system established and
maintained by the Company or a third party vendmmighated by the Company.

12. _Data Privacy. The Participant acknowledges and consentsetadhection, use, processing and transfer of petdstata as
described in this Section 12. The Company, itsedl@ntities, and the Participant's employer heltain personal information about the
Participant, including the Participant's name, haudédress and telephone number, date of birth, Issetarity number or other employee
identification number, salary, nationality, joHejtany Shares or directorships held in the Compdetails of all options or any other
entitlement to Shares awarded, canceled, purchasstkd, unvested or outstanding in the Participdanor, for the purpose of managing and
administering the Plan Pata"). The Company and its related entities may tranBfata amongst themselves as necessary for thegmiof
implementation, administration and management@farticipant's participation in the Plan, andGloepany and its related entities may each
further transfer Data to any third parties assistire Company or any such related entity in thdémentation, administration and managen
of the Plan. The Participant acknowledges thatrdmesferors and transferees of such Data may laédd@nywhere in the world and hereby
authorizes each of them to receive, possess, etsdn and transfer the Data, in electronic or ofben, for the purposes of implementing,
administering and managing the Participant's gagton in the Plan, including any transfer of siidta as may be required for the
administration of the Plan and/or the subsequeldtitng of Shares on the Participant's behalf toakér or to other third party with whom the
Participant may elect to deposit any Shares acdjuingler the Plan (whether pursuant to the Awaratlerwise).

13. _Notices Any notice to be given under the terms of thigeement shall be in writing and addressed tdbmpany at its
principal office to the attention of the Secretagd to the Participant at the Participant's lddtess reflected on the Company's records, or at
such other address as either party may hereafséggrdee in writing to the other. Any such noticalsbe given only when received, but if the
Participant is no longer an employee of the Compahgll be deemed to have been duly given by thregaoy when enclosed in a properly
sealed envelope addressed as aforesaid, registecedified, and deposited (postage and registgedification fee prepaid) in a post office or
branch post office regularly maintained by the BdiStates Government.

14. _Plan. The Award and all rights of the Participant enthis Agreement are subject to the terms anditiond of the provisions
the Plan, incorporated herein by reference. Thédizant agrees to be bound by the terms of tha Bl this Agreement. The Participant
acknowledges having read and understanding the flafProspectus for the Plan, and this Agreeniémess otherwise expressly provided in
other sections of this Agreement, provisions ofRhen that confer discretionary authority on theibor the Committee do not (and shall not
be deemed to) create any rights in the Participalgss such rights are expressly set forth hemeameootherwise in the sole discretion of the
Board or the Committee so conferred by appropaat®n of the Board or the Committee under the Rfterthe date hereof.

15. Entire Agreement This Agreement and the Plan together constihgeentire agreement and supersede all prior stadetings
and agreements, written or oral, of the partiegtoewith respect to the subject matter hereof. Hlae and this Agreement may be amended
pursuant to Section 15 of the Plan. Such amendmast be in writing and signed by the Company. Then@any may, however, unilaterally
waive any provision hereof in writing to the extenth waiver does not adversely affect the intsrefthe Participant hereunder, but no such
waiver shall operate as or be construed to be sesuient waiver of the same provision or a waiverryf other provision hereof.
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16. Limitation on Participant's Rights. Participation in the Plan confers no rightsnberests other than as herein provided. This
Agreement creates only a contractual obligatiothenpart of the Company as to amounts payable lzaitireot be construed as creating a trust.
Neither the Plan nor any underlying program, in ahiiself, has any assets. The Participant skalefonly the rights of a general unsect
creditor of the Company with respect to amountsglited and benefits payable, if any, with respechtoStock Units, and rights no greater than
the right to receive the Common Stock as a genmsgcured creditor with respect to Stock Unitgraswhen payable hereunder.

17. _Counterparts. This Agreement may be executed simultaneousiny number of counterparts, each of which steatidemed
an original but all of which together shall congtiit one and the same instrument.

18. Section Headings The section headings of this Agreement aredorvenience of reference only and shall not be @eletm altel
or affect any provision hereof.

19. _Governing Law. This Agreement shall be governed by and coedtand enforced in accordance with the laws oBtiage of
California without regard to conflict of law pringies thereunder.

20. _Construction. It is intended that the terms of the Award wibt result in the imposition of any tax liabilipprsuant to
Section 409A of the Code. This Agreement shalldestrued and interpreted consistent with that inten

[Remainder of page intentionally left blank]
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IN WITNESS WHEREOF , the Company has caused this Agreement to be #ckon its behalf by a duly authorized officer ainel
Participant has hereunto set his or her hand #wealate and year first above written.

APPLE INC.,
a California corporation PARTICIPANT
By:
Signature
Print Name
Its:
Print Name
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Exhibit 21
SUBSIDIARIES OF
APPLE INC.*

Jurisdiction
Name of Incorporation
Apple Sales International (formerly Apple Computeernational) Ireland
Braeburn Capital, Inc Nevada, U.S
* Pursuant to Item 601(b)(21)(ii) of Regulation Stke names of other subsidiaries of Apple Inc. anétted because, considered in the

aggregate, they would not constitute a significartsidiary as of the end of the year covered tgy/réport.
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Exhibit 23.1

Consent of Independent Registered Public Accountingirm

The Board of Directors
Apple Inc.:

We consent to the incorporation by reference inréiggstration statements on Forms S-8 (Nos. 2-7024%563, 2-85095, 33-00866, 23650
33-31075, 33-40877, 33-47596, 33-57092, 33-5708538B73, 33-53879, 33-53895, 33-60279, 33-60283;(B3137, 333-23719, 333-23725,
333-60455, 333-82603, 333-93471, 333-37012, 333:62333-61276, 333-70506, 333-75930, 333-10218&,13%421, 333-125148, and
333-146026) and the registration statements on §&+8 (Nos. 33-23317, 33-29578, and 33-62310) @ié&pmc. of our reports dated
November 15, 2007 with respect to the consolidatdnce sheets of Apple Inc. and subsidiaries &epfember 29, 2007 and Septembel
2006, and the related consolidated statementserhtipns, shareholders' equity, and cash flowedah of the years in the three-year period
ended September 29, 2007, and the effectivendaseofial control over financial reporting as of &pber 29, 2007, which reports appear in
the September 29, 2007 annual report on Form 10A$ple Inc.

As discussed in Note 1 to the Consolidated FindiStetements, the Company adopted the provisio®&aiément of Financial Accounting
Standards No. 123FShare-Based Paymendn September 25, 2005.

/sl KPMG LLP

Mountain View, California
November 15, 200
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Exhibit 31.1
CERTIFICATIONS
I, Steven P. Jobs, certify that:
1. I have reviewed this annual report on Form 10-Kpple Inc.;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar

make the statements made, in light of the circunt&ts.under which such statements were made, nkadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsatimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

4, The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@&))%(d internal control over financial reportirag @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

(@) Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneggh

(b) Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamoce with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsimeiport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougredis report based on such
evaluation; and

(d) Disclosed in this report any change in the regmtsadnternal control over financial reporting tloatturred during the registrant's
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repod) ltas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

5. The registrant's other certifying officer(s) antblve disclosed, based on our most recent evaluatioernal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@spersons performing the equivalent
functions):

(@  All significant deficiencies and material weaknesiethe design or operation of internal contradiofmancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize, @port financial information;
and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant's
internal control over financial reporting.

Date: November 15, 2007

By: /s/ STEVEN P. JOBS

Steven P. Jobs
Chief Executive Office
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Exhibit 31.2
CERTIFICATIONS
I, Peter Oppenheimer, certify that:
1. I have reviewed this annual report on Form 10-Kpple Inc.;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar

make the statements made, in light of the circunt&ts.under which such statements were made, nkadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsatimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

4, The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@&))%(d internal control over financial reportirag @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

(@) Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneggh

(b) Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamoce with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsimeiport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougredis report based on such
evaluation; and

(d) Disclosed in this report any change in the regmtsadnternal control over financial reporting tloatturred during the registrant's
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repod) ltas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

5. The registrant's other certifying officer(s) antblve disclosed, based on our most recent evaluatioernal control over financial
reporting, to the registrant's auditors and thdtaaeinmittee of registrant's board of directorsggersons performing the equivalent
functions):

(@  All significant deficiencies and material weaknesiethe design or operation of internal contradiofmancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize, @port financial information;
and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant's
internal control over financial reporting.

Date: November 15, 2007

By: /sl PETER OPPENHEIMER

Peter Oppenheimer
Senior Vice President and
Chief Financial Office!
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Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Steven P. Jobs, certify, pursuant to 18 U.S&etiSn 1350, as adopted pursuant to Section 9@itedbarbanes-Oxley Act of 2002, that the
Annual Report of Apple Inc. on Form 10-K for thedal year ended September 29, 2007 fully complidstive requirements of Section 13(a)
or 15(d) of the Securities Exchange Act of 1934 thrad information contained in such Form 10-K fapkesents in all material respects the
financial condition and results of operations ofpfelnc.

November 15, 200

By: /s/ STEVEN P. JOBS

Steven P. Jobs
Chief Executive Office

I, Peter Oppenheimer, certify, pursuant to 18 U.S€xtion 1350, as adopted pursuant to SectioroBO& Sarbanes-Oxley Act of 2002, that
the Annual Report of Apple Inc. on Form 10-K foeftfiscal year ended September 29, 2007 fully cagsphiith the requirements of Section 13
(a) or 15(d) of the Securities Exchange Act of 1884 that information contained in such Form 10akly presents in all material respects the
financial condition and results of operations ofphinc.

November 15, 200

By: /s/PETER OPPENHEIMEF

Peter Oppenheimer
Senior Vice President and Chief Financial Offi

A signed original of this written statement reqdil®y Section 906 has been provided to Apple Ind.wifl be retained by Apple Inc. and
furnished to the Securities and Exchange Commissiots staff upon request.
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